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HAVE A GUT FEEL FOR THE ACQUISITION 
COSTS OF LINUX VS. WINDOWS? 
HERE'S A DETAILED ANALYSIS. 


Source: BearingPoint, 2004 


iJ Windows Server 2003 Full Support (24x7): 1096 of servers are Enterprise Edition, 9096 Standard Edition 
fl Red Hat Full Support (24x7): 100% of servers are AS Premium 
Red Hat Limited Support: 10% of servers are AS Premium (24x7), 90% ES Standard (12x5) 
EA Novell's SUSE Linux (24x7): 1096 of servers are Enterprise Server, 9096 Standard Server 
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A recent study of licensing and support costs conducted by BearingPoint, 
a leading independent consulting firm, found that these acquisition 
costs for Windows Server™ 2003 are comparable to Red Hat Enterprise 
Linux or Novell's SUSE Linux Enterprise Server "despite the common 
perception that Linux is free or very inexpensive." However, if you 
require full 24x7 phone support on all servers, licensing and support for 
Windows Server 2003 can cost up to 73% less than Red Hat Enterprise 
Linux* over five years. 
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*Red Hat Full Support (24x7) estimates based on case where 10096 of servers are Enterprise Linux AS Premium. Red Hat Limited Support estimates are based on case where 10% of servet 
are Enterprise Linux AS Premium (24x7 phone support) and 9096 are Enterprise Linux ES Standard subscriptions (9 a.m.-9 p.m. EST M-F phone support). Windows Server estimates a 
based on case where 10% of servers are Windows Server 2003 Enterprise Edition and 90% are Windows Server 2003 Standard Edition (24x7 phone support on all). This study was 
commissioned by Microsoft. 2005 Microsoft Corporation. All rights reserved. Microsoft, Windows, the Windows logo, Windows Server, and Windows Server System are either registered trademarks or 
trademarks of Microsoft Corporation in the United States and/or other countries. The names of actual companies and products mentioned herein may be the trademarks of their respective owners. 
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SIX APPEAL 


INTRODUCING SAMSUNG MINIKET. 


Believe it or not! 

samsung Miniket, shown here in actual size. 
58.8 mm x 92.7 mm x 29.1 mm 

Weight: 150 gms with battery pack. 
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n songs anytime, anywhere. 1GB Built-in Memory Space. p SAMS 


As Ww 
| sSnHoo 


Accessories include carry bag and battery. 


For more details, call Mr. Ashwani Manchanda at 9810156075 or write to him at a.manchanda@samsung.com. Visit us at www.samsung.com/india. Specifications may va 
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Q India needs to repair many 
past lapses that still hurt our 
prosperity today. Most of these 
lapses came from the Left's 
hardline approach. That's why 
it is so nice to see the changes 
in Leftist thinking. 


But changes in thinking are not enough. 





Solutions should be found quickly, always keeping economic 
viability in mind. The Left should grow up at the Centre as it has grown 
up in West Bengal. The old school of thought has to be revamped, as we 


are already behind in the race. 


Rathin Kumar Das, posted on BW website 





A PRIZE WITH NO SURPRISES 
Not surprisingly, no surprises in this 
Budget! Yet, the very attribute of a 
sound economic programme is its 
predictability. If it failed to excite 
despite being sensible and rational, it 
was only underscoring what a Budget 
ought to be: prudent, predictable and 
mindful of fiscal consolidation. When 
the economy has good momentum, 
why disturb it? 

The most heartening facet of the 
Budget is its emphasis on the rural, 
farm and social sectors. If the last 
Budget had some broad brush strokes 
and some sensitive flourishes, this time 
the finance minister reveals a much 
more comprehensive blueprint for 
these sectors. 

There is one caveat though, and 
that stems from India's federalism. 
There could be some discomfort 
when the Central government enters 
micro-management with delivery 
of developmental products and 
services in some sectors which are 
state subjects. 
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The Budget scores nearly full marks 
in terms of spelling out the destination 
for economic management. The 
concept of a consolidated goods and 
services tax for the entire country 
shows that VAT is only a first step. The 
personal income-tax ratings reflect 
the spirit of the Kelkar committee 
recommendations. 

Among the difficult issues that 
were not attempted to be solved were 
labour reforms (referred to in the 
Economic Survey). There are also 
some articulations of good intentions, 
which await action by committees to 
be constituted — the worry is that 
India does not have a good record in 
government committees, 

One pleasant surprise in the Union 
Budget was the conformance to the 
Fiscal Responsibility and Budget Man- 
agement (FRBM) norms. A substan- 
tially larger outlay with no comp- 
ensatory hikes in revenue streams 
shows that the finance minister is 
banking on continuing GDP growth. 

It must be noted that the growth in 
recent years has been consum- 
ption-led. With productivity and 
efficiency gains plateauing and 
with no capacity overhang, the 4 

time is ripe to coax investments 
in fresh capacities, especially in 
the manufacturing sector. 1 
Therefore, it was surprising that 
the FM chose to discourage j 
capital formation by reducing 
depreciation benefits. 
R. Seshasayee, managing 
director, Ashok Leyland 
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Are you a mere thinker or someone who follows up thoughts with concrete action? For the latter, we present the weapon of choice - 
Samsung NotePCs. Designed to maximise productivity, Samsung NotePCs are loaded with a whole bunch of thoughtful features that 
free you to concentrate all your energies on what you do best. Samsung NotePCs. Don't just think, act. 
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BALANCED PERSPECTIVE 
Subroto Bagchi brings to light the 
average Indian like Huchchu Fatima 
and, most recently, Kamatchi ("The 
Spirit of Kamatchi’, BW, 21 February). 
Such columns make for good reading 
because they balance humanity with 
economics, and harsh realities with 
pragmatism. Further, Mr Bagchi 
puts his experiences in perspective. 
Ilook forward to reading more of 

his views. 

Gautama, via email 


SUFFERING HIGH PRICES 

I felt the need to respond to the 

letter to the editor by Subrato 
Chatterjee (BW, 28 February) on 
excise duty on the MRP (maximum 
retail price) of drugs. I am a doctor 
working in a charitable hospital. I 
know as an insider how much margin 
retailers and stockists get on sale of 
drugs with the present MRP. The 
patients should not be made to suffer 


more. The way the tax is levied should 
be changed. 

Also, there is a tendency to show 
more concern towards patients with 
chronic illnesses who undergo costly, 
life-saving treatments like organ 
transplants. They may get benefits 
from the Budget because of the cuts on 
import duties, etc., but it should be 
noted that the people who usually go 
for such treatments are rich. The 
government (if committed to the 
masses) would do well to put many the 
generic drugs on the essential drug list 
so that common people may get the 
benefits of low MRPs. 

Dr Dheeraj Kattula, Orissa 


A PARSI'S PROBLEMS 

Jehangir S. Pochas article on Parsis 
(‘The Vanishing Breed’, BW, 27 Sep- 
tember) presented a well-balanced 
view of what the community is going 
through. I was astounded to read that 
the Parsi trusts have $500 million. Even 
a million dollars given to every Parsi 
would have ensured that we all bought 
big houses and had at least three 
children, instead of us middle classes 
languishing in 





CONGRATS AND RS. 2,00,000, 





one bedroom pigeon holes. 

Jokes apart, the article provided 
welcome relief from the current 
rubbish that The Jame is dishing out — 
an example of a microscopic 
community wasting its energies on 
issues which either need to be resolved 
or buried. Maybe that, too, is a symbol 
of the Parsis losing focus and looking 
for clarity. 

What is the way forward for our 
people? Are we to be relegated to tribal 
status? And if that happens, what of it? 
Can we not still live with dignity, grace 
and joy? If we have survived the Alex- 
andrites and Arabists, we shall survive 
a fast changing world too. And what of 
the neo-Zoarastrians sprouting up in 
places as diverse as Brazil and 
Uzbekistan? If they are heeding the call 
of their soul, then no headstrong Parsi 
from Mumbai can stop it. The theory 
that they are converting with an eye on 
the properties of the Parsi panchayats 
does not seem very practical. 

Yet, in the eye of the storm we shall 
truly find ourselves. May the Lord of 
Wisdom grant the same to His follow- 
ers, in somewhat higher measures. 

Parvez J. Daruwala, via email 


CORRIGENDUM 
In ‘The Plane To Pakistan-I' (BW, 21 
February) the reference to the nature 
of conquests at the Takshila heri- 
tage site was inadvertantly 
attributed to Napolean. It should 
have been Alexander The Great. 





We regret the error. 
a Write in at 
| editor@bworldmail.com 


TATA ` 


CRUCIBL 


LAE f LA TR ee 


eer 





m Qus: 


| 
4 
| 
! 





The first women's magazine in the country to cross the 
landmark circulation figure of 5 lac, Vanitha also offers 
you over 55 lac readers every fortnight. Making it the 
only smart way to talk to the market savvy Malayalees. 
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Indias largest sold and read 
magazine for women 


this issue 


Mayuri Bhasin has embraced motherhood as a career 





BW SPECIAL 





SANJIT KUNDU 


Women Executives 


Thousands of talented women never make it to higher management — and not merely because of the 
glass ceiling. It is often because they are not willing to pay the price demanded by such jobs. 


Mission Possible For those women struggling to balance a high-pressure job and the demands 
of a family, there are more choices available these days — take a break from work, work flexitime, try an 
alternative career... But those choices need to be made with the heart, not with the head. 


A Bearish Trend 


What has been driving stocks down over the last fortnight? 


Vijay Mallya with Her- 
bertsons and, now, Shaw Wallace 
in the bag, Mallya controls the 
world's second largest liquor em- 
pire. What are the implications for 
the company and the market? 





Ranbaxy Were the promoters trying to guard against 


a hostile takeover bid when they increased their stake? 


EPFO The finance minister may have declared a PF 
rate of 9.5 per cent, but where is the money to fund it? 


BUSINESSWORLD 


Pharma Co-vigilance 


India’s capacity to protect people 
from life-threatening side effects 
caused by medicines remains inade- 
quate. Will efforts like the National 
Pharmacovigilance Programme fill 
the void? And is India finally getting 
serious about drug safety? 
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Patents The newly passed Patents Bill should be 
cause for celebration for domestic pharma companies 





BPO A whole new set of opportunities— but with dif- 


ferent rules ofthe game. 
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48 Airlines King- 
fisher Airlines CEO Alex 
wa Wicoxonhow.theairline 
=. plans to take on competi- 
tion, and his stint with US 
low-cost carrier JetBlue. 





4 Alex Wilcox: "Fish where 
the fish are" 


52 Real Estate overbuilding cannot bring down the 


Indian market, says Brett White, president, CB Richard Ellis. 


64 Bookmark Questioning development — one badly 
constructed argument at a time. 


COMMENT 
22 Ashok V. Desai Conventional folly 


dies hard: our government plans to employ mil- 
lions to break stones and pay them in foodgrains. 


ARBOR MENTIS 


50 Subroto Bagchi Can organisations 
that value integrity cope with the fall of govern- 
ment, big business and organised religion? 





ON THE CONTRARY 


54 Mahesh Murthy Have jobs become 
so plentiful, have salaries become so high that 
people don't care anymore about being hired? 
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Retouching: Anthony Lawrence 


Cover Image: 19th century fresco painting 
from Diwan-e-Khas, Arki Fort Palace 
Retreat, Himachal Pradesh. 
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Web Exclusives 


A Wide Angle: The business warrior needs to know 
how the next war will be fought. 


Stock Sense: Markets have receded and Nifty has 
followed suit. 


Fine Print: Independent directors or fall guys? 
Clause 49 casts responsibility but denies power. 


Log on to 


www.businessworldindia.com : 











Women show the way 


HIS weeks cover story is very different from what 

you would usually read in Businessworld. And it. 

appeared on the cover only after a fierce internal 

debate: why should we distinguish between 

women managers and men managers? Isn't that 
a form of discrimination in itself? 


A simple argument settled the debate. We have to look at the 
issue from the perspective of the Businessworld reader, the 
corporate decision-maker. As the economy races ahead, one 
ofthe toughest challenges facing her or him is getting the right 
kind of people. If too many talented and experienced women 
leaders leave the corporate world when forced to choose be- 
tween a career and a family, then that severely drains the talent 
pool. We have to find a way to utilise their talents while re- 
specting their personal choices. 

The first step towards finding a 2 rid 
solution is understanding the 7 
problem better. That is what this 
issue attempts to do. Through 
the experiences of dozens of 
women managers, writer 
Rashmi Bansal explores why 
they made the choices they 
made and how happy or un- 
happy they are with them. 
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Those who are perceptive, however, will find that the issue is 
wider. It is not only a question of what companies must do re- 
tain their high quality female talent, but also what they need to 
do to retain talent in general. The 'organisation man' is on the 
endangered list. People increasingly have objectives that go 
beyond what corporations traditionally offer. Jobs and careers 
are becoming steps on the way to a higher purpose, not ends 
in themselves. Companies that retain talent will be those that 
connect with the higher purposes of their talented employees 
better. Women, I would say, are merely showing the way! 


Once every year, the entire BW editorial team goes away for a 
few days to reflect on our trade and discuss how to meet your 
information needs better. Last week we went to the hills and 
fittingly, design editor Jyoti Thapa Mani discovered the paint- 
ing you see on the cover. She found it in the fort palace of the 
raja of Arki, near Simla. 


lo s 


TONY JOSEPH, EDITOR 
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ONE of the reasons brokers 
and market analysts are cit- 
ing for the current stock 
slump are new. Take the four 
strongest reasons: rise in US interest 





rates, increasing oil prices, the strength- 


ening US dollar and slowdown in FII in- 
flows. US Fed chairman Alan Greenspan 
had indicated months ago that interest 
rates will go up, albeit slowly. So, there is 
no surprise in the 25 basis point hike last 
week. Investors like Marc Faber had pre- 
dicted that the dollar will rally in the 
short term while oil prices were ex- 
pected to be around $55 a barrel. 

FIIs pumped a record $8.5 billion 





Euphoria 
and after 


assets, such as emerging-market equi- 
ties, outperform low-volatility assets 


such as treasury bonds. Last month, the | 


index moved to the “euphoria” level, sig- 
naling that investor appetite for risk had 
become unsustainably high. The 











7000 - 
last year; so a slowdown is natural. 6900 - O 
So, why did the market fall now if^ goo. | 
the reasons were known earlier? 6700 | Sensex 
| A research report by Credit Su- 6600 o ; 
isse First Boston (CSFB) has an ex- 6500 - 6651.8 
planation. The firm regularly puts 6400 | The market O 
outan index for global risk appetite 6300 - 1 
where it tracks an investors' will- 6200 | roller-coaster 6443 
ingness to hold risky assets. The in- ra LXI 


dex goes up when high-volatility 


IGGER is better in a globalised 
H world. UB Group chairman 

Vijay Mallya obviously thinks 
so. Last week, he bought India’s sec- 
ond largest liquor company, Shaw 
Wallace, that will create a colossus 
second to Diageo, the world’s largest 
spirits company. With a volume of 60 
million cases, the Rs 3,200-crore-plus 
United Spirits, as the merged entity 
will be called, would dominate ona 


VIJAY MALLYA 


In high 
Spirits 





| scale that no other Indian business 


has in recent years. It will have a 50- 
55 per cent share of the Rs 6,000- 
crore Indian spirits market. 

Mallyas rationale is clear. At one 


| level, it keeps out of India possible 


competitors like the Ramesh Vangal- 
Newbridge combine. Their entry 
would have ratcheted up the compe- 
tition and further skewed the eco- 
nomics ofthe liquor trade. With his 
dominant status, Mallya can 
now concentrate on bringing 
greater discipline into the 
trade. "Thanks to the power 
ofthe distributor, all liquor 
firms are forced to spend 
huge amounts on the trade 
to literally buy sales," saysa 
senior former UB Group ex- 
ecutive. The result, says Ravi 
Nedungadi, CFO, UB Group, 
is that distributors make 
more money than the liquor 
companies. This is evident 
from McDowell'Às advertising 
and marketing promotion 
budgets. Last year, it spent a 
whopping 16 per cent of its 
net sales, or Rs 175 crore, on 
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volatility index had reached "euphoria" 
level for the first time since 1999. 
Historically, each of the seven times 
the index reached the “euphoria” level in 
the last 20 years, a reversal was seen 
within a month or two. When that hap- 
pens, investor sentiment would turn 
around and become more risk averse, 
causing investors to sell higher-volatil- 
ity assets. The reports says: “It is likely 
that investors would begin with the 
most volatile assets such as emerging- 
market equities and bonds.” It adds that 
investors would shift out of these assets 
into other assets that are regarded 
as less risky — like the mainstream 
equities in the major, developed- 
economy markets in the US, Eu- 
rope and Japan. If the risk appetite 
declines further, then investors 
would move to even safer assets 
such as cash and short-duration 
bonds causing a further setback to 
equity markets. 
Makes sense. E 
T. SURENDAR 
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advertising and promotion. 


Mallya will now be able to dictate 











| ness. It looks like a heady deal. 





terms to the trade, due to a stronger 
brand portfolio. In Royal Challenge, 
he now has the most profitable brand 
in the industry. With a volume of 
more than 1 million cases and a net 
margin of Rs 1,200 per case, Royal 
Challenge, along with Antiquity and 
Directors Special, will help Mallya 
seal off the premium end ofthe 


_ whisky market and also exercise 


greater pricing power. Besides, 
Mallya is expected to get synergies 
from buying, distribution and manu- 
facturing. "We expect double digit 
benefits from savings in manufactur- 


| ingalone,” says Nedungadi. 


The price Mallya paid is aggres- 
sive. The Rs 1,300-crore deal size is 
partly funded by a line of credit from 
ICICI Bank. To recover his invest- 
ment, Mallya may now choose to sell 
off some of the fringe brands. He also 
has the option to offer a strategic 
stake to a foreign partner at a hefty 
valuation, just like he did to Scottish 
& New Castle for his breweries busi- 
ih 
RANJU SARKAR 





HE dispute between the Am- 
T bani brothers is taking yet an- 

other interesting twist. Sources 
say that there are indications that 
Mukesh Ambani may now be willing 
to hand over Reliance Infocomm, the 
group's telecom venture, to his 
brother Anil, as part of an equitable 
division of the group's assets. This 
would have to be done to ensure that 
the flagship, Reliance Industries 
(RIL), is not broken up. 

A series of recent developments 
has sparked off speculation that the 
Infocomm business could be passed 
on to Anil. In the past one week, 
sources told BW that Anil Ambani has 
tried establishing contact with a few 
senior Reliance Infocomm executives 
to get a sense of the state of the 


BREAKING NEWS/RELIANCE 


Infocomm for Anil? 





business. He also met Pradeep Bai- 
jal, the chairman of Telecom Regula- 
tory Authority of India, in Delhi last 
week. This is significant, especially 
since, so far, the younger Ambani has 
completely stayed out of the Reliance 
Infocomm operations. In fact, his ab- 
sence from the Reliance Infocomm 
launch in December 2002 made the 
headlines. There is yet another tell- 
tale sign: a senior Infocomm execu- 
tive says that of late even Mukesh 
Ambani has begun dragging his feet 
in funding some of Infocomm’s long- 
term projects. 

Unconfirmed reports seem to 
suggest that the brothers could an- 


nounce a possible settlement by the 
end of the month. In fact, a senior ex- 
ecutive says Holi is seen as an auspi- 
cious date to make the announce- 
ment. However, a few Reliance 
employees insist that a final closure 
is still some distance away. 

Analysts say that Mukesh's deci- 
sion to let go of Infocomm, his pet 
project, is bome out of the desire to 
keep the integrated structure of RIL 
intact. Says a senior Reliance execu- 
tive: "There is no way that the entire 
oil chain can be broken. The totally 
vertically integrated structure offers 
considerable flexibility in supply chain 
management, pricing and negotia- 
tions in the global context." 

Now, to arrive at an equitable divi- 
sion of the Ambani family wealth, two 
major components 
need to be taken 
into consideration: 
the value of the Am- 
bani family's share- 
holding in RIL and 
Mukesh Ambani's 
own stake in Info- 
comm. (Assume 
that the value of 
RILs investments in 
IPCL, Reliance 
Energy and Info- 
comm is imputed 
into the present 
share price of RIL). 

The family's 
stake in RIL and 
RIĽs investment in 
group companies is 
valued at around Rs 25,000 crore. If 
Mukesh chooses to retain control 
over RIL, an equitable division is pos- 
sible only if he hands over control of 
his 45 per cent stake in Infocomm to 
Anil. With an expected valuation of 
$14 billion, Anil'S 45 per cent stake 
could be worth as much as 
Rs 28,000 crore. One option could 
be that Mukesh may not hand over 
his entire stake. Alternatively, since 
the control of Infocomm still rests 
with RIL and Mukesh's associates, 
Anil could walk away with a slightly 
larger share of the pie. = 

INDRAJIT GUPTA 
with reports from T. SURENDAR 
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BREAKING NEWS/RABAXY 
In the crosshairs? 





Malvinder M. Singh, president (phar- 
ma) & executive director, Ranbaxy 


takeover target? One research 

house, in a private report, discussed 
that possibility. The hypothesis is not re- 
ally far-fetched. Over the past few 
weeks, several global generics majors 
have been on the lookout for acquisi- 
tions in India. Given the generic capa- 
bilities of Indian pharma, that is, per- 
haps, natural. But in terms of takeover 
targets, only the top Indian firms are re- 
ally attractive ones because oftheir well- 
established R&D and manufacturing 
capabilities. So, Ranbaxy, as the top 
company in the Indian industry, is the 
most attractive target. The fact that it 
had seen a bit of management turmoil 
in recent times — it had lost its second 
R&D head in two years — would only 
help any predator make his moves. 

The report said Ranbaxy's promot- 
ers might have had an inkling of this. It 
suggested that they had started hiking 
their stake in the company for precisely 
this reason; they had mopped up an ad- 
ditional 2 per cent shares from the mar- 
ket in the past few months. Now Ran- 
baxy shareholding pattern is: promoters 
33.93 per cent, FIIs 24 per cent, FIs 12.5 
per cent, the public 12.97 per cent, GDR 
holders 8.6 per cent, mutual funds 1.65 
per cent, and NRIs 1.4 per cent. 

Ranbaxy officials say talk of a take- 
over bid is speculation. Says a Ranbaxy 
spokesperson: “The promoters are qui- 
te bullish on Ranbaxy as a growth story 
and as an excellent value proposition for 
investment. Hence the increase in their 
shareholding. The promoters are nei- 
ther aware, nor perceive any MNC eying 
to acquire the company.” & 

GINA S. KRISHNAN 


I S Ranbaxy Laboratories a prime 
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PROVIDENT FUNDS 


The rate grate 


S 2004-05 comes to an end, 

the Central Board of Trustees 

and the subscribers of the 

Employees Provident Fund 

. continue to squirm over the uncertainty 
over the interest rate on PF for this year. 

Consider this. The first UPA labour 

minister, Sis Ram Ola, had declared after | 

four board meetings that 8.5 per cent ! 


| 











à The flip-flop 


@ EPFO says any PF rate over 8% will 
need government subsidy 


@ UPA labour minister Sis Ram Ola 
talks about an 8.596 rate 


e K. Chandrashekhar Rao succeeds 
Ola in labour ministry 


e Left parties press for 9.5% interest 
rate; FM relents on 2 February 


@ Rao says he is confident of generat- 
ing funds to pay 9.5% 


e 20 March EPFO board meet put off 





for lack of clarity on source of funds 





would be the PF rate for the year despite 
EPFO pointing out that any rate over 8 
per cent would need a state subsidy. His 
successor, K. Chandrashekhar Rao, too, 
was to face the Left demand for a pop- 
ulist but irrational 9.5 per cent. 
| Finally on 2 February, finance minis- 
/ ter P. Chidambaram relented and de- 
. clared 9.5 per cent as the PF rate. The 
Left was happy enough, till the caveat 
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hit home. Only if the EPFO could find 
the additional Rs 927 crore needed to 
pay an interest of 9.5 per cent instead of 
8 per cent, would the rate hold. 

At a board meeting on 21 February, 
Rao said the 9.5 per cent promise would 
be met and resources will be found for it. 
He had even indicated that the finance 
ministry could chip in. 

However, the eighth board 
meeting under the UPA, on 20 
March, to finalise the rate, was 
postponed indefinitely. The offi- 
cial reason: an incomplete report 
on the EPFO's computerisation 
project that was to be discussed. 
But sources say the real reason is 
that Rao had sought meetings 
with the finance minister and 
the prime minister before the 
board meet to discuss the rate, 
but these did not materialise and 
he called off the meeting. Even if 
this year's rate gets resolved be- 
fore31 March, the drama around 
rates is likely to continue. And till 
the rate decision becomes apo- 
litical, no other issue in EPFO will 
come on the board's agenda. 

Before the 20 March meeting, the in- 
ternal Finance & Investment committee 
of the EPFO board had said that only 8 
per cent will be sustainable in 2005-06. 
The trade unions are objecting to it al- 
ready — they want 9.5 per cent for an- 
other year. If that happens, say finance 
committee members, the shortfall next 
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year would swell to over Rs 1,200 crore. W 


VIKAS DHOOT 


A bomb explodes in Syria 


TRANS-HARBOUR LINK 


Now funds from 
the state budget 


FTER 30 years of planning, 

the 22-km trans-harbour link 

that will join the mainland of 
Mumbai with Nhava Sheva is about 
to see the light of day. 

Project executor Maharashtra 
State Road Development Corpora- 
tion (MSRDO) has appointed a con- 
sortium of French and Indian con- 
sultants to guide it through the 
process. It is headed by Jean Muller 
International (France) and STUP 
Consultants (India). "The consul- 
tants will provide us all services 
necessary to choose a concession- 
aire out of the 27 applications we 
have received and help us through 
the legal framework," says Anil 
Lakhina, chariman, MSRDC. 

Touted to be the world's second 
longest bridge over water, it would 
be awarded to a company that has 
previous experience of building a 
Rs 1,000-crore bridge on sea, river 
or creek. Indian biggies like L&T and 
Gammon do not qualify as they 
have not built a bridge of this scale 
yet. As the bridge will be built on a 
BOT basis, the private sector will 
bring in most of the Rs 4,000 crore. 
It has got mentions in the Union and 
state budgets. The latter has ear- 
marked Rs 1,000 crore for Mum- 
bai's urban projects. The link will get 
the biggest share of this kitty. b: 

SUPRIYA KURANE 
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RUDE oil prices touched $58 a 
barrel recently, before 


 retreating. The average price of 


India's oil imports (which are of a 
lower quality than the much-quoted 
Brent crude, and hence much 
cheaper) crossed $50 a barrel for 
the first time ever. Oil shocks of this 
magnitude have inevitably knocked 
the Indian economy stone cold — 
in 1973, 1979 and 1990, for 
instance. Will it be different this 
time around? 

That's hard to believe. India is 
unlikely to see a full-blown 
macroeconomic crisis, because 
exports of software and business 
process outsourcing (BPO) services 
provide a huge cushion. Also, the 
Reserve Bank of India (RBI) is 
sitting on a $140 billion stockpile of 
reserves. But high oil prices are 
bound to affect economic growth 
and inflation at some point of time. 

In May 2004, the International 
Energy Agency (IEA) and the 
Organisation for Economic 
Cooperation and Development 
(OECD) finished a major research 
project on the impact of high oil 
prices on the world's major 
economies. The conclusion: a 
sustained $10 rise in oil prices will 
shave 1 per cent off India's GDP 
growth rate and send inflation up by 
2.6 per cent. Few countries are 
more sensitive to higher oil prices 
than India is. China could see a 0.8 
per cent drop in its growth rate and 
a 0.8 per cent rise in its inflation 
rate. The rich countries that are 
members of the OECD club, on the 
other hand, will see a more modest 
impact: a 0.4 per cent fall in growth 
and a 0.5 per cent rise in inflation. 

And what is the ground reality? 
The Indian economy continues to 
chug along and inflation has 
recently fallen below 5 per cent. 
Has the IEA (as well as droves of 
independent economists) got it 
wrong? Or are we headed for a spot 
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by Niranjan Rajadhyaksha 


of trouble? We'll know for sure in a 
couple of months. 


SS 


EANWHILE, there is one 

balancing factor that could 
keep global inflation in check — 
prices of textiles and garments. The 
recent abolition of the Multi-Fibre 
Agreement (MFA), the messy web 
of restrictions on global textile 


trade, is likely to result in sharp falls | 


in prices, says Gwyn Hacche, an 
economist with HSBC. 

The data on some countries 
that abolished textile quotas early 
on is instructive. For instance, 
Norwegian clothing prices fell by 
around 20 per cent between 1995 
and 2002. “Such a drop could 
reduce eurozone inflation by around 
0.25 per cent a year for a five-year 
period,” says Hacche. “The impact 
on US inflation could be greater 
given that the increase in imports 
from China may be much larger.” 

Of course, Hacche warns, this is 
only a possibility right now. A lot 
depends on whether retailers pass 
on the lower costs to consumers or 
keep the gains from free trade in 
their own bank accounts. And there 
is also the distinct possibility that 
the US and Europe bring various 
anti-dumping charges to protect 
their textile companies from the 
threat of cheap imports. 

The interesting thing is that the 
textile debate in India seems to be 
stuck on the volumes question — 
how much will India and China 
gain? There seems to be little 
thought given to the price question. 
What, for instance, will be the 
extent of deflation in textile and 
garment prices? 

India’s textile companies may 
soon realise the obvious. They will 
gain from the abolition of MFA only 
if export volumes rise more than 
the inevitable drop in global textile 
prices. "i 
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CONSUMER DURABLES 


Whirlpool on the 
turnaround track 


HIRLPOOL of India chair- 
man Garrick D'Silva appears 
to have begun turning the 


company around. As per ORG-GFK sta- 
tistics, its market share in refrigerators 
rose from 20.1 per cent in November 
2004 to 22.8 per cent in January 2005, 
while in washing machines shares have 
moved up from 12.9 per cent to 15.6 per 
cent over the same period. 

Efforts have been made to clean up 
distribution as well. Whirlpool has dis- 
continued long credit facilities to trade. 
Dealers are given a 30-day credit period, 
but only after they have stumped up a 
30-day post-dated cheque. Earlier, the 
period was 45-90 days. The parent is 





also believed to have invested Rs 100 
crore; Rs 50 crore each in brand building 
and product development. 

But this has been accompanied by 
exits. The latest isWhirlpool's vice-presi- 
dent (human resources Ramesh 
Sharma. Others who have left in the last 
six months include Rajesh Puri, director 
(retail sales); Arnab Bagchi director 
(commercial); Manu Ahuja, director 
(sales-refrigeration); Sanjay Mishra, 
vice-president (Faridabad refrigeration 
operations); Rajeev Beotra, director 
(sales, north-central); M.R. Sundresan, 
director (Pondicherry washing machine 
plant); Virender Joshi, director (service); 
Salil Sadanandan, director (trade mar- 
keting); Ravi Shankar, senior manager 
(air-conditioners and microwave 
ovens); Sanjiv Gupta, general manager 
(east); and Amit Garg, director (market- 
ing, washing machine category). a 
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Financial Statement Fashion Statement 


[cc accountingdept@nokia.com 
| Subject: Quarterly sales results for meeting in London | 


Hi Andrew, 


See attached spreadsheet for our quarterly sales 
results. Have à good trip. 
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New Nokia 9300 smartphone - Lead by example. 
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e EDGE (EGPRS) for high speed data transfer e Widescreen viewing and 
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|| Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only 


for phones imported by Nokia India Pvt. Ltd. # For assistance on Ni Kid proaucts and services, call Nok a Core. Add STD i ode when diallir g from a GSM conne tion 
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‘India will 
catch up 


IT has been a very long visit Ci ETN: 


by medias favourite mogul. 
Rupert Murdoch, chair- 
man ofthe $22-billion News 
Corporation, has been in India for over 
five days now. Murdoch is big news in In- 
dia because a NewsCorp subsidiary, Star 
India, is the country’s second largest me- 
dia company. As usual he has not given 
any interviews, except one to Star News, a 
. channel that NewsCorp owns along with 
ABP (BW's publisher). Ajay Kumar, bu- 
reau chief and anchor, Star News, spoke 
to Murdoch on a range of issues. 
Excerpts: 


& On the global broadcasting industry 
Well, the broadcasting industry is con- 
verging with the television and the com- 
puter. It will take time, but we are going | 
to see broadband coming in. It will de- 
liver television, movies, as well as fast In- 
ternet services and, of course, almost 
free telephony. And this will be linked 
with entertainment and news. The fact | 
that is emerging is that young people, 
even those in their thirties, are spending 
a huge amount of time on the Internet. 
It's real competition. 


A AI 


m On broadcasting in India 

First ofall you have got TV sets in half the 
homes here. So, with full electrification, 
higher education and better standards 
of living, all of which are happening fast, 
the TV market will at least double. 


æ On China versus India 

China has been the [favourite] for a long 
time now. They have more than 300 mil- 
lion TV homes and many more mobile 
phones. They are ahead in a lot of 
things, but India will catch up very fast. 
India is very ably run and has a fast rate 
of growth. Both have very old civilisa- 
tions. I find it an extremely educational 
experience to come to [China or India], 
since the countries where I was born or 
have lived in have very short histories. 


& On when India will catch up 
Technology is coming up so fast; it will 
catch up in 10 years, not in terms of 
GNP, but in terms of communication 
system and infrastructure. India has its 
paradoxes and its complications more 
than China. It has a long way to go. 





& On what holds India back 

I don't know. I always worry 
about this, because when I 
see Indians in America or 
Britain, they are all doing ex- 
tremely well. They work 
harder than the other people. In Britain, 
one should see the Indian migrants 
there, particularly in my business, in 
newspapers, coming up and setting up 
newspaper shops, staying open 24 hours 
a day, and pushing the Englishmen out 
of business. That's admirable. And then 
you come to India and you dont find the 
Indians making such fast progress. So 
you wonder what it is. Is it politics, his- 








tory, religion, different languages? 


| E] On getting into print 


No. Going into newspapers in this coun- 
try would be fascinating, but the truth is 
you would be stepping into the political 
arena as a foreigner. I don't think that 
would be wise for me or my company. 
We have seen this in Britain — pub- 
lications that are not English 

enough fail. I am a bit of a libertar- 

ian at that. I do understand the nat- 
ural feeling of people and politicians 

about not wanting their culture dam- 
aged by foreigners. a 
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GECIS 
Hardselling for 
third-party work 


LMOST five months after GE 

sold 60 per cent stake in GE 

Capital International Ser- 
vices (Gecis) to equity players, it 
has bagged six third-party clients in 
auto, pharma, insurance and avia- 
tion, but 95 per cent of the revenue 
still comes from GE work. 

About 300 of its 13,000-plus 
employees are engaged in deliver- 
ing services for third-party clients. 
Now it’s looking at expanding the 
marketing team in the US and is 
eyeing acquisitions to grow. 

By end of 2005, Gecis expects 
revenues to touch $500 million 
($420 million in 2004) and the 
non-GE work to account for 12-15 
per cent of the total. It’s beefing up 
its US marketing team — adding 
45-50 new people. It has brought 
back V. Thiagarajan from parent GE 
as executive vice-president. 

Says Pramod Bhasin, president 
and CEO, Gecis Global: “We have 
the capability to deliver high-end 
work, but we have to tune our sys- 
tems to look beyond GE.” 

To its credit, Gecis can deliver a 
host of high-end BPO services. Its 
analytics practice is $30.9 million, 
insurance $31 million and the sup- 
ply chain practice is $41 million. 
Gecis team boasts of 470 char- 
tered accountants and 81 PhDs 
and doctors. Says Bhasin: “Nearly 
AO per cent of what we do is not 
done by anyone else. To grow, we 


. Will also look at acquiring a local 


BPO player with strategic fit.” 
Gecis is also looking at ac- 
quiring companies in the 
US and Europe. 
Since other 
BPOs now 
also offer 
high-end 
work, Gecis is 
in for a tough 
fight for third- 
party clients. lil 
SHELLEY SINGH 
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HE modernisation of In- 





In 2004, ICICI Lombard an 

Iffco- Tokio had kicked off 
small pilots for their weather in- | 
surance products. This year, 
they are scaling the business 
up, aggressively. 

This is a big develop- 
ment. Indian farmers are 
exposed to a lot of risk — 
from floods to droughts 
to pests to crop diseases. 
With insurance, they can 
remove some ofthese risks. So far, how- 
ever, government insurance schemes 
have not worked too well. Predicated 
on compensating farmers for any dip in 
yields, crop insurance policies always 
get a high proportion of claims. Be- 
tween that, and the state's unwilling- 
ness to raise premiums proportion- 
ately, the schemes always lost money. 

The private companies are taking a 





different tack. Pests can be killed. | 


Blights can be cured. It is weather, they 


dian agriculture continues. N 
d 








say, that is uncontrollable in this Molo- | 











INSURANCE 


tov cocktail of risks farmers face. Re- 
sponse to the pilots was heartening. 
Take Iffco-Tokio. Last year, it covered 
3,500 farmers in four states. Similarly, 
ICICI Lombard covered 5,000-6,000 
farmers across diverse crops like or- 
anges, groundnuts, cotton and staples. 
Both companies are now readying 
for the big push. This kharif season, If- 
fco-Tokios executive vice-president 


Arunabha Sensarma plans to cover nine | 
states, or about 60,000 farmers. Simi- | 


| 





| 
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larly, Smita Aggarwal, the head of ICICI 
Lombard'5 rural and agriculture busi- 
ness group, is taking the bank into In- 
dias most rain-dependant states — 
Maharashtra, Rajasthan, Andhra 
Pradesh, Tamil Nadu, Uttar Pradesh, 
Punjab and Haryana. Between them, 
comments an industry observer, the 
two companies will cover about 
250,000 farmers by the end of the year. 
India, by the way, has 10 crore farmers 
in the rain-dependant states alone. 
The other interesting question is 
how the companies hedge. Iffco-Tokio 
plans to target just the farmers and 
hedge risk partly by tapping reinsurers, 
and partly by selling policies across the 
country. The weather may deviate from 
the norm in parts of the country, but not 
all across it, it believes. In contrast, in ad- 


| dition to tapping geographical breadth 





and tapping reinsurers, ICICI Lombard 
also plans to hedge by selling weather 
insurance across industries. After all, 
heatwaves might be fatal for, say, rice, 
but a blessing for soft-drinks. ri 
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TASMAC - the new age B-School 


TASMAC is truly a new generation management insti- 
tute, offering globally relevant management education 
of the highest international standards, with a modern 
paradigm of instant adaptability to change, making the 
education always contemporary, always relevant. This 
dynamism makes TASMAC the most happening institute 
with a sense of action. TASMAC is the newsmaker in the 
field of education.... year after year. Some of the major 
events in TASMAC ís journey are as follows: 

On 10th July 2004 - When Prince Charles, the Prince of 
Wales and the Chancellor, University of Wales visited In- 
dia, Dr. Giri Dua, Chairman & Managing Director, 
TASMAC was among the select few to have a personal 
tetea-tete. TASMAC represents the finest of British edu- 
cation in India and symbolizes its core values of excel- 
lence and discipline. 

TASMAC became the first institution in India to be cer- 
tified under ISO 9001:2000 in 2002 and is also the first 
institution outside Europe and the only one in India to 
be recognised and accredited by British Accreditation 
Council (BAC). 

TASMAC offers globally recognised British Management 
Degrees validated by University of Wales, the 2nd largest 
and one of the four federal universities in the UK. 
TASMAC has two state-of-the-art campuses in India in 
most happening cities like Pune and Bangalore and also 
has branch offices in Mumbali, Hyderabad, Kolkata, 
Ahmedabad and Guwahati and a massive network of over 
97 counselling centres on 47 cities across the country in 
addition to centers in Bangladesh, Nepal and Srilanka. 
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customized solutions: 
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For more details, contact your nearest branch. 
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A Premier Government of India Enterprise 


— citing the continuation of the 


* ; This might create some confusion 


ESPITE non-com- 
pliance from some 
states, the country- 
wide introduction of 
the value-added tax (VAT) looks 
all set to meet its deadline of 
1 April 2005. If experts are 
to be believed, some 
states moving to VAT, 

/ while others refusing 
` todo so should work 
out just fine. 

Uttar Pradesh and 

BJP-ruled states Madhya 
. ; Pradesh, Gujarat, Rajasthan, 

__ Chhattisgarh and Jharkhand 
\/ have refused to implement VAT, 




















central sales tax (CST) as areason. 


among large companies that man- 
ufacture in more than one state and 
sell in many, but a dramatic impact is 
unlikely, feel experts. “VAT, as it is being 
introduced in India, is state-specific any- 
way, says Bhavna Doshi, partner, BR&S 
Company. Haryana implemented VAT 


On your next business trip, 
let your bank travel with you. 
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Corporation Bank's Any Branch Banking facility 
brings convenience to account holders, wherever 
they are. 

e Enables cash deposits and withdrawals, fund 
transfers, purchase of demand drafts and 
deposit of local cheques. 

e Can be availed at over 360 branches in 132 
centres under Core Banking Solutions. 


For more details, contact your nearest branch. 
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and seems none the 
worse for it. 
Ifanything, the failure to 
move to VAT when most others 
have embraced the new tax 
regime may affect the dissenting 
states adversely. Doshi argues that 
since the tax cost in VAT states 
would come down as they would now 
get full input tax credit, the manufac- 
turer in such states will be at an advan- 
tage. For instance, if a company has 
manufacturing units in Gujarat and Ma- 
harashtra, it would make sense for it to 





focus more on the units in Maharashtra, 
which has VAT. 

Bharat Gopalakrishnan, president, 
Tally Solutions, an accounting solutions 
company, says since VAT is going to co- 
exist with the CST, it should not matter if 
some states do not move to VAT from 
the start and join in later. 

Finance ministry officials fear that if 
some states do not move to VAT, there 
will be greater under-reporting and eva- 
sion, which, many say, exist any way. 
The ministry's other fear is graver: if 
Tamil Nadu, which has been less than 
keen on VAT, decides to opt out, it could 
lead to the breakdown ofVAT altogether. 
Says a senior ministry official: "The 
Southern states are so far taped up. If, 
however, Tamil Nadu backs out, Kar- 
nataka and Andhra Pradesh may do the 
same. " He argues that it's like "now or 
never" for VAT. If states don't move to it 
by the stipulated time frame, he feels 
they never will. An empowered commit- 
tee meeting to be held later this week 
will provide clarity on this. L3 
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alone in 2002 


MINING 


Digging deeper 


N view ofthe growing activity in mining in India, the 
| Euro 1.4-billion Finland-based Metso Minerals is ramp- 

ing up its operations here. As part of that initiative, it has 
spun out India and China as separate regions. Now both 
countries will report to Helsinki. Till now, both these coun- 
tries were part of the Asia-Pacific region. India’s iron ore re- 
serves stood at 17.71 billion tonnes as of April 2000. Bauxite 
reserves are at 3.08 billion tonnes. 

Metso offers equipment and services to mining compa- 
nies. As part of this initiative, it plans to use the engineering 
skills, design capabilities and logistical support available in 
India. Says Bertel Langenskiold, president and CEO, Metso 
Minerals: “We want to leverage India's engineering skills 
while setting up the system for transporting bauxite and iron 
ore.” The company has 55 engineers working in India. 

Metso has set up 125 crushing plants in India. It has also 
doubled the manufacture of slurry pumps to 400 units and is 
doubling its Ahmedabad foundry capacity to 2,000 tonnes 
per annum. On bulk material handling, Metso is currently 
executing India’s most efficient and highest rated Speed 
Wagon Tippler for Bhushan Steel. 

Over the last five years, roughly 40 per cent of the stones 
crushed for widening the national highways that are part of 
the Golden Quadrilateral was done on equipment supplied 
by Metso Minerals. @ 

ANUP JAYARAM 
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> ADVERTISING & MARKETING 


BW CHATS 


Relationship marketing and customer relationship 
management (CRM) have been much-bandied concepts 
in the marketing space. More so in India, where they are 
still evolving. Reuben Hendell, CEO, MRM Partners 
Worldwide, the relationship marketing division of 
McCann-Erickson, has worked with some of the world’s 
best relationship marketers — American Express, Charles 
Schwab, Fedex, Fidelity, General Motors and IBM, among 
others. BW’s Pallavi Roy spoke to him about why he 
thinks CRM will work in India. 


On the biggest challenges before CRM? 
The biggest challenge in CRM is also an opportunity. 
Mostly, returns on investment are now measured in terms 
of marketing dollars and what we do as a CRM company is 
definitely measurable. But there is, as yet, no culture of 
measurement in India and most Indian companies do not 
understand this measurement of money spent on market- 
ing. However, increased global competition is forcing com- 
panies to manage their marketing expenditure even harder. 
India is still early in the CRM life cycle; so many compa- 
nies still look at marketing as customer acquisition or gain- 
ing eyeballs, and not as building a customer relationship. 
Sophisticated clients, however, realise that they don't need 
to spend equally on all customers. They need to retain their 
best customers. 


On issues with data sharing and transfer hampering 
CRM in India. 
Loyalty programmes, used well, can help in effective data 
collection. These are good ways to create a need that can 
be fulfilled only when customers fill up forms. So data can 
be captured here. These are still early days and getting 
customers to fill up forms will be a process of education. 
They will need to learn that for every time they supply 
data they will get something in return. That's where a loy- 
alty programme works. Also, India is not a very data 
restrictive society, so that is an 
advantage. It just follows that the 
data has to be used well. For 
instance, Hero Honda's CRM 
programme has over 1.5 mil- 
lion customer-members even 
though it is a paid programme 
(Rs 145 and Rs 200 for two dif- 
ferent insurance options). It 
has already handled over 600 
claims. The programme, 
which began in 2001, 
has reached a stage 
where it can generate 
data to be used in 
designing future 
strategies. D] 















BRANDED FOOD RETAIL: PIZZA CORNER 


A name for 
each palate 








LOBAL Franchise Architects (GFA). The name may 
not ring a bell, but this international food retail 
franchiser has ambitious plans for India. Better 
known in India through Pizza Corner (PC), GFA is 
now planning to introduce the three other brands in its port- 
folio — Coffee World (CW), New York Deli and The Cream & 
Fudge Corporation (C&F)— in India this year. The first 2,300 
sq. ft CW outlet opened in Bangalore in December last year. 
By the end ofthis year, GFA hopes to have 15 more outlets un- 
der the three new brands at an investment of $5 million. Of 
these, four will be company-owned and the rest franchised. In 
fact, so excited is GFA by the Indian market that it is in the 
process of making Bangalore its global headquarters. 
Internationally, GFA has 85 fast food retail outlets across 
Thailand and India, and it plans to grow this to 150 outlets 
across the UAE, Kuwait, Bahrain, China, Thailand and India, 








was the challenge to cre- | ber that year, Kapoor ap- 
ate a new financial ser- proached Srivastava. A shift 
vices brand from scratch from agency to client is al- 
that led Yateesh Srivastava, ways fraught with problems, 
former executive director but Srivastava made up his 


(strategic planning), Triton 
Communications, to join Yes 
Bank. Srivastava, 40, who 
joined as chief marketing of- 
ficer of the newly launched 
bank, knew its promoter 
Rana Kapoor “since the time 
Yes was still a dream". 

In April 2004, Yes had 
called for an agency pitch, 
which Triton won. In Octo- 
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mind to take the plunge. He 
joined Yes last month. 
Srivastava’s mandate is 
clear: to create equity for the 
brand. He would be oversee- 
ing the complete communi- 
cation portfolio that in- 
cludes advertising, public 
relations, direct marketing, 
market research and below - 
the- line (marketing promo- 


among other countries, by end-2005. Anoop Sequeira, CEO, 
GFA India, however, declined to share the company’s global 
revenues. In India, the flagship Pizza Corner has 30 outlets 
with a turnover of approximately Rs 45 crore. 

The India growth plan comes on the back of several 
pieces of good news. One, the 30 per cent-plus growth in 
the Rs 2,000-crore branded fast food segment in the coun- 
try. In fact, the R.K. Jaipuria Group, master franchisee for 
the Rs 150-crore- plus Pizza Hut in India, too, has an- 
nounced plans to introduce the British coffee chain, Costa, 
here. Two, is the good news from Thailand that hosts GFAS 
R&D operations. Last year, its coffee chain, Coffee World, ex- 
panded from 25 to 50 outlets, coming on a par with its 
biggest competitor and world leader, Starbucks. This gave 
GFA the confidence to move to other countries. 

The big shot in its arm, however, came from parent GFA 
buying out ICICI Venture Fund's 33 per cent stake in PC. 
ICICI Venture wanted to pull out after PC's below-par show 
in north India. It then decided to pump in the $5 million 
needed to expand the Indian portfolio. GFAs immediate fo- 
cus is on establishing Coffee World in India. "Café Coffee Day 
(CCD) is aimed at teenagers, while Barista is more mature. 
There's still a huge gap between a Barista café and a five-star 
hotel coffee shop. That's the space we want to occupy," says 
Sequeira. CW is positioned as a premium café with a luxuri- 
ous living room appeal to attract business executives. The 
prices, 15-20 per cent higher than at CCD and Barista, reflect 
this. Along with coffee, CW outlets shall serve fresh foods like 
bagels, quiches, wraps, waffles and so on. 

New York Deli, which was launched in November 2004 in 
Thailand, will debut in India around July 2005. C&F will see 
its global debut in May in Thailand, and is likely to hit India 
only after July. 

Incidentally, this concept of multi-brand food outlets has 
been tried successfully by Mumbai-based restaurateur San- 
jay Narang. His company, Mars International, has names like 
Dosa Diner, Birdy's, China Joe, Just Around the Corner, and 
Pizzeria, in its portfolio. i, 
AARTI KOTHARI 


















AROUND 
/ background in advertising 
and five years in market re- 
search would come in 
handy as a large part of his 
current job would involve 
planning and strategy. He 
says: "Although marketing is 
new to me, but in an adver- 
tising career, one picks up 
enough skills." 

Srivastava has handled 
brands like Eureka Forbes, 
Fortune edible oils, and 
Paras Pharmaceuticals 
(Moov, Ring Guard, etc.). M 

NANDINI VAISH 


HEMANT MISHRA 


tions). Currently, he is in- 
volved with Yes’s impending 
retail launch due in the sec- 


ond week of April, and mar- 
keting its first public issue. 
This is where his 10-year 
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NDIA is one of the fastest 

growing mobile countries 
in the world. So a magazine 
on mobile phones is logical. 
My Mobile, India's first mo- 
bile phone magazine, is 
aimed, squarely, at India's 
49 million-odd cellphone 
users. The Rs 50-monthly 
has started with a print run 
of 35,000 copies. Pankaj 
Mohindroo, editor and pub- 
lisher, is hoping to cash in 
on the need for information 
on mobile phones. He, inci- 
dentally, is the president of 
the Indian Cellular Associa- 
tion. His target audience 
comprises dealers, the 
youth and all who want to 
upgrade their handsets. The 
inaugural 100-page issue 
has a 23-page quick take 
on 69 handset models. 
Also, there is a burn test of 
eight models including 
Moto Razr. If the magazine 
can maintain the same 
quality, it should work. 


N a recent trip to 

Chennai, one heard 
strong rumours about Sun 
TV launching a DTH service. 
If it does, it will be the first 
true competitor to Zee's 
Dish TV. So far, the only 
other entrant has been Do- 
ordarshan's free DTH ser- 
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MEDIA ROOM 


vice. Space TV, the Tata- 
Star company, is still wait- 
ing for permission from the 
information and broadcast- 
ing ministry. 


PEAKING of competi- 
tion, the print war- 
riors in Mumbai are well 
into the attack mode. 
(See ‘Breaking News’, 
BW, 28 March 2005). 
Dainik Bhaskar has re- 
portedly launched a huge 
teaser campaign on over 
100 hoardings across the 
city. Each has a different 
kind of person, among 


| them a man, a woman and 


a sadhu, with a paper gag- 
ging their mouth. Then 


| there is the news that Ben- 


nett, Coleman and Com- 
pany is launching a tabloid 
called (reportedly) Times 


, Mirror. Earlier, there was 
talk of a daily called Times 


Independent from the BCCL 


| stable. The truth, indeed, is 


anyone's guess. All we 
know is that this is going be 
a fun market in the months 
to come. 


H UPERT Murdoch's India 
visit has been boringly 
secretive. However, other 
than where he went and 
who he met, there is one lit- 
tle fact that we found in- 
triguing. The Times (Lon- 
don) editor Robert Thomson 
has been travelling with 
Murdoch on his China trip 
and, now, in India. He ac- 


| companied the head of 


NewsCorp everywhere, 
even sitting in onrinternal 
meetings at Star India. 
Most senior managers were 
left wondering why. v 
VANITA KOHLI-KHANDEKAR & 
ANUP JAYARAM 





The author is consultant 
editor of The Telegraph. 


Conven- 
tional folly 
dies hard: 
look at our 
govern- 
ment 
planning 
to employ 
millions on 
breaking 
stones and 
to pay 
them in 
foodgrains 


y ashok v. desai 








Are we poor, 


starving Indians? 


T IS not even 40 years since we had a 
famine. In the summer of 1965, people 
in Bihar were dying of hunger. Entire vil- 
lages were left with only women and 
children as men went out of the state 
looking for work. Jayaprakash Narayan started 
a massive feeding programme. America was 
our provider then; the government of India 
waited anxiously for the next food ship. The 
US, which had supplied us with free wheat for 
12 years, told us it was time we grew our own — 
that we should import cotton from the US and 
use the land to grow wheat. 

Just two years later, the Green Revolution 
suddenly burst upon India; Punjab started 
producing piles of wheat, and by 1972 food 
imports were history. Although we stopped 
importing food, our notoriety did not disap- 
pear. Foreigners still thought of us as poor 
beggars. Our programmers did not increase 
our food consumption; but they changed our 
image by entering the western picture of India. 

Having been brought up on this menu of 
starvation, I was taken aback to read the Lak- 
dawala Memorial Lecture R. Radhakrishna 
gave in February. Apparently, as soon as the 
foodgrain shortage disappeared, urban Indi- 
ans started eating less of them; their per capita 
foodgrain consumption has been falling since 
the 1970s. So has their calorie intake. And that 
was not because they could not afford to eat; 
their per capita total real expenditure increased 
60 per centin the thirty years to 2000. Even their 
real expenditure on food fell in the 1990s. 

Townsmen may have prospered and gone 
onto trousers and TV sets. But what about poor 
villagers? Their total real expenditure increased 
56 per cent in the 30 years; but they reduced 
their expenditure on cereals throughout. In the 
1990s, they reduced their calorie intake as well 
as their expenditure on food. It would look as if 
people were were not longing for food in the 
1960s, but for clothes and consumer durables. 

But I must not sensationalise. The bottom 
30 per cent of the population actually increased 
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its calorie intake in 1972-2000 in towns as well 
as villages. Other townsmen ate roughly as 
many calories as they had done 30 years ago. 
But in 1972, the top 30 per cent of the villagers 
used to eat 3161 calories a day when everyone 
else ate 2100 calories or thereabouts; they bro- 
ught down their calorie intake to 2646 in 1999- 
2000. Actually, that 3161 calories is too low; in 
the surveys ofthe 1950s I have seen figures over 
5000 calories for the richest villagers. That 
comes to about 1.25 kilos of foodgrains a day. 

I used to wonder how they could eat so 
much. My friends would tell me that these rich 
landlords had a lot of day labourers and hang- 
ers-on around them, whose consumption got 
lumped in with their rich patrons’. But I was 
never convinced by that story: if these rich fel- 
lows stated their foodgrain consumption cor- 
rectly, why would they understate the number 
of people in their household? I remember the 
piles of rice ordinary, middle-class Biharis used 
to eat even in the famine year of 1966 when I 
went to work with Jayaprakash Narayan. So 
I thought that the statistics were right, and 
that the rural rich gorged themselves in an 
incredible manner. 

So I do not share Radhakrishna's conclusion 
that “Even before food energy needs are met, 
the consumption basket of the poor is getting 
diversified: shifting away from food to non- 
food items, from cereals to non-cereals within 
the food group; and from coarse to fine cereals 
within the cereals.” I believe PV. Sukhatme who, 
in the 1970s, said that the FAO and its Indian 
daughter, the National Institute of Nutrition, 
overstated Indians’ food requirements: that 
many Indians live perfectly healthy lives on 
1500-1700 calories a day as long as their stom- 
achs are free of disease. I also think that mecha- 
nisation of agriculture and transport has 
brought down manual labour enormously, and 
therewith, calorie requirements, But conven- 
tional folly lives on; just look at this government 
planning to employ millions to break stones 
and pay them in foodgrains. G 


Changing the course 


C K Ranganathan 
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| <= of the patent and no infringe- 
|. ment proceedings shall be in- 


- prises.” In simple terms, it will 
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pagne over the Patents Bill passed 
by the Lok Sabha on Tuesday, put it 
down to weariness. Weeks of hectic 


lobbying, followed by a. cliff-hanger 


weekend prior to the introduction of the 

Bill have worn it out. It is clearly celebra- 

tiontimethough. - 

. . First the big prize. Patent protection 
on mailbox applications will be avail- 

able only prospectively from the date | 


.. theépatentis granted, and not retrospec- 


tively from the date of application by the | 
_ patentee. The mailbox was a transitory | 
provision offered by the government 
. from 1995 to 2005 to enable drug firms 
interested in getting a patent to stake 





their claim till a patents law was | 
put in place. t£ 
The Bill also says thataftera - 
patent is granted: “...patent 
holder shall only be entitled to 
receive reasonable royalty from 
such enterprises which have 
made significant investment | 
and were producing and mar- 
. keting the concerned product 
prior to 1st day of January, 2005 
and which continues to manu- 
. facture the product covered by 
the patent on the date of grant 


stituted against such enter- 


be business as usual for Indian 
generic companies. As one in- 
‘dustry analyst points out: “It 
means Indian companies have 
as good as got compulsory 
licences for the 200-odd new | 
molecules that have been 
patented in the past five years.” 
The other windfalls: pre-_ 
grant opposition to patents | 


F the dobsesde pharmaceuticals in- 
dustry is not breaking out cham- 


. have been strengthened — and very 
clearly so. The 11 grounds for objection 
that were embodied in the original Act, 


but deleted from the27 December Ordi- | 


| 

| nance that the Bill seeks to replace, are 

| all back. And just as significant, the Bill 

| seeks to address the major concern of 

| the generics industry by a definite rejec- 
tion of 'evergreening, the practice 

| resorted. to by drug companies to 

| - c i " > : 

| lengthen the commercial life of a drug 

| through nee inventions. The 

m 

| 

| 

| 


The new patents law 
Is a big victory for 
domestic pharma 
companies. 


$ Dorriéstic. companies. can continue: to 
make patented items after paying rea- 
sonable royalty to patent holders if they 


had been manufacturing prior to January 


2005; no action can be taken against 
such companies 


bd Pre- rant op ;osition to patents : | 
strengthened. All 11 grounds available . 
earlier brought back 


e Patentability clearly defi ned to prevent m | 


evergreening; inventions have to: proye | 
technical advance : 


e Compulsory licensing regulations - | 
relaxed to facilitate exports 


e Negotiation. between patentee and 
company seeking compulsory licence - 
fixed at Six months 


T TO D BE ‘SORTED OUT 
5 Definition and patentability of new 


hemical entities and micro-organisms 
eferred to commiltes of yells 
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Bill says that julii; esters, pM aon 


 morphs, metabolites, mixtures of iso- 
mers, and combinations and deriva- 
tives of known substances wont qualify. 


How did the Bill under goa major 
change from the form in which it was in- 


troduced? How is it vastly different from 


the 27 December Ordinance? Union 
commerce and industry minister Kamal 
Nath, who piloted the legislation, says it 
is, " not multinationally-driven, but na- 
tionally-driven". That sums up neatly 
the big change in his formulation. 

The folktale is that the Left | parties 


stood firm and were responsible for the 


pro-domestic industry. swing. True 
enough. But the Left was also willing to 
push through a more diluted version of 
the Bill in its eagerness to clinch a swap 
deal on the Pension Fund Development 


and Regulatory Authority Bill, which. it 


succeeded in stalling. 
However, well-informed political 


. sources say credit must go to the Oppo- 


sition NDA, primarily the BJB for the 
sea-change. The BJP's learning curve 
has been sharp since its law minister 


. Arun Jaitley introduced the first version 
of this Bill in December 2003. It was 


adamant over the weekend that it would 
not allow Kamal Nath's first 
. draft to pass. In fact, the NDA 
_ had, till the last, insisted that 
the ruling UPA’s draft be re- 
ferred toa standing committee 
of the commerce ministry, 
which is headed by Murali 
Manohar Joshi. Only when the 
Left found it was being upsta- 
ged by the BJP on its so-called 
pro-people policies did it de- 
cide to harden its own position. 
The outcome has upset 

the two: opposing camps. Kr- 
ishna Sarma, president of the 
Corporate Law Group which 
represents the MNCS, believes 
that some provisions "make 
a mockery. of India’s T RIPS 
obligations”. The other camp 
consists of global and Indian 
health activists, including 
Affordable. -Medicines, Treat- 
ment Campaign and Lawyers 
Collective. They fear the word- 
ing of some provisions is open 
to interpretation, and thus 
"poses a threat of potential 
infringement suits”. B 
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N 30 September 2004, Amer- 
ican drug major Merck pulled 
its $2.5-billion-a-year pain- 
killer rofecoxib, branded Vi- 
oxx, off world markets. The 
reason: a higher risk of heart 
attack and stroke in patients who had 
taken it for more than 18 months. The 


drug had been in the market for six | 
years, and had been prescribed more | 


than 100 million times in the US alone. 
Therecall, billed the largest in the indus- 
try's history, unleashed a slew of con- 
sumer law suits against Merck. It also 


turned the spotlight sharply on drug | 


safety. And not just in the US. 

In India, media reports pointed out 
that rofecoxib had a market worth over 
Rs 100 crore, with brands from industry 
heavyweights like Ranbaxy, Dr. Reddy's 


Labs, Lupin and Unichem. Sensing the 
urgency of the situation, Drugs Con- 
troller General of India (DCGI) Ashwini 
Kumar was quick to call a meeting of the 
two-month-old National Pharmacovig- 
ilance Advisory Committee (NPAC). The 
committee comprised experts from the 
medical community, academia and the 
government. Vioxx (or rather, copies ofit 
made by Indian pharma companies) 
was NPACS first case. It recommended a 
withdrawal. Recalls Urmila Thatte, head 
of clinical pharmacology at Mumbai’s 
Nair Hospital and a committee mem- 
ber: "We had no hesitation in suggesting 
this since the innovator itself had with- 
drawn it. I think we did well." 

Yes, NPAC did well. But for most 
part, consumer action groups and even 
doctors maintain that India’s capacity to 


BUSINESSWORLD 4 APRIL 2005 





CHEMISTRY 


protect people from life-threatening 
side effects caused by medicines re- 
mains woefully inadequate. For in- 
stance, if Merck had not withdrawn 
Vioxx, it would have still been widely 
sold in India. More importantly, NPAC's 
advice is based on Merck's actions, and 
not on India-specific data. What hap- 
pens if Merck puts Vioxx back as later 
recommended by a US expert panel? 
Does India follow suit without knowing 
its impact on Indian patients? 

No doubt, the Vioxx case has put the 
American drug regulator on the back 
foot (See ‘The Vioxx Effect’). But in India, 
it has exposed the inadequacy of the 
system to spot trends in adverse drug re- 
actions (ADRs) — jargon for side effects 
— in the Indian population after a drug 
hits the market. “In India, there is no 





discuss ith t 


Is India getting. 
serious about 
monitoring the . 
safety of - 





By Gauri Kamath & 
Gina S. Krishnan 


proper reporting or recording system 
for adverse drug reactions,” says 
Manubhai Shah of CERC, a consumer 
organisation in Ahmedabad. - 

The statistics are glaring. According 
to the World Health Organisation's 
(WHO) Collaborating Centre for Inter- 
national Drug Monitoring in Sweden, 
India has reported less than 400 ADRs in 
seven years. In 2002, it reported an 
abysmal 16. The WHO maintains a 
global database on side effects, to which 
India began contributing from 1998. 
Says Sten Olsson, the centre's external 


affairs head: "This is an extremely low 
reporting rate for a country like India." 
The UN health body's concern is under- 
standable. Indians are among the big- 
gest pill poppers in the world, making it 
the fourth-largest pharma market in the 
world by volume. Even assuming that 
only 35 per cent of India’s billion-strong 
population can access modern medi- 


cine, that is still more than 350 million | 
people. But the dangers get magnified, 


thanks to Indias lax systems of delivery. 
Many Indians buy drugs using old pre- 
scriptions, or just take the neighbour- 
hood chemist's advice. 

Even other Asian countries have - 
made more progress on this front. Thai- 
land, for instance, launched a pilot pro- 
ject to monitor ADRs way back in 1980. 
Spurred by its success, its government 
extended it to all health products inclu- 
ding medical devices and foods in 1997. 
Malaysia, too, started ADR reporting in 


. 1987. It reported more ADRs in six 


months than India has in six years. 

But the Indian government is finally 
waking up. The DCGI is piloting an am- 
bitious effort that will involve all the im- 
portant constituents — starting from 
drug companies to consumers. The ulti- 
mate goal: to tailor a proactive ADR 
reporting system for India. It will be eas- 
ier said than done. The government will 
have to rouse apathetic doctors, phar- 


macies and consumers into action. 


Pharma companies might resist the ex- 
tra cost and effort needed on their part. 
But the will is there. Says Thatte: "We 
desperately want this to work." 

On 23 November 2004, health min- 
ister Anbumani Ramadoss officially 
launched the National Pharmacovigi- 
lance Programme (NPP). This is a net- 
work of designated public and private 
hospitals, and pharmacy councils that 
will regularly collect and report sus- 
pected side effects from medicines to 
the DCGI. Based on this, the NPAC will 
take decisions on whether a drug must 
be kept in the market or not. "For the 
first time, this may provide information 
about ADRs in the Indian population,” 
says C. Adithan, director and professor, 


department of pharmacology at the 


government-owned JIPMER hospital in 
Pondicherry, which is a designated cen- 
tre. IT major Tata Consultancy Services 
has been roped into create an IT system 
that will facilitate the creation of a 
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uniquely Indian database (See ‘Using . 
Technology To Make Drugs Safer’). 

This is the third effort to put in place 
some kind of a system to monitor side 
effects. The earlier attempts — one that. 
happened two decades ago and another - 
in 1998 — failed to make a difference. 
The government may have learnt a few- 
things from its earlier efforts. Experts \- 
say there is now a far greater emphasis- 
on expertise, training and accountabil- ` 
ity. Much of its success will depend on 


how well each constituent plays its part. - 


Patients will have to inform doctors _ 
about side effects; doctors will have to — 


religiously reporteverysuspectedside ^. 
effect to the nearest centres, or online to «^ 


the DCGL. If doctors report to the drug ` 
company, the latter will have to honestly - 


document and forward those reportsto. 


the government. 


_ Will it work this time? Before wean- | xe 
swer that, here's some idea of how the = 


system currently functions. 


^YURRENTILY, the system in India 
follows theWest in approving medi- 


. cines, but there isn't the same rigour in 


monitoring them in the market. More 
than 85 per cent of the Rs 25,000-crore 


. local pharma market is controlled by 
domestic companies who copy drugs 


patented to MNCs. The rest is controlled 
by local arms of these MNCs. The 
DCGI' office is assailed by a mind-bog- 


gling number of marketing applica- 


tions. There are about 60,000 brands —- 
mostly copies of one another — sold by 
hundreds of companies in India. 


The DCGI approves drugs usingin- = E 


ternational data, with companies per- 


formingveryshorttiastoshowthatthe ` 
drug is the same as the patented one. > 


The upside is that Indians get access to ` 
the latest medicines without delay. — 
Prices fall and everyone is happy. Inter- - 
nationally, regulators have found ways ` 
to alert doctors and patients to post- 
marketing ADRs. For instance, Med- . 
Watch is the US Food and Drug Admin- 
istrations (FDA) online system to. 
monitor side effects, issue public health - 
advisories, and announce drug with- 

drawals. Its sources of information are. 
compulsory company reports and vol- 

untary feedback from doctors, nurses 


and patients. The DCGI also expects — 
companies to bring to its notice all side — 


effects they observe in Indians. But this 














‘depth | 


seldom happens. Says Shoibal Mukher- 
jee, senior director, medical and resea- 
rch division, Pfizer: “The absence of a 
mandatory system of safety monitoring 
across the industry has led to a situation 
where a majority of safety signals, which 
emanate from drug use within the pop- 
ulation, remain uncaptured. Safety con- 
cerns that may be limited to Indian eth- 
nicity may never come to light, or do so 
when it is too late." A two-year study of 
100 drug information leaflets by KEM 
Hospital in Mumbai showed that none 
included post-marketing side effects. 

But getting the industry to be more 
accountable is only one side ofthe coin. 
“The industry is only doing a business. 
We, as healthcare workers, and the gov- 
ernment, as a representative of the peo- 
ple, have equal responsibility to ensure 
that medicines are safe and used safely," 
points out Thatte. This is where the NPP 
comes in. It is a culmination of three 
years of consultation between the gov- 
ernment, health professionals, phar- 
macists, industry and academics. The 
then health minister, C.P Thakur, took 
the initiative and roped in the likes of 
Brijesh Regal, an entrepreneur and drug 
safety proponent who has also been a 
WHO consultant at the DCGI's office. 
The result has been a 36-page protocol 
on ADR reporting starting with the defi- 
nition of an ADR. "We made sure that we 
clearly spelt out the details of reporting 
in this protocol," says Regal. 

The NPP has a three-tiered struc- 
ture. At the bottom are 24 peripheral 
centres, mostly large hospitals. Their job 


The Vioxx Effect 


HE Vioxx recall has thrown a long shadow on 
Ts functioning of the US Food and Drug 

Administration (FDA). David Graham, senior 
scientist in the FDA's Office of Drug Safety, testified 
to the US Senate that his early warnings on Vioxx 
— based on hard facts — had been given short 
shrift by the FDA's Office of New Drugs. 

Add to that, the fact that FDA and Merck were in 
discussion for 18 months before they agreed on a 
change in the warning labels for Vioxx. Ten 
members of the advisory committee, which 
recommended putting Vioxx back after it was 
recalled, had worked on projects sponsored by 


Merck at some point of time. 


Dr Urmila Thatte of Nair Hospital hopes 
to evolve a reporting culture — from the 
paramedic and doctor to the patient 


is to collect and transmit information 
on suspected side effects to the larger 
regional centres. Five such regional cen- 
tres are situated across the country. 
They, in turn, add their own reports to 
this list and forward it to the two zonal 
centres — KEM Hospital, and AIIMS in 
Delhi. These make their own reports, 
and establish a cause-effect relation- 
ship between the medicine and the ob- 
served side effect. The resulting infor- 
mation is analysed and forwarded to 
NPAC, which will recommend regula- 
tory action, if any. The data will also rest 
in the WHO's global database. 

“We are really serious about this,” as- 
serts DCGI Ashwini Kumar. To be sure, 
the government has been quite organ- 
ised in the way it has set up the NPP 
Centres already have some expertise in 
ADR monitoring. For instance, the JSS 
Medical College Hospital in Mysore, a 
peripheral centre, has had an ADR re- 
porting system since 1998 as part of its 
patient care programme. It collects 50 
ADRs a month. The Manipal College of 
Pharmaceutical Sciences has been do- 
ing this for three years. But these initia- 
tives have been purely academic, and 
confined to the hospital. All the centres 
also receive technical assistance from 
the WHO, which holds workshops. Each 
tier is accountable to the next. Together, 
they are answerable to the health min- 
istry. The centres have been given tar- 
gets to meet, or they will be shut down. 








ey 


But the biggest hurdle — getting 
doctors to report ADRs — is yet to be 
surmounted. “Doctors don’t know what 
to report, how to report, and whom to 
report to,” says Lalit Kapur, head of the 
medico-legal cell of the Association of 
Medical Consultants (AMC). Many just 
cant find the time. In a survey covering 
1,000 Mumbai-based general practi- 
tioners, researchers at Nair Hospital 
found that only 45 per cent of the 800 
who responded were aware that ADRs 
had to be reported. Further, only 16 per 
cent reported them, and 75 per cent of 
them reported it to medical representa- 
tives of companies. “For the first year, we 
are only trying to develop a reporting 
culture from doctors, nurses, para- 
medics, patients, etc.," says Thatte of 
Nair Hospital, which is a regional centre. 


Stung by allegations of a nexus with the pharma 


industry, the US FDA now wants to set up an 


market? 
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independent Drug Safety Oversight Board (DSB) to 
oversee the management of drug safety issues. 
This will provide emerging information to health 
providers and patients about the risks and benefits 
of medicines. The DSB will comprise members from 
the FDA and medical experts from other agencies 
and government departments who will be appointed 
by the FDA commissioner. It will also consult with 
patients and consumer groups. 

The jury is still out on how independent it will be 
in practice. But the episode raises the question: 
Can the body that approves a medicine be called 
upon to evaluate its safety once the drug is in the 


HEMANT MISHRA 
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Using technology to 
make drugs safer 


UCH has been written 
M about how India's low- 

cost IT skills can be 
used to improve governance. 
Here's another example. Tata 
Consultancy Services (TCS) 
is preparing an online side 
effects reporting and analysis 
system for the government. 

This will be a valuable 
backbone for the centres 
responsible for collecting and 
monitoring side effects under 
the National Pharma- 
covigilance Programme 
(NPP). Each time a centre 
gets a side effect report from 
a doctor, chemist or patient, 
it can be entered into a 
common Web-based 
database. This will be 
accessible to all the centres 
at no cost, except that of 
using the Internet. Using this 
system, doctors at these 
centres will also be able to 
detect trends in side effects 
that are, say, age-related or 
race-related. “We can review 
the data, assess it and then 
advise the regulator," says 
G. Parthasarthi, head of 
clinical pharmacy services at 
JSS Medical College, Mysore, 
who approached TCS. 

TCS is putting together the 
system as it already has 
some experience in this area. 
"We have been involved in 
developing a post-marketing 
surveillance system across 
the Asia-Pacific for a Fortune 
500 company. The difference 
here is we will be doing it for 
the government," says 
J. Rajagopal, director, global 
life sciences and healthcare 
practice, TCS. This is being 
done as part of its corporate 
social responsibility. 
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But there are already some ideas. 
“Doctors are more likely to report when 
they see the benefits of doing so. In this 
case, the benefit is contributing to an In- 
dian database,” says Nilima Kshirsagar, 
dean, KEM Hospital. Other ways could 
be tying up with associations like the In- 
dian Medical Association and the AMC. 
CERC has also been making a small ef- 
fort to raise awareness by attaching ADR 
reporting forms to its magazine Insight 
since mid-2001, in a bid to solicit reports 
from doctors and patients. It has got a 
few. “We will be more than happy to co- 
operate with the government,” says 
Shah of CERC. Some state pharmacy 
councils are also being roped in. The 
Maharashtra State Pharmacy Council, 
for instance, will be a peripheral centre. 
It has made a start by distributing sim- 
plified reporting forms to community 
and hospital pharmacists. 

All this is buttressed by a high degree 
of enthusiasm and dedication among 
the centres. “The start is encouraging. 
The heads of various centres are ex- 
tremely committed,” says Kshirsagar. 


VEN as the NPP gets going, the gov- 

ernment has started cracking the 
whip on drug companies. It has revam- 
ped a key schedule in the Drugs and 
Cosmetics Act, called ‘Schedule Y’, that 
governs issues of drug safety. Compa- 
nies marketing new drugs are now re- 
quired to submit Periodic Safety Update 
Reports (PSURs) every six months for 
the first two years after the drug is laun- 
ched and annually for the next two 
years. A PSUR is expected to contain the 
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Ashwini Kumar, 
Drugs Controller 
General of India: “It 
will take a couple of 
months to smoothen 
out the edges, and 
get the National 
Pharmacovigilance 
Programmme going” 





worldwide regulatory status of the med- 
icine, actions taken on safety grounds 
by other regulators, and details of ad- 
verse events reported. It has to cover the 
entire patient population exposed to 
the medicine. Says Dhananjay Bakhle, 
medical director at multinational San- 
ofi-Aventis: “This gives a much larger 
and broader safety profile of the newly 
approved drug." The new rules also req- 
uire that all serious, unexpected adverse 
events be reported to the DCGI within 
14 calendar days — there was no speci- 
fied time frame earlier. What does all this 
mean for the industry? "Companies will 
have to have systems and procedures in 
place to capture and analyse adverse 
events, and make meaningful conclu- 
sions," says Mukherjee of Pfizer. 
Despite the enthusiasm, a sense of 
urgency is missing. Even though the 
NPP was inaugurated last year, the cen- 
tres still haven't got their letters from the 
government. Says the head of a periph- 
eral centre: "Unless we get the letter, we 
cannot solicit reports from doctors and 
chemists (outside the hospital)." The 
government sees this as transitional. "It 
will take a couple of months to smoot- 
hen out the edges," says Ashwini Kumar. 
The whole effort is going to be a long 
haul. It could be years before the full im- 
pact of these efforts is felt. Drug safety 
experts suggest that in the meantime, 
the DCGI should curb his enthusiasm to 
approve new drugs. After all, the newer a 
drug, the lesser proven its safety record. 
But one thing is for sure: the machinery 
to make your drugs safer is slowly but 
surely being cranked up. A 
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Age corporation. 


HINK ‘female man- 
agers’ and enough Big 
Names readily roll off 
the tongue to make a 
convincing case for the 
rise and rise of women in the work- 
place: the ICICI women, Naina Lal 
Kidwai, Vinita Bali, Kiran Mazum- 
dar-Shaw... . 

No doubt, that gutsy genera- 
tion has paved the way. It's hard to 
believe that when Naina Lal ap- 
plied to PriceWaterhouseCoopers 
in 1977 for a chartered accoun- 
tant's post, the company had to think long and hard 
before hiring her. Because priorto that they had never 
taken a woman on board! 

Three decades later, the first-woman-to-do-the- 
things-women-never-did bit is definitely over and 
done with. No job — at the entry level, at least — is 
seen as inherently unsuitable for women. 

And yet, these few well-known faces are but the 
tip of the iceberg. The huge, invisible mass of that ice- 
berg consists of the thousands of extremely capable 
women who will never make it to CEO or senior man- 
agement levels. And it's not just about the 'glass ceil- 
ing, competence or leadership style. 

The real reason why women ‘fail’ to get ahead 
goes beyond that. Women could be as smart (or 
smarter) than their male counterparts, but for the 
most part they cannot — and will not — put up with 
the obscenely long hours, frequent travel or sudden 
relocation readily embraced by those seriously at- 
tempting to scale the corporate summit. 

Tracking the careers of a group of UC Berkeley 
MBAs, Stanford Business School professor Charles 
O'Reilly said:“What makes a difference at the top 
level is effort; ability has been equilibrated." In an in- 
terview to Fast Company magazine, O'Reilly elabo- 
rated: "Today's women are equal to their male coun- 
terparts in education, experience and skill. But when 
itis a painful choice between the client crisis and the 





Make the same sacrifices as the 
the CEO summit can be yours, says the New 








, and 


birthday party, the long road trip and the middle 
schooler who needs attention, the employee most 
likely to put company over family is the traditional, 
work-oriented male." 

Ask B-school graduates who have crossed the 
five-years-since-we-left-campus-mark, and the 
number of female batch mates zealously pursuing 
careers starts declining rapidly. Which is understand- 
able, because these are child-bearing years. But for 
many of these women, a shift into lower gear be- 
comes a conscious, long-term choice. 

This downsizing of ambition was brilliantly 

analysed by Felice Schwartz in a controversial article 
titled ‘Management Women And The New Facts Of 
Life’ (Harvard Business Review, 1989), which classi- 
fied women managers into three types: 
Career primary: Women who want the top job as 
badly as men and are willing to make the same per- 
sonal sacrifices. Their answer to the question ‘Why 
cant a woman be more like a man?' would have 
pleased Professor Higgins of My Fair Lady. We can! 

Speaking at Dartmouth's Tuck School of Business, 
Indra Nooyi, president and CFO, PepsiCo, explained 
her 'simple rule' for success: "Whatever I did, I had to 
produce an output that was so much better than 
what somebody else did. So I would work extra hard 
at it. More hours, yes. More sactifices and trade-offs, 
yes. That has been the journey. But the problem is... 
this is the only journey I know." 

Some career primary women choose not to marry 

or have children at all, while others valiantly juggle 
work, homework, housework and exhaustion — to 
make it to the proverbial finish line. They make the ef- 
fort because they are extremely passionate about 
their work — and optimistic enough to believe that 
they can have it ‘all’. 
Career and family women: This describes the major- 
ity — women who want to pursue serious careers 
while actively participating in rearing their children. 
Most of them are willing to trade some career growth 
and compensation for freedom from the constant 
pressure to work long hours and weekends. 


BUSINESSWORLD 30 4 APRIL 2005 








But for most 
price to pay. 
BY RASHMI BANSAL 





These women are rarely brought into focus. “We 
tend to sweep under the carpet vast legions of women 
in early or mid-career positions who are struggling 
with difficult choices,” says Anjali Bansal, a former 
McKinsey consultant, who is now with executive 
search firm Egon Zehnder International. 

Companies are experimenting with flexitime and 
extended leave options to retain these women, but 
often only half-heartedly. “Given the huge supply of 
manpower in India, companies don't really feel the 
need to fight for talented women," says Bansal. 
Family women: They work for a brief period and then 
quit the workplace altogether to tend to their families. 
Every female manager who goes down this path con- 


VITAL STATS 


STUDY by Catalyst, a non-profit group that 

studies women in business, found in 2002 
that 15.7 per cent of corporate positions at large 
US companies were held by females (up from 8.7 
per cent in 1995). However, there are just eight 
women actually heading Fortune 500 companies. 
Post Carly, make that seven. 

What about the number of women in senior 
management positions in India? No official data 
is available, but looking at statistics from the 25 
companies which topped BW's 'Great Places to 
Work' survey, the number of women in senior 
management is well under 1 per cent. 

A study of 35 corporates done by Cerebus 
Consulting for Cll, also in 2002, found that 
employment of women is concentrated in 
banking, IT, ITES, media, advertising, research 
and travel. These employ 20-35 per cent women, 
of which only 10-20 per cent are at the relatively 
senior levels. 

The study also found that 15-20 per cent of 
female managers leave after getting married. Of 
the rest, 80-90 per cent exit after they have kids, 
despite 36 per cent of the companies providing a 
tele-working option, wherein young mothers could 
work from home. 


Prejudic 


, that is too steep a 














firms the management view that 
women are not ‘serious’ about 
working in the first place. 

This attitude was common in 
India — and prevails to an extent 
even now. Earlier, many women 
worked for a year or two, got mar- 
ried, quickly had babies and 
bowed out. Today, most women 
pursue their careers seriously for 
five to eight years at least before 
they reach the ‘where-do-I-go- 
from-here' question. 

The reasons for quitting are a 
mix of the circumstantial (“I don't have reliable child- 
care") and personal ("I want to enjoy my mother- 
hood"). For many, it is a case of realising that their 
hearts lie outside the corporate world. 

Trouble is, it's difficult for an organisation — or for 
awoman herself — to identify which of the above cat- 
egories of ambition (or lack of it) she subscribes to. As 
Kate Reddy, the heroine of Allison Pearson's I Don't 
Know How She Does It— a tragi-comic novel on work- 
ing mothers — declares: “My ideals told me that men 
and women could both go out to work and be truly 
equal. My children told me something more compli- 
cated, something I really didn't want to hear..." 

The romance of being a stay-at-home mom, 
mostly, is short-lived. Work is life for talented and 
qualified women. Just that it is not their entire life. 

We, as a society, need to figure out a new work-life 
equation. Until that happens, countless talented 
women will accept a place below the glass ceiling. The 
view may be better from the very top, but wheres the 
time — or the energy — to enjoy it? 

In this special package focusing on women man- 
agers, we examine the challenges faced by individu- 
als, families and organisations. " 








The author is an IIM Ahmedabad graduate, founder- 
editor of youth magazine JAM and a working mom. She 
can be reached at rashmi@jammag.com. 
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senior vice- 
president, 
Kodak (South 
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Bhandarkar 
(R), MD and 
head of 
investment 
banking, JP 
Morgan India, 
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HAT do women managers have in 
common with Arnold Schwar- 
zenegger? The famous last words: 
‘TIl be back.” Only, where Arnie de- 
livered, many a woman has failed 
to keep the promise. The problem invariably first 
arises eight to 10 years into the job — the week before 
maternity leave ends and a crucial series of decisions 
begins. Full time? Part time? Goodbye time? 


The Driven 


There is no one-strategy-fits-all solution here. The 
challenge is to make the ‘right’ choice — the one that 
suits your personality and personal goals. 

There are women who go back to working full 
time right after their kids are born and, with the right 


| mix of optimism, energy and domestic support, 


manage to have it ‘all’. They have missed important 
milestones but ‘it’s a choice I made’, they say, and they 
deal with it through unshakeable faith in the power of 
quality time and priority management. 

Nandina Ramchandran, senior vice-president, 
Kodak (South Asia) recollects: “I went into my preg- 
nancy very clear that I would return to work at the end 
of my three-month maternity leave. I got back to Lin- 
tas, where I was associate general manager of Bom- 
bay VI, in the middle of an intense Rexona launch." 

The organisation was understanding; colleagues 
would step in if work stretched on very late in the 
night. And the occasional day off for the unavoidable 
mummy-chores like vaccinations, first-day-at- 
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playschool, etc., were never frowned upon. Yet, de- 
spite all this — and husband Vijay's unstinting sup- 
port— the 1990-batch Sydenham graduate admits it 
is not easy. "There have been times when I have bled 
as a mother inside," she says 

But there was just too much passion for the job — 
and ambition — to make leaving or taking an ex- 
tended break an option. Sutapa Banerjee, senior vice- 
president and head of private banking at ABN Amro 
India, concurs. She had a baby at a fairly late stage (12 


| years into her career) and after building credibility 


(‘And more importantly, enjoying my work im- 
mensely as I do"), it was difficult to take a call of 'either 
or. One simply has to find a way to make things work. 
For example, says the 1989 XLRI graduate, she 
can't control when her work day will end. So she tries 
to take an hour off and go home for lunch to be with 
her toddler. "Personal interests — literature, films, 
music, even friends — do take a back seat more often 
than not as one grapples with time." But says Sutapa: 
"Things will only get better or I will get better at it!" 
Vedika Bhandarkar is managing director and 
head of investment banking, JP Morgan India, and 


| mother of two young children, aged four and seven. 


The 1989-batch IIM Ahmedabad graduate sums up 
her lifestyle choice: "There are phases when one feels 
guilty, especially when travelling a lot. But I tell every 
woman working with me: ‘don’t choose not to have 
kids because of your career. Have kids when you are 
ready to do so, and just accept that life will be difficult 
when they are young.” 
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he good news is women have more cho 
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The Late Bloomers 





Radhika 
Haribhakti, | Many women cant. It's the guilt that does them in — 
executive | or the nerves. Once you get the tiniest seed of the 
director, JM ids * cA 4 
Morgan thought it’s not worth it’, it invariably grows and 
Stanley, opted | $fOws into a mighty tree of discontent. 
fora | It is better for such women to seek out alternative | 
flextime | ways to achieve conventional success. Or alternatives | 
arrangement | toconventional success itself. 
while her A career graph doesn't have to be steeply vertical. 
daughter was | Ttcan rise plateau for awhile, and then rise again. The 
PTS UR plateau period marks the time when a woman with | 
young children decides to take a flexi- or part-time | 
option. Yes, the ‘quality’ of the job may suffer in that 





period. You won't get the same kind of assignments or 


responsibilities. But, it's a much smarter option than | 


quitting altogether, feels Radhika Haribhakti, execu- 
tive director, JM Morgan Stanley. 


eight-months old, working half-days. After two years | 
went full time, but after some time again reverted to a 
flexible arrangement. For some time I moved into Op- 





NET WORTH VS 
SELF WORTH 


T'S a dilemma that 
also strikes many a 
man at some point in 
his career; but it is 

much harder to 
resolve than for a 
woman! 

After 15 years in 
the business, Sanjay 
Anand knew corporate life wasn't giving him a buzz anymore. 
"Something was nagging away inside," he says. “I realised what | 
really wanted to do was to be closely involved with young minds, 
because that's where you can really make a difference." 

Today, Anand is doing just that — teaching business and 
economics at Pathways World school in Gurgaon. But the leap 
from Amex to education took 10 agonising years. "My goal was to 
move out by age 50," says Anand. It finally happened in 2004, 
with a couple of years to spare. 

Anand is thoroughly enjoying himself. Every day there is a 
sense of achievement. In a reversal of gender stereotypes, the 
1980 batch XLRI graduate says he can "afford" to teach because 
he has the luxury of having a wife who's earning well (spouse 
Smita is head of consulting at Hewitt Associates). “She enjoys 
the corporate world much more than I did," he admits. 

Will the future see more Sanjays and Smitas? Not very likely. 
Because of the basic difference in what men and women usually 
seek from a career. As Mandeep Maitra, head of HR, HDFC Bank, 
observes: "While women look for a better work environment, 
supportive colleagues, financial security and career advancement 
at the workplace, for men salary and career advancement are 
more important." Given that, for men, making an unconventional 
choice remains difficult. 


DILEEP PRAKASH 
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“I joined JM Financial when my daughter was | 


erations, firm management, etc., so that would not | | 
be required for client meetings. No doubt this af- || 








fected my career graph at the time, but it was a con- 
scious decision and I felt it was important personally. 
I had family and domestic support, but I wanted to 
experience my child growing up. Physical needs can 
be taken care of by others, but what about emotional 
needs?" asks Haribhakti. 

Yet, quitting altogether was something the 1980 
batch IIM Ahmedabad graduate had strong views 
against. She had seen her own mother, a highly capa- 


_ ble doctor, doing that, and paying a heavy price. 


"When my daughter was five, she resented my work- 
ing because all her friends had stay-at-home moms. 
Now she is 14 and extremely proud and supportive. 
50 I would say there is a difficult but transient phase 
which has to be managed,” she says. 

Heres where appropriate HR policies and initia- 
tives can help. In the absence of a flexitime arrange- 
ment, Radhika admits she would have quit alto- 
gether. “If the choice was 0 or 1, full time or not at all, 
at that stage I would have given my child top priority,” 


| she says candidly. “No doubt I would've eventually 


come back. But after a longish gap, getting back into 


| career mode would certainly have been a lot harder." 


But part-time is often considered the wimpy op- 
tion by organisations — and women. Many compa- 


| nies dont offer flexi options, but even at those which 


do, the women aren't always enthusiastic. 

Sukanya Kripalu, CEO, Henley Centre, often finds 
herself playing 'informal agony aunt' to women with 
career dilemmas. “The big issue is: a company may let 
you go, and come back. But when you return, col- 
leagues have moved ahead," says Kripalu. 

It's a bitter pill for the fiercely competitive to swal- 
low, even though it may not make a material differ- 
ence in the long run. “If you want to be head of mar- 


4 APRIL 2005 


SANJIT KUNDU 














WEE CARE 


S corporate day care the 

answer to the female 
manager's worries? That's 
what Symbiosis MBA Amrita 
Singh and BITS Pilani grad 
Bindu Bhende believe. The 
duo chucked their corporate 
careers to fulfil a huge, unmet 
demand — one which they 
had personally experienced as 
young mothers: the need for 
reliable, professionally managed day care. 

^We started out with the idea of setting up in- 
house day care centres at large companies," says 
Amrita. The 40-odd companies approached were 
very enthusiastic — barring one large media 
house. But none actually gave the green signal. 

There are multiple issues, a key one being 
identifying the ideal location. As Mandeep Maitra, 
head of HR, HDFC Bank, notes: "Unfortunately, 
we don't have large number of women in a 
particular vicinity or a centralised office. They are 
spread all over in our branches across the city." 

So rather than wait indefinitely, the 
'mompreneurs' decided to start an independent 
day care facility at Shirley Village in Bandra. 
Dubbed ‘The Little Company’, the 3,500-sq. ft 
facility housed in a quaint bungalow is bright and 
spacious — a rare luxury in Mumbai. A month’s 
day care costs Rs 3,500, including meals. 

Currently The Little Company has 10 kids 
between the ages one and four in full day care, 
and a bunch of others who attend the moming 
play school and evening workshops. Companies 
like HLL, Accenture and HDFC Bank are 
recommending the centre to their employees. 

A 2002 CII study on 'Making Corporates 
Woman Friendly', which surveyed 35 top 
corporates, found that most organisations did not 
consider the provision of day care facilities a 
'major issue'. The reason being low utilisation: 
parents generally preferred to leave their kids with 
maids/family. 

However, an important conclusion reached 
was that outsourced facilities worked better than 
an onsite one. Most parents wanted day care 


near their residence, not a commute with a young 


child to the workplace. 

Hence, while 13 per cent of the companies 
had onsite day care, 22 per cent had identified 
third parties which provided an acceptable 
standard of care. Infosys had provided loans to 
some such third parties to upgrade their facilities. 
Bangalore has the best day care culture in any 
Indian city, thanks to the support of the IT majors. 
Mumbai, in contrast, suffers because of the high 
real estate prices. 

















keting at an FMCG 
and end up achiev- 
ing that in 14 years, 
instead of 11, does it 
really matter?" asks 
Kripalu. 

No doubt there is 
some risk of finding 
oneself sidetracked. 
But enough women 
have made a success 
of the slow-down- 
speed-up strategy for 
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it to be considered seriously. 

The day after Carly Fiorina exited HB Fortune 500 
conglomerate Sara Lee promoted Brenda Barnes to 
CEO position. It was a huge comeback for the 51-year 
old Barnes,who had hit the headlines eight years ago 
whenshe resigned as CEO of Pepsi North America di- 
vision to to be with her kids. At Pepsi India, Punita Lal 
recently took over as head of marketing after a break 
taken for personal reasons. 


Creating A New Space 


Despite the best HR initiatives, for several women it's 
a case of ‘dil maange more’: more control, more flexi- 
bility, more freedom. And entrepreneurship is the al- 
ternative world which offers all of this — and more. 
Lekha Bhambane, a 1975 batch Jamnalal Bajaj In- 
stitute graduate, quit her job with Citibank after 15 
years to spend more time with her teenaged son. She 
had managed the early years with the help of sup- 
portive parents and by opting for a role which did not 
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require travel. But there came a stage when she felt 
the balancing act wasn't working anymore. 

Friends in the banking industry had asked: “Arre! 
How can you sit at home. It's just not your style."And 
Lekha proved them right. In 1997, a year after quitting 
her job, she set up LB Capital Services, a firm which 
slowly metamorphosed into the Mumbai set-up for 
‘Myfinance’ — a captive call centre which markets 
products for American Express bank. 

Herson has now grown up and is an MBA himself. 
And Lekha has no regrets about the choice she made. 
"Leaving Citi was a very tough decision," she says. 
“But the one thing I have learnt is, the greatest risk is 
to take no risk at all!" 

It is something Nidhi Reddy, 1980 XLRI graduate 
and gold medallist, would agree with. Nidhi wears 
two hats: she is vice-president (HR), mPower Soft- 
ware Services, and she is also CEO of her own recruit- 
ment company. Nidhi Reddy Consultants was set up 
soon after her first daughter was born. She quit a sat- 
isfying job with Wipro as regional HR manager be- 
cause it involved lots of travel. “I just did not see my- 
self being able to do justice to both the job and my 
baby," she says. Initially, her company enjoyed a 
home-office kind of set-up. “The whole purpose of 





MAID IN INDIA 


EHIND every successful man is a woman; 
behind every successful woman is her maid. 

Unsung, invisible but almighty. She is the one 
person even the toughest career woman 
respectfully bows to: the Tireless Indian Maid. 

While super-achievers in the West still moan 
about being saddled with housework, their Indian 
counterparts retum to dust-free homes and hot 
chappatis on the dining table. But attracting and 
retaining good domestic talent can be as 
challenging as running a large corporation. 

The trick lies in great HR — or household 
resource — practices. Hiring a maid is a task that 
must be approached with the same seriousness 
as recruiting any other employee 

But where do you start looking? The traditional 
way, which works most of the time, is to generally 
spread the word and then wait for a miracle to 
land up at your doorstep. 

The modem method 
is to contact one of the 
convents which send 
over girls from poor 
families to work in ‘good 
homes’. Or you can try 
your luck with one of the 
many maid agencies 
which advertise in local 
classifieds. 

Unlike in Hong Kong 














quitting my job would have been defeated if I spent 
12 hours completely away from my kids," grins Nidhi. 

A year and a half ago she was approached by 
mPower, an offshore software development centre 
being set up for Mastercard. Nidhi took up the new 
challenge and started spending more time with the 
younger baby. "I admire the management at 
mPower which said to me: ‘You provide the vision 
and the leadership, then hire the team required to do 
the job.” And it worked, says Nidhi. 

Entrepreneurship is working for women profes- 
sionals. In the US, the number of women-owned 
businesses grew at twice the rate of all firms between 
1997 and 2002. Of course, most of these ventures, 
whether in India or in the US, are not high profile, 
high growth businesses. Some do scale up at a later 
stage, but the lack of size or rapidly rising revenues 
isn't the key issue for most women entrepreneurs. 

Money is important, but it’s not the key motivator. 
Enjoying what they do and doing it to the best of their 
abilities in the best environment possible is what re- 
ally matters to these women. 


Motherhood As Career 
‘Mere paas gaadi hai, bangla hai, career hai... 


or Singapore, Indian maid agencies don’t 
guarantee you a ‘trained’ person. They simply 
match job seekers with maid seekers. So don’t 
be sticky about skillsets. 

Temperament and attitude are what matter 
the most. The rest can be picked up on the job. 
Of course, a great deal of energy must go into the 
initial induction programme. But once the worker 
is familiar with the rules, routines and rhythms of 
life in the household, it will all seem worth it. 

So the answer to ‘where does one find a good 
maid’ really is: you have to create one. And then 
make the work environment warm and 
comfortable, so they don't get easily tempted to 
leave. In HR terms, the maid must feel 
'empowered'. While some women do want to be 
‘involved’ — plan the weekly menu and generally 
buzz about a great deal — others simply ‘let go’ 
once trust and boundaries are established. 

People management skills come in handy 
especially when there are 
multiple helps — one for 
the child, the other for 
housework, and so on. 
Clear job descriptions 
help here, though some 
politics is inevitable. 

As far as employee 
retention goes, paying a 
bit above the market rate 
is always a good idea. 
But you may have to look 
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Tumhare paas kya hai? Mere paas bachcha hain.' 

The debate of motherhood versus career doesn't 
recognise the simple fact that motherhood can be a 
viable career choice. And a meaningful one. 

Mayuri Bhasin was the typical overachiever, man- 
aging a demanding career at American Express bank, 
and with a small child. "My husband was supportive 
throughout. He even urged me to take up an assign- 
ment in London or Singapore, if thats what my career 
demanded,” she recalls. "We'll meet on holidays!” 
were his words. And which is exactly what they did 
when he was transferred to Chennai and she stayed 
behind in Mumbai with her two-year-old son. 

Yet, one fine day Mayuri found asking herself: 
"Why am I killing myself?" There was nothing left to 
prove and money, she says, was not a motivating fac- 
tor. Her son was seven and she regretted not having a 
‘bonding’ with him. "If both of us are going to be chas- 
ing careers, why have a child in the first place?” she 
wondered. Part time was not an option because she 
believes in giving 100 per cent to whatever she does. 
Now, her kids are have 100 per cent of her attention. 

“I had a second baby, a daughter who is now four, 
mainly because my son wanted a sibling. I’m also a lot 
more involved with the PTA and other school activities 








at some kind of personal enrichment — just to 
keep her mentally engaged. This could be as 
simple as Marathi lessons or a sewing class. A 
senior management professional recalls 
translating all the recipe books into Hindi, so the 
maid could try new recipes. 

Some women managers prefer to have 
'nannies'. These are women with a lot more 
education and expertise than ordinary maids. 
Leaving your child with a person who can speak 
English and help with homework is a great relief 
for a working mother. Of course, a nanny will cost 
you an arm and a leg (think entry-level BPO 
salary). But as long as it keeps your mommy-guilt 
at bay, it's worth every penny. 

As always, demand far outstrips supply. Surely, 
there lies a big business opportunity in providing 
premium, well-trained maids and nannies — both 
for the domestic and export markets. Here's a 
new kind of BPO opportunity — Boring Process 
Outsourcing! 

Unfortunately — or fortunately — the job of 
being a mother can never be fully outsourced. 
And smart women sometimes need to be told 
just where the mommy-rekha lies. Sarah Nash, a 
senior investment banker at JP Morgan Chase & 
Co in New York, recalls how she once called 
home and tried to fire a nanny. The woman 
responded: "I'm firing you as the mother if you 
don't get home." The nanny still works for her. 

May you find your very own Woman Friday — 
and hang on to her for life! 











now,” says Mayuri. She now defines success as “my 
husband and kids doing well". (Husband Ashish 
Bhasin is now president of SSC&B Lintas). In the 
longer run, Mayuri does have plans to "do some- 
thing" — in the area of social service. 

Thequestion that women are so much more likely 
to ask themselves is: "Is it worth it?" That was the key 
issue for another former banker and IIM Bangalore 
graduate who is now a full-time mother. Vijaya (name 
changed) spent close to a decade in the fast lane be- 
fore quitting. Not just because she had kids. "I feel the 
corporate world is treaded territory... Had I stuck on, 
20 years from now, I would pretty much be doing the 
same thing," she says. Vijaya is currently dabbling 
with painting and children's books, and is grateful she 
has the freedom of making this choice. 

Power, status and peers mean less to women than 
a sense of ‘meaning’ If that meaning can be found in 
raising their children and creative pursuits, so be it. 

Iris Krasnow, a jet-setting journalist, gave up her 
‘Hot Career’ to look after her four young sons. She 
wrote the best seller Surrendering To Motherhood 
where she described how letting go of the burning 
need to achieve was the most liberating and powerful 
thing she ever did. 

The answers are deeply individual. And must be 
discovered not with one's head, but with the heart. 
The ‘right’ decision is the one that follows the dictum 
immortalised in Hamlet. "This above all: to thine own 
self be true”. B 
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Create new 





T was the usual scene. The company se- 
nior management conference was full 
of dark suited men. I commented on it, 
and my friend, the HR director, asked 
me in a tone of exasperation: "You tell 
me, what do we need to do to get more women 
to work for us and to stay long enough to rise to 
senior positions?" I couldn't help wondering if 
he had seriously asked the women employees 
— past, present or potential — the same ques- 
tion. Probably not. But customer orientation is 
not the topic ofthis article. 
I have been reading a fascinating book, The 


| Power Of Impossible Thinking by Yoram Wind. 


It describes how the "mental models" we use 
have the capability to both power and limit our 
thinking, and therefore broaden or constrain 
our actions. The book exhorts us to "transform 
[our] mental models and overcome the barri- 
ers to change in [our] life, work, society". I 
started thinking about the mental models that 
govern ‘women in the workforce’ issues. 
Itstruck me that the most widely prevalent 
mental model used by employers is summed 
sup by Henry Higgins’ plain- 
tive question in My Fair 
Lady: "Why cant a woman 
be more like a man?" Elab- 
orated, this is a mental 
model that says: "This is the 
way we do things around 
here. The HR policies and 
programmes we have are 
the best practices. Hiring 
women is a problem be- 
cause then we will have to 
do things another way 
(which means a departure 
from the best practices)." 
This leads to a strategy 
challenge — “How do we 
find women who can adapt 
and will not need us to do 
things differently?” Or 
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roles for women 


“How do we help women help themselves so 
that they can be gender-neutral in the work- 
place?” In effect, what we have been seeking so 
far is to see how a woman can be more like a 
man in the workplace. 

In our attempt to do so, the solutions we are 
following are cookie-cutter ones. Women are 
segmented into the ‘tough and ambitious, ca- 
reer-oriented’ kind and the ‘normal, not so ca- 
reer-oriented’ ones. Members of the former 
kind get groomed on par with men, because 
they have the resilience to struggle at home 
and be gender-neutral in the workplace. The 
‘normal’ kind, who do not find it easy to be 
gritty superwomen, are given career breaks, 
soft jobs, flexitime; they are made to feel grate- 
ful and loyal for all these favours. Typically, over 
time, many such women get demotivated. 
They end up doing less and less, until the 
equation stops working altogether. 

We have yet another problem. A senior 
business leader always asks me his favourite 
question: “Why are women who have reached 
the top in the corporate world so aggressive?” 
Heres the answer I give him time and again. 
The way gender issues are handled in the 
workplace, it pre-selects the tough ones. The 
ones who are fighters, who bash on regardless. 
So, compared to an equally senior sample of 
men, a womens sample would have a higher 
mean score on aggression. Because it is the law 
of natural selection that organisations enforce. 

And therein lies an irony. A new work envi- 
ronment has emerged that is very favourable 
to women. Organisations have become more 
flexible and less rule-based. Innovation and 
creativity have a premium, new ways of doing 
old things are a sought after virtue, multi- 
skilling is the holy grail of cost reduction, peo- 
ple who can sit on the bench for a while and 
not get demotivated are good, and so on. It is 
the era of the knowledge worker. Outsourcing 
is an acceptable business model. And with the 
amount of travel everyone does, one is rarely 





expected to be physically present for a meet- 
ing. Finally, seeking a proper work-life balance 
is now not just acceptable — it is seen to be es- 
sential for full productivity, even for men. 

In effect, our workplace has changed. But 
our mental models about gender-friendly so- 
lutions in the workplace have not progressed 
much. It would make sense for all of us to start 
from scratch again and explore the question. 

Can we re-define our mental model to say: 
“We should think about women in the work- 
place the way we think about a valuable cus- 
tomer segment with 'special needs, and de- 
velop products and delivery models that add 
value to them and the business?" Women are 
indeed a ‘special needs’ segment — they have 
too many social, cultural and biological reasons 
to not be exactly like men. Let us look at some 
good solutions ‘customised for the segment. 

First, we need to further segment women 
in terms of their specific needs. For example, 
there will be those who can be near a phone at 
all times, work remotely at all hours, and are 
very bright in their specific fields. The only 
trouble is that they need to operate from 
home, mostly because their support systems 
are weak. So what are the important, high- 
pressure roles that they can be given? Coordi- 
nate M&A activity at the back room? Be a 
nerve centre for special projects that have 
many bits and pieces, and remotely located 
work teams? Write project proposals? The pos- 
sibilities are many. 

Then there is a segment of women who can 
function in a regular workday, but will have 
sudden contingencies of sick children or do- 
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with an advertising background who found it 
easier to do project work (work from home and 
meet clients at milestone meetings) with a fi- 
nancial services company which needed to do 
one year of intensive brand work, leading on to 
a maintenance job overseeing implementa- 
tion. The company did not need to hire a full- 
time brand manager, and the finance folk they 
employed did not want to do brand work full- 
time, even for a year. Surely lots of such project 
work exists in today's business environment, 
which is seen as value addition not for insiders, 
but for outsiders to do. 

About 10 years ago, I did a wonderful 
eight-month assignment at a large, formal 
FMCG company. It involved designing the 
entry strategy for a new business, getting 
board buy-in, and being a re- 
source to the implementation 
team till launch, then phasing 
out. I was a part ofa project 
team comprising very se- 
nior company managers, 
who all had their other 
jobs to do. A bright young 
manager who could join the 
new business was staffed 
with me. My role in the team 
was that of the spearhead 
and anchor, both very 
interesting work de- 
scriptions, with no hier- 
archical context! I did all 
the groundwork and 
drafting for the team to 
consider and decide; I was 










"Yogini Kalyani', 19th century painting 
from Rajasthan. Reprinted from Yogini 
Cult And Temples by Vidya Dehejia, a 
National Museum publication 


mestic crises that crop up in a stage of life — 
not frequently, but unexpectedly. What roles 
should such a person be given, so that her ca- 
pabilities are used to the hilt but there are 
safety nets to cover for her no shows' (when 
she isn't at her workplace, but may work re- 
motely)? There is a segment that can put in the 
hours regularly, but needs to work to a different 
clock — one governed by childrens school or 
husband's availability — and we need to ex- 
plore what kind of roles they can fill. 

Some more possibilities emerge when we 
look at important things that do not get done 
in organisations because getting resources for 
them is difficult. Capturing, codifying and dis- 
seminating organisation knowledge is a classic 
‘important but not urgent’ work that can 
hugely benefit an organisation, and yet can 
survive the occasional absenteeism. I recently 
connected a highly qualified and capable lady 


totally the insider from outside, and they de- 
risked me with their own folk overseeing deci- 
sion making. I saved the project team a lot of 
time, and it was extremely value adding work 
for me. A win-win for all. I had a desk in the of- 
fice that I went to when I wanted, attended 
meetings when I needed — otherwise, I 
worked out of home. 

There are several other examples of innova- 
tive ways in which a womans talent can be 
used to its fullest potential, factoring in her spe- 
cial needs in a way that adds value to the busi- 
ness. But at what price this special effort? Let 
the market forces decide — it is like any other 
pricing decision. When you create for a new 
consumer segment, you need to create new 
pricing paradigms and new price benchmarks. 
If we are to be a major player in the knowledge 
economy, we need to capture and use all the 
knowledge workers we can muster. w 
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RIYAL Bisht, 27, did his PhD 
| in catalytic chemistry from 
' the University Department of 
. Chemical Technology, Mum- 

bai. Hisresearch wasin phase | 
transfer catalysis and tech- 
niques to reduce pollution. Having 
completed his thesis last year, he 
. weighed his options — going abroad, 
." working at the R&D unit of a company, 


X. taking up teaching. The last thing on 


his mind was to rub shoulders with an 
army of teenage undergraduates at a 


business process outsourcing (BPO) 


outfit. Yet, he has landed up at one. 
Bisht has joined the Bermuda-head- | 
quartered Evalueserve as a research as- 
sociate in its intellectual property rights 
division. Working at the company's de- 
livery centre in Gurgaon, he does things 
like checking out whether a client's new 


R&D process infringes processes pub- | 


lished in scientific journals. He neither 
uses a headset, nor works night shifts. 

"We check out violations of intellec- 
tual property rights, draft patents and 
map technologies. I believe intellectual 
property outsourcing will take off in a 
big way and many PhDs like.me will be 
working at BPO companies, doing com- 
plex tasks," he says. For this work, he 
gets about Rs 42,000 a month. 

A dozen-odd PhDs like Bisht are part 
of the 650-strong staff working at Eval- 
ueserve, the rest of them made up of 
graduates and MBAs. Compare his pay 
packet to the ubiquitous call centre 
agent's, who answers routine calls at 
night for anything between Rs 8,000 and 
Rs 15,000 a month. 

This dramatic change has been pos- 
sible because a host of niche and mixed 
service BPO players are getting into tasks 
quite different from those that have built 
this $5.7-billion, 348,000-employee in- 
dustry in India. Rather than doing basic 
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With first-phase BPO work | 
getting commoditised, vendors 
are shifting to more complex 
tasks. And that's throwing up 
new challenges. By Shelley Singh 


customer care, data entry and Savill 
administration, they are getting into 
new areas like analytics, equity research, 
| data mining, paralegal services, and 
| technology support for servers and net- 
works. For the kind of work they are do- 
ing, the niche players prefer to call them- 
selves KPOs, or knowledge process 
outsourcing companies. 

These niche players include Mar- 


ketRx (pharma marketing research), 


Ugam Solutions, Copal Partners (re- 
search and analytics in areas like e-com- 
merce), Scope e-Knowledge Centre 
(market information), Take Solutions 
(supply chain management), Inductis 
(equity research and analytics), 
Lexadigm, Intellevate (both into legal 
services) and TechBooks (publishing). 

Joining them are larger, 'blended ser- 
vice' players like WNS, Wipro Spectra- 


mind, EXL Service, ICICI OneSource, | 


24x7 Customer and MsourcE. 
But as these companies are getting 


into these new services, they are facing 


new concerns, too. For one, getting pro- 
fessionals who can do the complex 
tasks can be a problem. For the sort of 
job Bisht is doing, companies want 





PhDs. With India producing just about 
5,000 PhDs a year, there could soon be a 
shortage of such professionals. Also, a 
PhD in, say, social sciences would be 
less relevant than someone researching 
econometrics, statistics or mathemati- 
cal modelling. — 

Then theres the problem of quality. 
Says one analytics services vendor: ^We 
looked at PhDs in India. The quality is 
not too good. Also, there aren't too many 
people doing work on quantitative 
methods or economic modelling, the 
areas we are looking at. An ITT-IIM com- 
bination is better than a PhD." 

Adds Dhritiman Bhattacharyya, 


partner, Fox Mandal, solicitors and ad- 
vocates: "You wont find too many 


senior lawyers eager to get into legal 
BPO work, despite the attractive billing 
rates. The money might be good but the 
nature of the work is not appealing or 
satisfying." It's the same with PhDs, The 
better among them might prefer to 
work at research institutes. 

And even when they do get the staff, 
there's no surety of success. This niche 
has already had its own failures. The Es- 
corts group targeted the legal services 
niche with services like drafting, re- 
search and doing memos and opinions 
for firms in the US. It hired law gradu- 

s at Rs 35,000-40,000 a month. But it 

y failed to sign up clients and had 





to keep up with the high training costs. 
Ergo, it shut shop. 

Theres also the matter of the poten- 
tial opportunity in niche BPO work. The 
new areas being targeted are expected 
to grow at a compounded annual rate of 
46 per cent and amount to an opportu- 
nity worth $16 billion by 2010. For this 
pie, Indian companies would be com- 
peting with those in Russia, Canada, Is- 
rael, South Africa and Ireland. 

On the other hand, India has barely 
scratched the surface of the $65-billion 
outsourcing opportunity (in HR, pay- 
ment, finance & accounts and customer 
support). Data and research firm Gart- 
ner expects this larger market to grow to 
$91.18 billion in 2008. Why, then, get 
into uncharted areas? 


Drivers For BPO 2.0 


For starters, the basic call centre work is 
now a commodity business. And as 
would happen with such a business, 
billing rates have crashed from a peak of 
$18an hourabout four years back to less 
than $10 now. Gross margins have fallen 
to under 12 per cent. 

That sort of work came to India 
when GE set up GE Capital Interna- 
tional Services (GECIS) in 1997. Today, 
over 200 companies in India compete 
for such jobs, with some offering unvi- 
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able and low billing rates. At the same 
time, some costs are going up. Among 
other things, the alarmingly high, 55-60 
per cent levels of employee attrition in 
voice work have raised the costs of re- 
cruitment and training. Says Nandini 
Aggarwal, head of HR at the Indian arm 
of the $2.3-billion call centre company 
Convergys: “It takes at least seven 
months to recover the investment made 
in a BPO employee. Many leave even be- 
fore that, jacking up costs.” 

High attrition, in turn, has forced 
companies to raise entry-level salaries 


Beyond customer care 


Revenues from the new BPO services 


Projected market size: $17 billion by 2010 


NEW SECTORS 


Research and info services in HR 
MR & competitive intelligence 
Engineering & design 

Animation & simulation 
Paralegal content & services 
Medical content & services 
Remote education & publishing 
Biotech & pharma 

Research & development 


Total 





MR = market research, Figures in $ billion. 


Equity, financial, insurance research 0) 
Data search, integration, management 


2004 2010 


0.4 
0.3 5.0 
0 0.2 
0.01 0.4 
0.4 2.0 
0.1 1.4 
0 0.3 

0 0.3 
A 2.0 
0.28 3.0 
0.2 2.0 


1.29 17.3 


Note: These new services are being offered by niche players like Ugam Solutions, MarketRx, Take 
Solutions, Scope e-Knowledge and Value Notes, besides the general BPO companies like 


WiproSpectramind and EXL Service 


Source: Nasscom-Evalueserve 
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Ashish Gupta of 
Evalueserve with a 
couple of PhDs who are part 
of a dozen-strong team. 
They work on tasks like 
drafting patents, safeguard- 
ing intellectual property and 
evaluating the commercial 
prospects of inventions 


by an average of 14 per cent in the past 
two years. If this continues, India’s 
labour cost advantage could be slashed 
from 40 per cent now to 25 per cent in 
just a few years, notes a Frost & Sullivan 
study. Good quality, cheap labour 
prompted companies to offshore call 
centre work to India. High attrition and 
climbing costs are prompting them to 
look at Ukraine, the Czech Republic, Be- 
larus and Romania. There is also the 
threat of automation in some functions 
like directory enquiry. 

This poses a bigger challenge for 
start-ups. Says H.R. Srinivasan, founder 
& CEO, Take Solutions, a Chennai-based 
supply chain management (SCM) BPO 
company: “Voice work today fetches 
less than $8 an hour. If Iam making an 
investment of $8,000 to $10,000 a seat to 
set up operations, how will I recover my 
investment in a falling market? That's 
why we have looked at SCM services, 
where the margins even at the lowest 
end are at 22 per cent or more." 

Higher-end work also means lower 
attrition. Stephanie Wilson, vice-presi- 
dent (European operations), Conver- 
gys, says: “Attrition is a concern in India, 
though talent to deliver high-end ser- 
vices is available here. For higher-end 
services, attrition can be more manage- 





Edept 


able at less than 20 per cent. That is 
why we are looking at doing complex 
tasks out of India. We will soon start 
analytics and high-end tech support 
from our India centres.” 

For blended service companies like 
Convergys, it also leads to better utilisa- 
tion of the available resources. Call cen- 
tre work is mostly done by the night, but 
the new service areas can be worked at 
during the day, too. So companies that 
were using their infrastructure for only 
about one and a half of the three 8-hour 
shifts possible in a day can now take the 
level up to two shifts or so. 

For niche players, getting into fo- 
cused areas is a natural progression. 
Look at Chennai-based Take Solutions. 
It started four years back as an IT ser- 
vices company specialising in procure- 
ment and supply chain management 
software development. Clients ap- 
proached it for BPO work. Today, 65 per 
cent of its business comes from BPO. 
For its 20 clients across Japan, the US, 
the Middle East and South-east Asia, 
Take Solutions does inventory manage- 
ment, invoice generation and docu- 
mentation. It processes relevant docu- 
ments like export forms, pick lists, stock 
reports, and so on. It also does procure- 
ment on behalf of clients, looking after 
sourcing and delivery. 

Says Srinivasan: "IT revenues are 
one-time. With SCM BPO, the revenues 
can keep coming. Our costs are 10 cents 
per document, while in the US it's $1, 
and in South-east Asia it's 50 cents." 

Another niche player, Scope e- 
Knowledge Centre, started with busi- 
ness research 17 years back. It worked 
for 300 clients like TVS, HLL, and Re- 
liance, providing them with news, sec- 
toral analysis and product profiles. To- 
day, it has shut down the domestic 
business. CEO R. Sivadas says: "The In- 
dian market for information services 
and consultancy is a mere $500 million; 
overseas it is $125 billion." 

Now, his company researches for IT 
and pharma clients, classifying and in- 
dexing documents. Its staff of 430, that 
includes 390 engineers, works for 
clients like Thompson Scientific, an $8- 
billion company with the world's largest 
patents database. Thompson Scientific 
collects patent documents from 50-60 
patent offices around the world and 
sends it to Scope. Here, engineers ab- 


R. Sivadas, Scope 
e-Knowledge Centre: 
“To sell high-end BPO work, 
we have to do consultative 
selling. It is about selling a 
competency — we have to 
demonstrate knowledge" 


stract patent information into one-page 
documents and send them back. Billing 
rates for such work are at $35-50 an 
hour. Compare that with the rates on 
traditional BPO work in the accompa- 
nying table, ‘Where The Money Is’. 


The New Services 


Many of the high-end tasks the BPO 
companies are chasing are in the analyt- 
ics space. Says Ravi Dattar, senior ana- 
lyst, Gartner: "If a company was taking 
credit card calls, it is now looking at 
credit card appraisals — a mandate to 
increase credit limits. It could even 
cross-sell services depending on the 
card holder's usage pattern." 

Atits basic level, analytics comprises 


Where the money is 


Billing rates along the value chain 


SERVICE 

Customer care 
Payment 

Finance 
Administration 

HR 

Content development 
KPO 


Figures in $ / hour, KPO = knowledge process 
outsourcing. Note: Billing rates are indicative and 
could vary based on factors like deal size, duration 
and nature of contract 


Billing rate 


10-12 
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data manipulation. BPO companies 
help pull out right information and re- 
view it. This is essentially presenting 
data. The next step would involve 
analysing data — looking at informa- 
tion and studying trends, be it buying 
habits or pricing trends or a region-wise 
price analysis. 

Noida-based EXL Service does it for 
a US-based wealth management com- 
pany and a financial information 
provider, while MarketRx does it for 
pharma companies like Pfizer. Mar- 
ketRx, for example, is provided with 
data on prescription habits of doctors 
across the US and is supposed to pre- 
pare marketing models for new drugs. 

For such tasks, professionals in the 
US get $40,000-100,000 (Rs 18 lakh-45 
lakh) a year, while in India it would cost 
Rs 3 lakh-10 lakh. 

Says Pavan Bagai, vice-president 
and head (strategic business), EXL: 
“Professionals involved in new kind of 
tasks like analytics find the work enrich- 
ing and see a clear career path. Labour 
cost arbitrage is bigger in high-end ser- 
vices, so clients also benefit more. Work 
is daytime but there could be cases 
where analytics staff do log in at night — 
say for time sensitive work for a wealth 
management company.” 

Adds Joseph M. Sigelman, co-CEO, 
OfficeTiger: “We do analytics, legal and 
paralegal tasks. Some of the new ser- 
vices command a billing premium of 
30-80 per cent over traditional call cen- 
tre services. Also, as you move higher up 
the value chain, relationships with 
clients are deeper.” OfficeTiger does 
case research for US-based law firms 
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out ofits Chennai facility. 

Another new area is patent writing 
and evaluation. Some 300,000 patents 
are written in the US, Europe and Japan 
annually, making a market sized at 
about $5 billion-7 billion. Outsourcing 
to India significantly lowers the cost 
ofeach patent by $12,000-15,000. While 


here, the margins are an attractive | 


30-35 per cent. 

Take another area — tax returns. In 
the US, employees get a W2 Form, 
which is equivalent to our Form 16. 
They can buy a $40 software that helps 
file returns. Another option — that of 
hiring a professional — could cost at 
least $200. Complex returns can cost up 
to $4,000. Even after shaving 30 per cent 
off the average costs in the US, Indian 
companies make a margin of over 40 
per cent in such work. 

Says Bhaskar Menon, president (op- 
erations), MsourcE: “We did 10,000 re- 
turns last year, employing 167 US-certi- 
fied accountants. This is very different 
from what we have done and the mar- 
gins are much better.” 

Little wonder then that blended ser- 
vice BPO players like MsourcE are seri- 
ously looking at such services to reduce 
their dependence on voice work, get 
better billing rates and have a 
more enduring relationship 
with clients. 

The revenue from new ser- 
vices for blended service com- 
panies like EXL Services and 
Wipro Spectramind is at about 
18-20 per cent now. This is 
likely to increase to 50 per cent 
in the next 3-5 years. Niche 
players, of course, have a ma- 
jority of their revenues (about 
80 per cent) coming from the 
new services. 

Says Nilu Paul, vice-presi- 
dent (new product develop- 
ment), Wipro Spectramind: 
“About 15-20 per cent of our 
14,000 employees are engaged 
in new processes. Globally, the 
high-end work is growing at 8- 
10 per cent a year.” 

Wipro Spectramind started 
procurement services six 
months back, employing 35-40 
people. Its insurance under- 
writing and health claims adju- 
dication services started re- 
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cently with 250 people. 

For signing up a client in petroleum 
products distribution, the company 
leveraged its parent Wipro’s relation- 
ship. The client was losing money in dis- 
tribution and could not manage re-or- 
ders efficiently. The Spectramind team 
now helps it make changes to the distri- 
bution system — like determining the 
tank size and streamlining delivery — to 
improve turnaround time to less than 
one week, from two weeks earlier. 

The deal underlines the fact that it is 
easier to build more enduring relation- 
ships with clients when one is doing 
higher-end work for them, primarily be- 
cause the work is more central to the 
client's business, and the confidence in 
the vendor is higher. 

ICICI OneSource has started work in 
research and analysis and late-stage col- 
lection (collecting unpaid dues of delin- 
quent card holders). It has also started 
work in mortgage and general insur- 
ance. It already has 70-80 employees 
working on the new areas. Last year, the 


H.R. Srinivasan, Scope 
e-Knowledge: “We have 
looked at procurement BPO 
services, where even at the 
lowest end the margins are 
22 per cent or more” 
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company also bought a 51 per cent 
stake in Chicago-based Pipal Research, 
which provides high-end customised 
business research, analytics and infor- 
mation services in finance, pharma, 
biotech, utilities and IT. 

With about 80 per cent money com- 
ing from voice-based work, 24x7 Cus- 
tomer has recently started offering logis- 
tics services. It advises clients on logistics 
solutions like routing of packages. 

It must be noted that selling such 
services is very different from what the 
traditional BPO sectors need. Vendors 
need people who can talk about solving 
problems and not simply sell on labour 
arbitrage. A consulting firm partner 
with sales experience would be ideal. 
Evalueserve’s co-founder Marc Vollen- 
weider, a former partner at McKinsey, 
fits the bill perfectly. 

Says Scope e-Knowledge’s Sivadas: 
“Itis consultative selling. In the US, we 
have a former professor from the Uni- 
versity of Florida taking care of market- 
ing. In the UK, we have an environmen- 
tal consultant selling our capability to 
deliver patent-related services.” 

Take Solutions has a team of 340 do- 
ing supply chain management. To sell 
its services, it needed a domain expert. It 
took Gauri Shankar on board as 
executive director in charge of 
business development. Shan- 
kar had 23 years’ experience in 
procurement, supply chain and 
production lines. To oversee 
operations, it has hired a supply 
chain expert from Philips. 

Clearly, the business that 
started with data conversion 
and medical transcription in 
1997, and moved on to rule set 
processing, customer interac- 
tion and basic problem solv- 
ing, is now set to deliver a 
widening array of expert 
knowledge services. 

Says Ananda Mukherji, 
CEO and managing director, 
ICICI OneSource: “We are see- 
ing the early signs of this trend 
of moving up the value chain 
with new services in analytics 
and research. It will become 
big over the next couple of 
years.” Happily for the indus- 
try, the clock has already 
started ticking. Bi 
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‘Our 
competitor 
Is the train, 


the bus, 
and even 
television’ 


Alex Wilcox is a low-cost airline veteran. The president 


liquor baron Vijay Mallya's stable — was part of the 
senior team that launched the highly successful US low- 
cost carrier JetBlue in 2000. JetBlue broke the rules by 
offering all its passengers 24 satellite TV channels free, 
live Olympics coverage, ticketless, Internet-based 
reservations and bulletproof cockpit doors. 

Is Wilcox planning to use the same formula at here? 
Well, he's brought JetBlue's former head of engineering 
with him to India. And he's also roped in consultants 
from his old job, like Robert Murphy in airport systems 
and corporate planning, and Pete Adler, who is both a 
pilot and JetBlue's director of flight standards. ENEN 
from an interview with BW”s 


What distinguishes JetBlue from other low-cost carriers in 
the US that helped it succeed? 
ll JetBlue is a low-cost carrier indeed, but unlike most other 
low cost carriers it started with brand new airplanes, live TV on 
board and an inflight entertainment system at every seat, with 
no extra charge for that. There was no charge for headphones 
either— it’s all included in the price of the ticket. They fly a sin- 
gle class configuration — no business class... 


| But most low-cost carriers fly a single class... 
E No, not in the US. That's true for most carriers in Europe. 
But in the US, AirTram and America West have a business 
class. Anyway, at the time it was not true. The other thing in 
favour of JetBlue was geography — it is based in New York. 
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| When it started five years ago, the entire Western part of the 
and CEO of Kingfisher Airlines — the budget carrier from | 


country was seeing unbelievable rates of growth in air travel, 
but New York, Newark and JFK had actually seen a 2 per cent 
decrease. The rest of the country was growing at 30-40 per 
cent. Obviously, the low fare revolution had missed New York 


| and it was time fora true value carrier to start operations there. 


How was it able to declare a profit in its first year of operation 
when many low-cost carriers go under in the first year itself? 
lil Yes, it made an operating profit in its first year of operation. 


| Well, many high-cost carriers go under as well. There's no end 
| to the list of legacy carriers that have gone under, starting with 


the likes of Eastern and PanAm — probably two of the largest 
carriers the world had ever seen. So, big or small, high-cost or 
low-cost, it’s a tough business for everybody. 

Making sure you have the right market is a big part of it. 
This is hugely important — trying to fish where the fish are, if 
you will. It's also important that your business model works for 
your market. Its not a one-size-fits-all situation. Some people 
try to do a Ryan Air everywhere. Ryan Air works great in that 
market, but in the US, for example, we wouldn't have got any 
market share for JetBlue if we hadn't had some kind of hook. 


Is itimportant to start with a high capital base like JetBlue? 
lil We had over $100 million of private equity and venture cap- 
ital. It was the most highly capitalised airline in the history of 
airlines. Obviously, this is important when you're buying 
brand new planes at $40 million apiece. ... But also what air- 
lines — particularly in the predatory environment that exists 
in the US — look for is people with weak balance sheets. If you 
can't sustain a fare war, the big guys know that and they'll go 
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after you and drop the fares in your markets. They know it's the 
quickest way for you to die. But if you have a lot of cash in the 
bank and if you have more cash in your bank relative to your 
fleet size than they do, they wont pick a fight. 


Will Kingfisher be modelled on JetBlue ? 

E In many ways, yes. In other ways, we'll adapt to the Indian 
market. Airport infrastructure in the US is obviously far more 
than here, so we have to make adaptions. We will have 174 
seats on airplanes against 156 of JetBlue. We will have more 
room than Deccan — there is no larger seat in the Indian skies 
as we will offer at Kingfisher. We'll have inflight entertainment 
— video screens at every seat back, so in that sense we will be 
like JetBlue — but we will serve full meals (JetBlue only serves 
snacks). We'll have free entertainment, free meals, free head- 
sets and maybe even a free gift. 


So, how will you be priced ? 

8 We'll be certainly higher than Deccan. You wont see any 
nonsense. About 18 million people flew in India last year — 
Deccan has announced 12,000 tickets priced at Rs 500. What's 
12,000 minnows in a sea of 18 million? It's nothing. It's a mar- 
keting tactic, a gimmick. We'll be more honest with our con- 
sumers. The price we publish is the price which you actually 
buy a ticket at. There are a billion people in India and you offer 
12,000 tickets at Rs 500. What is this? We'll be somewhere 
between Deccan and the others. 


Who do you see as your main competitor — Deccan? 
Bi No, quite the opposite. We're growing the market. We're cre- 
ating new customers. Our competitor is the train, the bus, and 


SANJIT KUNDU 
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even television. Because we'll give you a reason to travel, be- 
cause we'll beso inexpensive. It will even be automobiles. If we 
can give a guy a short trip for less than the price of gas and he 
can give his driver the day off, all the better. 


What staff-to-aircraft ratio will you have by the year-end? 
E We'll have around 700 people by then. At JetBlue the ratio is 
around 107. But, we will be outsourcing reservations, so we 
should be in the 70s. 


What markets will you be focused on? 
Bi By the end of the year, we'll have nine airplanes — seven 
A320s and two A 319s. Next year, we'll get another A 319 in Jan- 
uary and another A 320 in February. In the initial phases, you'll 
see us concentrated in the metros — as I said, fish where the 
fish are. Goa, Bangalore will be areas we concentrate on. But in 
operational centres, it will be Mumbai, Delhi and Bangalore. 


Will you be looking at going abroad in the near future ? 
W Dr Mallyaisa visionary guy and I think it would be fair to say 
that he's hired an operating team that's pragmatic, but at the 
same time opportunistic. I wouldn't rule anything out. 





For the full text of the interview 
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How do 
you 
commu- 
nicate a 
code of 
conduct 
to a fellow 
worker 
who is 
seeing the 
positional 
collapse 
of govern- 
ment, big 
business 
and 
organised 
religion? 


subroto bagchi 


Let’s talk about 
integrity - | 
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HESE are difficult times indeed — 
when people look up to sources 
beyond the self for reassurance. 
When we were children and failed, 
we looked up to parents. Later on, 
in life, we looked up to a teacher or mentor who 
would help clarify values during difficult times. 
And beyond all that, there was always the gov- 
ernment. It presented an assurance that there 
would be continuance. Beyond government, of 
course, were the church Father, the Imam and 
the Shankaracharya. The model remained the 
same, irrespective of your country. 

In recent times, we have seen such an estab- 
lished model break down. We have seen a US 
President compromise the sanctity of his office 
by giving into the allure of sex. We saw big busi- 
ness fail transparency tests — from Jack Welch, 
NYSE chairman Richard Grasso, and Martha 
Stewart, to the folks at Enron. The last bastions 
tofall were government and the pulpit. Govern- 
ment emerged frail when 9/11 happened. The 
successive convulsions in the US Catholic 
Church involving serious accusations of sexual 
abuse left people wondering: where is our 
source of strength in times of difficulty? 

In India, institutional corruption in big 
business and government is so pervasive that 
the average person has pretty much learned to 
live with it. Solace is often drawn from religious 





belief that there is an afterlife and in the end, | 


truth will triumph. This was so until the contro- 
versy involving the Kanchi Seer left people 
questioning the power of institutions to clarify 
values, to physically and spiritually protect and 
heal us. To me, these institutions represent a 
power of intermediation between the individ- 
ual and his future state of existence. And that is 
progressively exposing its own vulnerability. 
When such things happen, people begin to 
discount the messages they receive from their 
environment. This is a survival mechanism. It 
works like this: if a child has witnessed domes- 
tic violence, she will begin to switch off from it 
so that she can move on. When intermediation 
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fails, no form of preaching or teaching works. 

This creates significant challenges for orga- 
nisations that value integrity and expect their 
people to be principled — personally and pro- 
fessionally. The challenge becomes: how do 
you communicate a code of conduct to a fellow 
worker who is seeing the positional fall of gov- 
ernment, big business and organised religion? 
Posters and first day assimilation do not work 
anymore. The only option, and a difficult one, 
becomes: walk the talk and talk the walk. First, 
people in positions of influence have to demo- 
nstrate integrity, and then personally commu- 
nicate the message to their organisation. 

This is easier said than done. The reason is 
that value-clarifications usually take place dur- 
ing dark moments. These happen when things 
fall apart. Each time there is a fiscal irregularity, 
or there is a report of misuse of power, or sexual 
misconduct, we invariably witness two things: 
first, factsand emotions get mixed up. Then, we 
get lost in what is called ‘shades of grey’. 

People falter when they begin looking at a 
matter — not in black and white, but in shades 
of grey. Once you get there, you begin to get lost, 
because we are told the human eye can see 108 
shades of grey! Go to a computed tomography 
machine, it can see even more shades of grey. 
So, people get mired in the many shades of grey 
because they find it uncomfortable to see 
breach of integrity as a black-and-white issue. 
Some managers skirt determination of facts 
and let emotions cloud them. They develop 
cold feet while dealing with a breach. 

The other frequently-felt emotions are po- 
tential organisational embarrassment and bus- 
iness loss. Consider this: you discover that your 
star salesperson has faked a travel voucher. He 
is negotiating a huge order, likely to be settled in 
a week, and is the only person who knows the 
ropes in the client organisation. Do you keep 
quiet; do you warn him and let it go; do you 
warn him after the order comes in, or do you 
call him and sack him on the spot? Let's talk 
about this in the next instalment. x 
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THE Indian government's decision in late February to 
allow up to 100 per cent foreign direct investment (FDI) 
in the construction sector has stirred a great deal of 
interest. Earlier this month, Brett White, president of CB 
Richard Ellis (CBRE), the world's largest commercial real 
estate services firm, visited India and met Union 
commerce minister Kamal Nath. CBRE manages and 
leases prime properties globally, including the 2 IFC 
VUE i d in Hong Kong and the Swiss Re in London. BW's 

spoke to White, who will take over as the 
$2-billion firm's CEO in June. Excerpts. 


What difference does the FDI legislation make for CB 
Richard Ellis? How will it change the market? 
Æ The legislation is a very important step. It sends a message 


real estate and construction market. Over time, it is going to 
bring lots of capital to India. More importantly, it is the Indian 
governments signal to the marketplace about its attitude to- 
wards foreign investment. It helps India, helps the consumers, 
and it certainly helps us as a services company. 


Is this how countries usually open up their market for con- 
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Indian 
market 


| struction? Or does it vary across countries? 


E Itdependson the country. Let me give an extreme example. 
In China, there is no legislative process. It simply takes a deci- 
sion, and it happens. Look at the Olympics in Beijing. They 


, want a stadium in a certain area; they just go ahead and bull- 


doze the area. India is a democracy. And in democracies like 
India, yes, this is the way progress happens. It requires negoti- 
ations, building a consensus, a process, and it is incremental. 
Indias evolution in the construction market, and in bringing 
services firms and investment to India has been typical. 


What kind of investment do you see coming? 
E It is not possible to estimate the amount of investment. All 
I can tell you is that the trend is positive. Where will it (foreign 


| capital) all go? It'll go into residential and commercial projects. 
| In India, there is opportunity now in virtually every segment. 
that India is very serious about modernising its commercial | 


How has the Indian market changed? 
Wi The biggest change is that demand has increased. Now fin- 
ancial institutions and banks are active in the market. Earlier, 
no bank or financial institution touched real estate projects. 
The increased income has also helped. There are more people 
employed. The obvious change is that mortgage rates have 
come down.... The growth in India has been demand-led. 
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E How was your meeting with the commerce minister? 

® Very good. I was very impressed. He has taken a bold move, 
which is surprising in its sweep. This decision received signifi- 
cant coverage outside India. It took a lot of people by surprise. 


B What impact will FDI have on real estate? 

WE As you get more foreign investors, there will be more com- 
petition... The other thing happening now is more trans- 
parency. As more foreign capital comes to India, foreign cor- 
porations will want data — information of the marketplace. 
The transparency in the marketplace will increase greatly. 


B The Southeast Asian crisis was triggered by huge investments 
in office space with no people to occupy it. Do you see a similar 
situation happening in India? 

® If the Indian marketplace were completely deregulated to- 
day, it would still take decades to build enough commercial 
space. Look at it this way. There is 60 million square feet of 
Class-A commercial space in India. Mid-town Manhattan 
alone, which is 20 blocks long and 10 blocks wide, has 250 mil- 
lion square feet of space. And that market has a 6 per cent va- 
cancy. The chance that you overbuild India is a long way off. If 


there is a downturn in the commercial real estate market here, | 
it won't have anything to do with overbuilding. It will be dyna- | 


mics like collapse of the capital market or a major catastrophe. 

Also, if you look at a country like India, which has a rapidly 
emerging services sector and a tremendous interest among 
foreign corporations who want to be here, one can make a 
very easy argument that you can quadruple the amount of 
Class-A office stock you have right now in the next five years 
here — if the barriers to investment are removed. 


B Whatare the problems you see? 

® The issue that has to be dealt with in India, first and fore- 
most, is infrastructure — ahead of everything else. When for- 
eign corporations are looking to invest, there are basic things 
they need. They need transportation, they need utilities, they 
need ability to bring raw product in and finished product out, 
if they are manufacturing. Ultimately, manufacturers would 
like to see the ability to handle their entire supply chain within 
the country. This is also a reason why one might make an argu- 
ment to open up the retail sector here. Because if you have a 
strong base of global retailers in India, they are going to needa 
place to manufacture products, a place to store their products, 
and then they can sell the products. These things are still to be 
dealt with; primarily airports, roads and utilities. 

It's important that folks outside India see an effort 
and willingness (from the Indian government) to invest 
in infrastructure. Outsiders want them too. If the govern- 
ment says it wants partners to build new airports and 
roads, there are plenty of people from outside India who 
would love to help. But it’s that first step. 


E How do you see the Indian market today as compared to the 
Chinese market a decade ago? 

Bi These are very different markets with very different value 
propositions to customers. China is basically an autocracy.... 
China was able to make structural changes to their entire cap- 
ital and economic system overnight. And they did it years ago. 
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| China has a labour base that has proven to be highly skilled in 


manufacturing. So you are seeing corporations around the 
world use China as a manufacturing base. India has a different 
value proposition. It is a democracy. It has a time-honoured 
tradition ofa British judicial system. That's very important and 
attractive to business. India has English as a language of busi- 
ness. Most importantly, it has a highly educated, skilled work- 
force. So companies, which are looking to do things outside 
the US or Europe, see India and China for different things. 


B Which divisions of CBRE are doing well in India? 

E Right now, the highest growth we have is in Southeast Asia 
and India. We have eight primary business lines here. The 
fastest growing one is consulting. India is a classic business 


| built on property management and brokerage work. 


Globally, we manage $15 billion of direct investments in 
real estate for pension funds and institutional investors. We 
are right in the middle ofthe shift of capital from the equity 
market to real estate. We have been very active in that busi- 
ness. In India, CBRE is years away from fund management. 
Now that customers have been here, they are asking for more 
services. This is a great marketplace. L3 
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bb With Corp PowerCheq, 
my business now 
moves at the 


speed of thought.99 


PowerCheqd 
Multi-city Cheque 


Corporation Bank presents 
Corp PowerCheq, Multi-city cheque 3 
payable at par. 3 


* Clears your outstation cheques at ; 
the speed of local cheques s 


* Available at over 360 branches 
in 132 centres under Core Banking 
Solutions across the country 


For more details, © 
contact your nearest branch. 


A Premier Government of India Enterprise 
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The author advises, guides 
and occasionally invests 
in businesses. He can 

be reached at 

= mahesh@passionfund.com. 


When 
jobs are 
plentiful 
and 
Salaries 
are 

high, it 
becomes 
harder to 
find good 
people 











O we sit and interview this girl, a 
peppy urban SEC-A type, program- 
mer for a year, and she says all the 
right things. We offer her a job. At a 
nice salary too — a decent jump over 
what she's getting. We agree on a joining date a 
few weeks from now. She agrees to give notice. 

On a whim, we call her 10 days later, just to 
re-confirm she's joining when she said she 
would. She again says the right things. And 
adds: Oh, I'll need another three or four weeks 
to join. I ask why. She eventually confesses she 
hasn' given notice at her current place yet. I'm 
angry and ask why. The answer I get after some 
digging is that she's "been busy with a few 
things" and it "kinda slipped" her mind. 

It kinda slipped your mind to give notice 
when you've signed on at another place at a big 
hike, I ask in disbelief? I get a response to the ef- 
fect of “hey, chill, what's the big deal, ya?" I then 
do something I’ve never done before. I with- 
draw the offer. There's surprise at the other end: 
What! Am I serious? It's just a little thing. Why 
am I taking it so seriously and all that? 

I explain that it either really slipped her 
mind, in which case our job wasn't important to 
her, and in which case we didn't want her. Or 
she was using this time to play some sort of 
salary hike gambit at her current place or else- 
where, and we weren't interested in her in that 
case either. We get a slightly annoyed humpf 
from her, and she moves on, and so do we. 

I narrate this to a friend, another CEO, and 
expect surprise. But what I get is more horror 
stories. She tells me she just had to fire some- 
body who had moved to Bombay to be with 
them but was not performing. At the end of the 
talk, she asked the soon-to-be-ex-employee if 
she had anything to say. “Yes”, she heard, “I 
moved to Bombay to make a relationship work. 
I'm wondering what I need to do about it now.” 

No remorse over lack of performance. No 
guilt for being unprofessional. My friends chip 
in with their own stories from employees: “I’m 
leaving for another company because they're 
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The era of 
Isposable jobs 








located near a shopping mall, and this location 
is too downmarket”. “I’m going to the other 
company because my pals are all there, and I 
wanna hang out with them." 

I look around me, and see more such ‘dis- 
posable career' type people than ever before. 
Some things seem to be common across them. 
They're all typically SEC-A. Typically from well- 
off families where the parents worked hard to 
get these kids where they are. And a large num- 
ber ofthem, sadly, seem to be female. 

What on earth is happening? Have jobs be- 
come so plentiful, have hiring standards drop- 
ped so much, have salaries become so high that 
people don't care anymore, because they're 
sure to be hired without trying? Is this our much 
ballyhooed BPO and MNC generation? 

My friends at Google are looking for smart 
technical sorts for their Bangalore research 
centre, and have barely managed to hire a 
handful in the last year. Even IITs aren't produc- 
ing them anymore. We blame the ‘Kota’ phe- 
nomenon, where parents have cracked the sys- 
tem of sending their kids for three years to a 
JEE-cram camp, followed by another cram- 
camp to get into an IIM. As a result, we're all 
missing the real talent. 

After the "kinda slipped my mind" incident, 
I meet another programmer, more from a mid- 
dle-class background and more SEC-B than A 
— and things click. My CEO friend agrees, say- 
ing she finds better people from smaller towns 
where jobs actually matter, than in cities where 
people are spoilt for choice. 

I now look for clues in the backgrounds of 
people. I'm beginning to believe in this "shirt 
sleeves to shirt sleeves in three generations" 
thing— where Gen 1 works hard to make it bet- 
terfor Gen 2. Gen 2 has no pressure and squan- 
ders it away. Gen 3 has to start all over again. 
(Resemble our business families?) 

I've begun to seek this profile actively: mid- 
dle-class background, Gen 1 or Gen 3. Let the 
MNCs and BPOs get the disposable types — we 
need the more enduring, committed people. & 
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making social investment a religion 


www.thejoyofgiving.nat 


Become a DSA, Promotion Agency, 
or Franchisee of KINGO 


(The Indian Confederation of NGOs, represents top credible national & international NGOs) 
Make Money by raising money 
for a good cause 


(Issues of Child Right & Education, Marginalized Communities, Animals, Environment, Calamity Victims, 
HIV Positive People, Disabled and other causes) 


Help create a responsible society by promoting 
"The Joy of Giving" 


(As I-Congo's certified DSA, promoting Social Investment, you would make profits of Rs. 60,000/- 
(minimum) per month) 


As our DSA, you will be using a revolutionary Direct Dialogue 


Imagine earning a hefty profit for 
different levels. 


Format. Which lets you interact with your clients in two 


What do you need? 


yourself, while contributing to 
your society and country! 

Yes. We at I-CONGO,, the Indian 
Confederation of NGOs, are 
looking for DSAs to raise funds for 
our 155 member NGOs, the most 
reputed NGOs in the country, 
under its Direct Dialogue Program. 
In India, around 50 million people 
who pay substantial taxes can 
5000 crore 


opportunity if they make a social 


create a Rs. 


investment of Rs. 1,000 per annum 
to their favourite cause. You, as a 
DSA, Marketing Promotion Agency 
Indian 
"Confederation of NGOs 
(I-Congo)" could make this 


or Franchisee of the 


happen by representing the most 
reputed national and international 
NGOs in the country. 






Direct Dialogue Presentations at 


1. Direct presentations to individuals, groups and families in 


offices and homes. In this, you will be providing them "the joy" 
with an almost inexhaustible choice of donation 
opportunities, for their favourite cause through a credible, 
transparent and accountable NGO. DSAs in over 12 centers 
areearning profits of Rs. 60,000/p.m. (minimum). 


‘ 


2. Street Interface (face to face interaction) through Direct 


Marketing and Promotion Agencies in select areas (outside 
multiplexes, shopping malls, railway stations, beaches etc.). 
This will allow you the scope to expand your donor base. 
This method has already raised over Rs. 60 lakhs in a 
2 month drive. Where volunteers raised a minimum of 
Rs. 100 through donation coupon and badge sales. The 
agency, which implemented this drive made Rs. 5 lakhs as 


All you need is an entrepreneurial 
spirit, the ability to lead and motivate 
a team of 10 people and more, an 
investment capacity of Rs. 1 lakh 
only and 200 sq. feet of office 
space. And if you already have an 
existing set up, it's even easier. We 
could show you how to make 
incremental profits with a minimum 
investment. We are looking for DSAs 
in all cities of India. 


What do you get? 

Even a conservative estimate would 
put your Return On Investment to 
somewhere in the region of 
Rs. 60,000 to Rs.1 lakh 
(minimum) per month. 

This can even increase exponentially 
according to the effort and 
investment you putin. 
Not to mention the immense 
satisfaction you will have of 
contributing for a just, caring and 
humane world. You will also get a 
certification from |-CONGO. 


profits in a 2 month drive. 


Karm Mitra - Tried and Tested Success 


KARM Karm Mitra, a revolutionary fund-raising movement packaged 
in the form of a donor loyalty program where donors investing 
MITRA between Rs. 1000 and Rs. 24000 got incentives and benefits 


with 3 times their social investment to better the lives of marginalised communities 
like sex workers, the HIV positive, the urban homeless, the disabled, dispossessed 
tribals, dalits, manual scavengers and street children. 


This program achieved big success thanks to its unique promotions and marketing 
strategy and the efforts of direct selling agencies through telemarketing and 
presentations to individuals and groups in offices. DSA entrepreneurs across the 
country thus promoted social giving and a good cause while earning between 
Rs. 60,000 and Rs. 100,000 (minimum) per month with teams as small as 10 
people in sales and telemarketing. 








act:onaid 


If interested, contact Kunal Verma or write to Jeroninio Almeida (Jerry) at ActionAid India Society, 
C-88, South Extension, Part II, New Delhi - 110 049 with a self-addressed stamped envelope or 
call 91 11516 40571-76. For details log on to www.thejoyofgiving.net 


HENGO - a Confederation of NGOs 


I-CONGO has been conceptualised as the apex hub of the social and 
development sector to achieve a quantum leap in funds and provide NGOs 
with common infrastructure, lowering operation costs and improving 
operational efficiency as professional fund managers. It comprises top 
credible international, national and grassroots NGOs which work on areas of 
child right and education, marginalized communities, animals, environment, 
calamity victims, HIV Positive people, disabled and other causes. It is poised 
to become the NASSCOM or Cll for the NGO sector. With a mission of 
mainstreaming the cause and promoting social investment. 


For the first time in India, |-CONGO is introducing a special award called the 
‘Karm Vir Puraskar to recognise the social commitment of corporate houses, 
media houses and individuals. 


I-CONGO will also be introducing CONGO-SHONGO, (shops of NGOs) 
a unique retailing concept and Back Page a monthly magazine with social 
issues in page 3 style. Not to mention events, concerts, cultural trade fairs, 
expos and promotional activities. Franchisees for retail outlets, events & 
promotion companies are solicited for the same. 


in@yi-congo/03/05/j1 
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invigorating beverage 


all it the poor man’s concoction or a nobleman’s 

brew, tea continues to be the beverage of the na- 

tion even though we see a new coffeeshop coming 
out in almost every corner of our neighborhood. Per- 
haps no other beverage has been the object of such ritual 
and ceremony across the planet. It is by far the most 
popular drink in the world today, drank by people in ev- 
ery country on earth. But why? 
Simplicity. 
There is something very homely about tea. There is noth- 
ing difficult about tea, it is easily accessible and can be 
made quickly and without mess. This ease of use is one 
of the big reasons which makes it even more popular. 
We all appreciate the value of the “Tea Break” whether 
at work or during leisure time, as a signal to relax, after 
which the spirits are revived and enlivened to face the 
rest of the day. Tea is an ordinary drink but this state- 
ment marks its extraordinary appeal. What other drink 
is as soothing in time of stress, stimulating in times of 
tiredness, warming when we are cold or cooling when 
we are hot? 
India with 5.11 lakh hectars under tea with an average 
annual production of 850 million kg is the largest pro- 
ducer of tea in the world. India is the largest consumer of 
tea, over three billion cups of tea are consumed every- 
day across all income and social strata, which accounts 
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In an age of Instant drinks and colas, tea continues to hold its place as an ever-popular drink, refreshing and 


for 22% of global tea production. The biggest strength of 
the tea industry has been the diversity of its origin, 
ranging from Darjeeling to Dooars to Nilgiri to Assam,as 
well as the diversity of manufacturing. So next time you 
savour a cuppa, don't forget to raise a silent toast to the 
indomitable spirit of the planters who has made this 
pleaseure possible over the years. 


Tea Board - The guiding Force 


Indian tea industry has to go over for a complete image 
make over. Anyone who has been closely associated 
with the tea industry in the country is familiar with the 
name of the Tea Board India. It is the guiding body for 
the entire sector starting from the cultivation of the crop 
to the sale of the products that appear in bags, packets 
and bottles. Even the welfare of the entire labour force 
dependent on the industry is also of concern to the board. 
As pointed out by Mr. N.K. Das, Chairman Tea Board, 
"Not only does the board helps to implement the gov- 
ernments regulations and policies but it is also a facilita- 
tor for the development of tea industry in India". The 
Board promotes tea research and exports of tea world- 
wide, collects and disseminates statistical data as well 
as labour welfare programmes among a host of other 
activities all aimed at ensuring the health and vibrancy 
of the world's largest producer of tea. 
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INDIA TEA 
World's Gold Standard 








Inspiring India... 


India Tea. 

With exquisite Darjeeling, 
full bodied Assam 
and fragrant Nilgiri teas. 
Stimulating, new and 
refreshing ideas for 
a nation on the move. 
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; Goodricke - The Tea People 


-.'....Our philosophy is about planting seeds and nurtur- 
ing them. That is where the future lies and it is in this 
that long-term shareholders are most concerned 
with...’ 
‘...the economic goal of our management in the 
creation of pool of quality assets which will pro- _ 
vide shareholders with comfort and security — 
in time of recession as well as hedge against 
inflation... These are the words of Gordon 
. Fox, principal shareholder of Camel- 
. lia Plc UK the parent Company of 
. Goodricke Group Limited(GGL). Any - 
. doubts therefore, why goodricke de- 
- fines itself as the "The Tea People’? 
The words and the ethos behind the 
principles only signify the care and 
concern of people, and whosoever 
has an interface with GGL - be it, 
employees, shareholders, custom- 
. ers, consumers, supplies or the so- 
ciety at large. Look at its logo and you 
will see the caring and nurturing hands 
around the two leaves and the bud. 
From this flashbak and panning into the present, 
nothing has changed in terms of business philosophy — 
ask Krupa David, managing Director of GGL - but what 
has changed, is the renewed vision, its focused mission 
and a vibrant strategy with which its plans to charter 
its future. ‘We are proud to be, as a Group, the largest 
producer in the world. We need to leverage our scale, 
versatility, quality and values. In India we are the only 
producer to have prime properties in Assam, Darjeeling 
and Dooars — all of 30 estates producing about 28 mkg 
of tea.' 
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Tea Time Gift Basket 





With packaged tea getting more and more innovative 
and colorful Tea is getting prominence more as a gift 
item. This trend has resulted many players in the 
industry to look for more innovative and lucrative pack- 
aging solution to cater to this particular market 
segment. 


and much more 
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Yes, GGL today is all determined to be called not just a 
quality producer — in its clear strategy to insulate itself 
from commodity fluctuations, GGL today sees its meta- 
morphosis to a more robust marketing company. "While 
our bulk tea can be marketed as a ‘Brand’ - the para- — 
digm shift we see will be to move up the value 
chain. By this, I mean not ending up as a com- 
modity in the trading chain but to actually © 
reach and touch the consumer through our — 
products and Brands - a range of 10 — 
Darjeeling and CTC brands. Not only would — 
we expand this portfolio to each quality — 
_ and price point but spread geographically - 
as well.’ Apart from a healthy basket of - 
brands which will receive refreshed mar- 
keting support, GGL has also built up a — 
strong Instant Tea business over the last - 
couple of years — ‘again a high technol- - 
ogy - high value business with a high | 
competitive differentiator quotient’, as - 
David describes it. ‘Our products from this — 
plant are the most diverse and with the . 
added benefit of it being integrated to its - 
own garden in the Dooars'. | | 
Is it only business then, at GGL? ‘To concern ourselves © 
with the welfare of our employees in the conviction that 
the loyalty of a secure and enthusiastic employee will - 
in the long run prove to be an invaluable company as- - 
set...' again, one of the Group's philosophies which per- 
colates down to the people and virtually to the tea bush, — 
which GGL nurtures so caringly. Or, as the Group's Chair- 
man, Peter Leggatt would put it — ‘Besides being a relax- _ 
ing drink, growing tea grows on you - tea is a philoso- _ 
phy of life. 
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Tea Facts 


Among the 3,000 different types of teas, some are 
Black Tea : Preferred in India,Pakistan, US, Russia and 
UK, these teas include the Assam, Darjeeling, Sri- 
Lankan and Kenyan varities. Fresh Leaves are al- 
lowed to wither and darken to take a characteristic 
blackish-brown colour. 

Green Tea: Consumed in Japan & China, tea leaves 
are lightly dried to produce these teas, which should 
be taken without adding milk or sugar. 

Oolong Tea : China consumes oolong tea which has 
partially withered and oxidized dry leaves. 
Flavoured Tea: Since tea leaves readily absorb 
flavours, it is possible to infuse it with flavours of 
rose,jasmine and orange 

White Tea : white tea is nothing more than the leaves 
of camellia Sinesis that have been processed a cer- 
tain way. It is the least common of the four types of 
tea (Green, Black, Oolong & white) White teas are the 
least processed and therefore tastes most like fresh 
leaves or grass. 


—From the world's largest, 
comes the world's finest. 
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Tea - Health File 


Today tea is no longer considered a as a colonial beverage 
buta next generation antioxidants, which acts asa preven- 
tion of cancer, heart disease and stroke As research into tea | 
intensifies scientists are reporting more benefits of drink- 
ing tea. The following provides a bird’s eye view of 
constitutents of the tender tea leaves that make it a unique 
tasty and healthy drink at the same time. 

Flavonoids: These are substances that reduce high blood 
pressure and harmful cholesterol and 1 reduce the risk of 
cardio-vascular disease 


Tannin: Adds flavour, astringency ind Bush to tea and 
has a soothing. effect on the stomach, helps prevent. in- 


. flammation and nervous disorders. 


Epigallocatechingallate: An organic compound effective 
in fighting viruses that cause common cold and flu. 


Saponins: These are substances that preveni fats from 
entering the blood stream 


Fluoride: A key element in promoting dene health, vital 


- for healthy teeth and gums. _ 
Thiamine: A key vitamin B that QS build concentration 


levels. 


E Caffeine: A mild stimulation findi in tea |. 
Vitamin C: This helps prevent gum infection and acts a 


resistance builder. 


Minerals: Tea contains crucial minerals such as Magne- 
sium, Potassium and Manganese. (Source Tata Tea Ltd) 


What The Tea Industry is Doing 


It’s one of the few sectors which is completely domi- 


nated by private players. Over the years companies like 
Duncans, Goodricke, Tata Tea, Williamson Magor and HLL have 


-led the business. However now there are new challenges. | 
The task before the industry is to find new avenues of 


marketing. So long India has enjoyed the position of a 
leader in the Export market. But now there are steep 


| competition from Srilanka. 
|^ -More importantly, the teas are coming: from low-cost pro- 


ducing countries such as Vietnam with average unit values 


.. touching as low as Rs 30 a kg. This has raised the specter of 
^. poor quality tea coming to India for blending with our own 


tea for re-export, According to Mr.Nabakumar Das, Chairman 
Tea Board India "the greatest challenge for the tea industry 
is the high cost of production" Some 2,12,00 hectares i.e. 


.close to 47. percent. of the tea bushes are around 40 years 





old and in vt Inerable situation with extremely low yield. 
According to Mr. Das, major effort by way of replantation 
and rejuvenation of this gardens are required in the next 15 
years to improve the quality of tea production. 

Another aspect, which concerns the. industry, is brand- 
ing. Branding is must for value addition. Packet tea is not 
only convenient but also ensures that. chances of adding 
spurious element are negated. However, companies 
must ensure that brands are built. atound quali ; peand 
standards are maintained. Aou e | 
The Government is also playing e a. “major: role: The re- 
moval of AED announced in the budget. will immensely - 
help the industry by generating more funds, which can 
be used for increasing orthodox production and generic 











TEA FEATURE 


promotion of tea, which is more popular in the export 
market. Also reduction of taxes on import of machiner- 
ies from 25% to 5% will definitely help the industry to 
adopt more advanced machineries and help reducing 
the cost of production as well as ensure more quality 
standard. 

The positive things is that more and more producers are 
realizing the importance of improving the quality and 
hence they are taking lot more initiative to improve pro- 
ductivity both qualitatively and quantitatively. In South 
India companies have already taken the initiative to tap 
the speciality tea market. Tea Board is looking forward 
to strengthen this effort in other parts of the country in 
near future. 






" RATIOS ORY ee 
ore Tea-A Passion of Purity | 


T 'remier's Tea Limited was founded by Mr. H.A.Shah — 
in 1988. Being a tea lover himself his dream was to p 
A fi -up the vacuum in the tea segment, which is value- — 
added tea of the gourmet variety, catering to the 
niche market. Although India is known as quantity & - 
quality producer, but absolutely pure Indian tea was — 
rarely available at that time in the international mar- - 
ket and if available at a very high cost. The reason - 
being garden owners, in spite of their good inten- | 
tion, donot have the wherewithal to eliminate impu- - 
rities/foreign/unwanted material. This resulted im- - 
porters to clean tea abroad mechanically at high cost - 
thereby making it expensive. A 
So it was Mr. Shah dream to provide the connoisseur - 
E tea world over, a taste of exhilarating tea-drinking 
experience at a reasonable cost directly from the : 
country of origin. With this in mind Premier's set up 
i 's first tea cleaning, processing, blending and 4 
packaging unit in 1993, manufactured in India based 
on Japanese technology. “From then on started the | 1 
journey towards excellence in purity and quality" - 
Says, Mr. Shah. Premier’s today has set its sights - 
higher in terms of providing finest quality, hygiene 
bulk tea in aluminium foil vaccumised sacks for Do- - 
mestic and International packers based on Interna- - 
tional Packaging standards for those discerning tea — 
lovers, who want to make tea drinking an Exhilarat- - 
ing experience. 
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PROMOTIONS 
Drinking Tea Everyday can Keep the Doctor at Bay 


Tea is a naturally refreshing drink and taken on its own 
has no calories, so it’s the perfect drink to keep you look- 
ing good and feeling fit. When taken with milk, as is the 
preference with 98% of the population, four cups of tea a 
day can provide you with significant amount of following 
nutrients: approximately 17% intake of calcium, 5% for 
Zinc, 22% of B2, 5% for Folic acid, and Vitamin B1 and B6. 
A cup of tea is also a good source of manganese, which 
is essential for general physical development, and po- 
tassium which helps to maintain your body’s fluid bal- 
ance. 





Par-Tea Summer 


This summer chill out with your friends by infusing Iced 
tea. To make it a great pitcher simply double the amount 
of tea leaves and garnish with mint or lemon to make it 
tastier. 


The Beauty Factor 


For the Beauty conscious, tea helps reduce skin damage 
and certainly unlike coffee, which has considerably high 
caffeine content Tea does not lead to stress. In Fact it is 
a stress reliever. And, it is a known fact that major brands 
like Tropical Paradise, Michael Jordan Cologne, Eliza- 
beth Arden and Calvin Klein’s CK-One use tea infused 
fragrances. 





A large engineering co. situated in Gujarat 
having turnover of around Rs. 300 crores 
looking for : 


VICE PRESIDENT (FINANCE) 


The [nicinibéni should be qualifie Chartered Accountant and/or E Graduate in Finance: 
Job Profile & Experience: 
He should have more than. 20 years experience in dealing with : 


e Financial Management i inc tuding resources planning and mobilisation T innovative 
financial methods. 


+ Formation of accounting petens procedures and compliance with Indian and International 
accounting standard. 


+ Designing & implementing system andis processes in E.R.P. with sound intema! controls. 
+ Designing & implementing budgeting & monitoring system. | 
e Handling of legal methods including issues relating to Income tax, Indirect taxes and Company Laws. 
+ Knowledge of computerization is essential. 
Candidate meeting with the above criteria and interested to join the company 
may apply within 15 days to: 


Box No. B-14 - C/o. Shree Giriraj Advertising & Marketing 
B-14, Satellite Plaza, Nr. Mansi Complex, Vastrapur, Satellite, AHMEDABAD- 380 015. 
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BROWSING 


Ananda Mukerji 
MD & CEO, ICICI OneSource 


IAM reading Jagdish Bhagwati's IN 
DEFENSE OF GLOBALIZATION. It is 
eminently readable and I would rec- 
ommend it for those interested in the 
phenomenon. We are seeing both a 
strong momentum and an apparent 
inevitability of globalisation, as well 
as growing protests against it — sur- 
prisingly most vocally from the devel- 
oped countries. This will be the dom- 
inant debate in the next decade, 
similar in scale to the capitalism vs 
socialism debate not so long ago. 
Iread some business books, but 
tend to get bored with self-eulogising 
autobiographies by corporate icons 
or desperate attempts by writers to 
introduce high drama into a man- 
ager's job. Mostly, I read fiction, rang- 
ing from bestsellers to spy thrillers of 
the Cold War. I also read lots of Indian 
writers who write in English. I think 
they have filled a big gap for people 
like me, who primarly read in English 
but to whom context is important. Bi 


ALERT 
Secrets Of Economic Indicators 


By Bernard Baumohl 
(Wharton School Publishing) 





The book is a fairly com- 
prehensive guide to un- 
derstanding US eco- 
nomic indicators, with 
just a chapter towards 
the end about other 
parts of the globe. A 
book like this for India 
would be great, but then, we'd 
need to have a range of data that 
isn't five years old. 
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SRINIVAS HEBBAR 


HE Future Of Knowledge And 

Culture is as intimidating as 

book titles can get. And this 

one lives up to its threat by and 

large. It is a loose collection of 

some 60 essays intended to be 

a critique of what, in the popular imagi- 

nation, is ‘progress’, ‘development’ and 

‘nation-state’. But there are the odd ones 

out, such as a paean to stone (yes, stone) 

and records (of the Guinness Book vari- 

ety) that test one's intelligence as to their 

presence. No matter, treat them as 

charming digressions. The bulk of the 

bookis a relentless assault on all notions 

of progress, ambition and hope for the 
future that ordinary mortals nurture. 

Ordinary people, including this re- 


viewer, understand this is 
not an ideal world. There 
is crushing poverty, injus- 
tice, exploitation, envi- 
ronmental problems, ur- 
ban decay, war and much 
else. But to blame all this 
on 'development and on 
the concept of nation- 
state is merely the think- 
ing man’s way of concoct- 
ingan answer where there 


isnone in sight. 


SELECTION 


There are no 
crystal balls 


AN answer 











The compilers, Vinay Lal and Ashis 
Nandy, say in their preface: "So compel- 
ling is the idea of the nation-state that 
even entities such as India — which was 
a civilisation long before it was anything 
else, and an empire before it was a na- 
tion-state — have forsaken their more 
complex civilisational identities for the 
dubious advantages of modern political 
engineering within the contemporary 
nation-state system. As the recent ex- 
pressions of India's nuclear ambitions 
show, even an ancient country, in its 
haste to arrive on the world stage as a 
great nation-state, can forget that as a 
civilisation it might have been poised, in 
thelong run, to be a far greater player." 

Could be. But, in the long run, to 
quote John Keynes, we are all dead. Let 
us not forget that this 'great civilisation' 


VINAY LAL is associate professor of history at the 
University of California, Los Angeles, where he 
teaches a broad range of courses in Indian history. 
He has written several books, the most recent being 
The History of History and Empire of Knowledge: 
Culture and Plurality in the Global Economy. 


ASHIS NANDY is senior fellow at the Centre for the 
Study of Developing Societies, Delhi. He has worked 
in unfamiliar terrains of social knowledge such as fu- 
ture studies and post-development visions, and is the 
author of over 15 books, including The Romance of 
the State and The Fate of Dissent in the Tropics. 





sumers go and do exactly what they 
want to. All the sneering by experts be- 
fore its launch could not stop the Getz 
from doing well. 

This is not to say that Ghose's book 
is bad. It is an interesting read, if mar- 
keting interests you. But it's also a book 
that can bug you. It dismisses every- 


LTIMATELY it is all in the mind... the 


battle for brands," says Shyamal 
Ghose in his book, The Practice Of Mar- 
keting: Science Or Superstition? | just 
wish he would take the mind for what it 
is — irrational and impulsive. 

While society and researchers like 
to cluster us, build tools and feel good 
about being able to predict what we will 
do, the fact is they do not know what we 
will do. After all the hair-splitting that 
Ghose and writers like him do, con- 


eaa daa HOS a a da eda An HORN NIS 


THE PRACTICE 
OF MARKET- 
ING: Science Or 
Superstition? 


R. Genalikrishnan 


By Shyamal Ghose 
Roli Books 


Pages: 276; 
price: Rs 295 
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THE FUTURE OF 
KNOWLEDGE & 
CULTURE 

Edited By Vinay Lal & 


Ashis Nandy 





was falling apart and was ripe for the 
picking when the British walked in. 
Rather, it was the East India Company 
that took over India, a bit like the merg- 
ers and acquisitions of today, give or 
take a few thousand lives. 

The authors continue in their pref- 
ace: “The story is similar with respect to 
all the other principal orthodoxies of the 
day. To question ‘development, for in- 
stance, is to virtually declare oneself 
mentally ill...” The alternative model ap- 
parently is to have small self-contained 
communities, satisfying simple needs 
and not blinded by false notions of 
progress. All of these words can be putin 


quotes and questioned: ‘small’ (few . 
houses, a village, small town?); 'self-con- - 
tained’ (having a population of about 


1,000 including a doctor, dentist, sur- 
geon, hair stylist, veterinarian, carpen- 
ter and, that rare species, electrician); 











(from the first two editions) of Nicolaus: 
< Copernicus's De Revolutionibus, the | 
book where the suggestion that the sun, | 

| 


call it... 


‘satisfying (having no 
more needs, having 
more than one's needs, 
suppressing needs, or 
carrying on regardless?). 
In sum, anything can be 
questioned. 
Globalisation is colo- 
nialism by other means. 
Granted, the purpose of 
it could be that, but the 
authors in this book, more than the be- 
nighted middle class, have drunk deep 


from the wells prings of globalisation. In 


a chapter titled 'Ethnic Cuisine, Nandy 
writes: "Before you dip into a fiery Thai 
curry, you might legitimately claim to 
enjoy the subtleties of Singha beer, 
which is after all a light ale, as the British 
Perhaps a Guinness, with its 
strong taste, will better survive the on- 


Slaught of chillies and spices. At least 


there is some chance that one's palate 


tendencies ES IE AER EU CREE RE ERR DERBI 


would be able to savour the stout's per- _ 


 sonality. But drinking a Guinness with a 
hot-and-sour soup would be consid- - 


ered blasphemous in the present dining 
culture of global metropolitanism." 

Such refined sensibilities, such arc- 
ane knowledge of global cuisine cannot 
be acquired by living on the outskirts of 
Madhapur or the bylanes of Karimna- 
gar. Meet Nandy, man of the world. 


ory. Someone spent 30 years. 
chasing down every copy — 








; ; net the earth, occupied the centre of our 
- universe, was first made. 


This odd Search was fepe : | 
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í maori (Random House) falls in | 


n——— —————— OITETIS 
















ched f for more copies, he fou nd that 
many copies. went to rival astronomets, . | 
most of whom were defending the. sta- 
tus quo. Yet their annotations show how 


. BOOKMARK 


Similarly, in a pointless essay titled 
'Records, Lal, perhaps in an unguarded 
moment, writes: "Few in India have tas- 
ted the Guinness stout, or even heard of 
it..." True, there are not very many truly 
global Indians. 

Atthe end, he says: "If the Indian ob- 
session with The Guinness Book is con- 
strued as constituting irrefutable evi- 
dence of Indians’ feelings of inferiority 
or their emulation of the 'achieving 
classes, and their commitment to 
modernity and the nation-state, per- 
haps one should also begin to view the 
record set by them as markers of the re- 
silience of a complex civilisation against 
the homogenising and deleterious ef- 
fects of modernity." Phew! 

Some ofthe essays are interesting for 
the information they deliver, such as the 
one on McDonald's by Lal and Ziauddin 
Sardar. A true eye-opener is the piece on 
automobiles, titled ‘Roads’, by C. Dou- 
glas Lummis. It is an example of how in- 
formation is more effective than arid 
opinion in making a point. 

My vote for the best essay goes to 
‘Democracy’, again by Lummis. The 
only true democracy is when voters 
decide every issue. Everything else is 
about empowering representatives, 
who then go about doing much as 
they please. a 








‘Arthur Koestler, who wrote in 
book on the early day: f. 
astronomy that sixteenth | 

entury Europe did not pay. 
much attention to De Revolu- 
tionibus. But then, in 1970, 
indere found a richi ly an- 
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. Copernicus's view finally preval led. It. 


paints a portrait of the times when the 
Dark Ages were just beginning to dift E 
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AE white paper: on € added tax (VAT) and 
E the Economic Survey 2004-05 do their best to 
. advocate the superiority of VAT, There i is no 

















xport incentive system is contingent on VAT: The taxis 
| simple and transparent, and it improves compliance. - 









ET 
: i: u pr opo: g e 
< “Sales Tax; an 

OE and other asso 
of possible revenue " 

pensation is pertinent not only - 


is and service tax (GST); scrapping Central | 
1drawing octroi, entry tax, stamp duties - 
ad local- level l duties. Thei issue 


; Task! Force ori indirect taxes argued, VAT elim- 
inates cascading effects. It promotes competitiveness of 
exports, and one shouldn' t forget that revamping of the 


ver, these advantages presupposea complete A 
ting taxation of service into VAT through the © 


have been more like 20 per 


with unification of state-level sales tax alone, one should 
have attempted a complete clean- -up through the 
proposed GST addressing possible revenue losses for 





jump half of it att the first. att mpt and leave the second - 
half for: a second try. There is certainly some reservation 
about contin ationofother indirect taxes beyond 1 April. 








Such an ov erhaul would have; ls 0 imparted Walspareticy | 
| totherates. i, | a 


With complete VAT, a | révenug- neutral rate should 
nt, instead of the12.5 per 
cent that masquerades as a revenue-neutral one. With 
. 12.5 per cent and additional 4 per cent for 270 commodi- 








ties, there are issues of revenue-loss compensation, al- 


-though a true revenue-neutral 
rate shouldn't have encoun- 


er a ditch, onecant T 


` for states, but also for local - 


bodies. If VAT is so desirable, 
why has the deadline been 


With the indirect tax structure 
in a mess, the half-hearted 
step towards value added 


 tered problems of revenue- 
loss, at least in the aggregate. 
Barring the transient problem 


. missed thrice? Why is- the 
. ^ deadline of 1 April also uncer- - 
== tain? Why is there such glo- _ 
tous uncertainty over VAT? 
^5 o Pive BJP-ruled states — Rajas- 
than, Madhya Pradesh, Chhat- | 
. tisgarh, Gujarat and Jharkhand - 
— don't want it. Uttar Pradesh 
ig doesn't want it either. But the 
‘< BJD-BIP government in Orissa . 
is going ahead. Sois Delhi. And | 
Haryana already has VAT. | 
When P Chidambaram's 
<; > -- deficit figures for Budget 2005- 
|. 07 06 were questioned, a point » 
was made that there are no provisions for revenue-loss 


















`- 2005-06. TH 
Pc "sation of 100 per cent in the first year, 75 per cent in the 


F thisi isnotincentive enough for states to implement VAT. 


p difficult. There is isno denying that evasion is rampant, with 
onnh men of ray both. on excise ands sales tax. 






v tt e repe tax structure in ahe mess, ‘the half-hearted 
sep: towards VAT was unwarranted. Instead of partial VAT, 





Eo compensation to states consequent to VAT. The finance - 
- minister may have had inside knowledge, courtesy the” 
oe Empowered Committee, that complete VAT is unlikely i in. 
ere is an agreement of revenue-loss compen- 


= second year, and 50 per cent in the third year. But clearly, . 
| hencebeacaseto postpone the deadlineunt 


tax was unwarranted 


VAT 


2005 


rassment which are genuine. VAT isn't only about state- 





. -. Itis possible to argue that the BJP now in Opposition, | 
“is being perverse, and is pandering: to its trader support- 
base; After all, VAT's two-point check makes evasion | 


level legislation, which hasn't been un 


beaset of VAT-implementing states and a si 


of greater compliance costs, 
. compensated in the medium- 
_ term by efficiency gains, a true 
 revenue-neutral rate wouldn't 
“have also hada price impact in 
 theaggregate. And perceptions 
about possible price increases 
. can't be discounted either, Not- 
withstanding the white paper 
by the Empowered Commit- 
- tee, governments (Centre and 
_ states) haven't done enough to 
_ create awareness about VAT. 
J... This. gets compounded by 

| | perceptions about possible ha- 





ified sufficiently. It | 
is also about rules and assessm ient; and classification. Un- 


til these become transparent and training is imparted to 
- sales tax officials, the trader community legitimately feels | 
that harassment from sales tax officials will simply spill uu 
over. Despite the negative signal imparted, there may | 






uch issues 
on,therewill 
etofnon-VAT _ 

ones. Arbitrarily, the VAT rates of 4 per cent and 12.5 per 
cent will perhaps have to be altered to 4 per centand8 per 
cent, for conformity with sales taxrates in non-VAT states. 


are sorted out. In the absence ofsuch ad 


`} Sales tax exemptions will continue in non-VAT states. 


Producers will get input tax credits. only i in VAT states. 
Confusion will reign about inter-state trade. This defeats 
the purpose: unification across states. Without all major 
states on board, there can't be a sensible VAT. Instead of 
one for all and all for one, we will now have a free for all. fii 
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DOES YOUR COMPANY 
CASH FLOW STATEMENT 


REFLECT ENERGY EFFICIENCY 
AS A SOURCE OF REVENUE ? 


IF NOT... 
You may be missing out on a bright 
business opportunity 





Energy efficiency helps in 
Conserving Environment and 
Reducing Pollution 


IREDA makes it easy with attractive financial packages 
COME TALK TO US... 


A 


— ene no Development Agency Limited 
Government of | 
IREDA nmi Hab bitit Corta Cor mplex, Core-4A, East Court, 1st Floor, Lodi Road, New V Du-t10 96 (NON 
Cont 








Let's create a better future with Energy Efficiency ! 


at : 1600 111 440, 1600 111 ee ‘oll Fr Free) Ema il : ee@iredaltd. w.iredaltd.com 
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It is the 
customer's vote 


which determines 


Looks like CIOs know we try harder! 


The Dataquest-IDC India Customer Satisfaction Audit rates Ramco as the No.1 Enterprise Apps Provider . 


Enterprise Apps Scorecard 2005—The year CIOs made an important discovery—th 
| Enterprise Solution that many of them started to implement : 
years ago, was now, only ready to handle the business environmen 

87.4 86.3 that existed 2 years ago! 
| 85.3 Industry Average 85.0 So, when DataQuest—IDC India asked them to vote for the mos 
84.5 critical factors for Enterprise Applications, they rated 'quic 


delivery and installation’ as extremely important factors fo 
satisfaction. This dramatically altered the ERP Scorecard and w 


SLI 80.9 shot right up to the No.1 position. 
We won their confidence because we were perceptive enough t 
realize that CIOs head companies which are constantly evolvin 
| & E and servicing demanding customers on a 24 x 7 basis. They all wan 
9 o p ki o a solution which equips them with the adaptability and agility t 
E S z E E Q exploit every business opportunity that comes their way. 
S 

© (Y = a © We have proved it and we have won laurels. Try us out—becaus 

we'll really try hard and win your confidence too. 

*Dataquest-IDC India: Customer Satisfaction Audit 2005 e-mailusat info@rsi.ramco.com 
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RAMCOL) 


www.ramco.com 


Where enterprise solutions meet business reality 
€ A ž f 


Systems - Part of the $300 Million+ Ramco Group * 1000+ Customer locations in 40 countries * 1,00,000+ user 


THE AMBANI NEGOTIATIONS (tee ^;Es^- SAUDI ARAMCO EYES INDIA 
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Stori 


Clothes with a twist 


Sinful Satin. 


* Æ d Caress of Double Hundreds cotton with satin weave, now for the discerning few. 
SN S SS. S The special wrinkle free process retains the feel and comfort of cotton and beams 
NO S SS . the sensuousness and radiance of satin. Take your pick from an array of colours. 
we —  Simplysinful. Wear it to feel it. 
p 





Wolf - 0415 





Exclusive Stores: AHMEDABAD: Law Gardens - Ph: 55251166 + CHENNAI: No. 06, College Road - Ph: 52065670 //Spencer Plaza, 3rd Phase - Ph: 28491170 
GURGAON: DLF City Centre Mall - Ph: 5068375 + HYDERABAD: Prasad's Imax - Ph: 23450288 « SECUNDERABAD: ParkLane - Ph: 55208970/71 
KOLKATA: City Centre, Salt Lake - Ph: 23584550 + PUNE: Bund Gardens - Ph: 26053070 * RAIPUR: Katora Talab Road - Ph: 2422212 


Also available at: [Pantaloons} ED © CENTRAL and all leadina Stores E-mail i infaM@ectariwarlda CAM wrururoctariurnacl!A An 


FLIGHT SCHEDULE 


DELHI - TAJ PRESIDENT, MUMBAI - DELHI 
KOLKATA - TAJ CONNEMARA, CHENNAI - KOLKATA 
BANGALORE - TAJ PRESIDENT, MUMBAI - BANGALORE 
MUMBAI - TAJ RESIDENCY, ERNAKULAM - MUMBAI 
MUMBAI - TAJ RESIDENCY, LUCKNOW - MUMBAI 
DELHI - TAJ RESIDENCY, LUCKNOW - DELHI 


DELHI - TAJ RESIDENCY UMMED, - DELHI 
AHMEDABAD 


Launching the Taj Business Hotels - Air Sahara Weekend Offer 
Hotel stay + return air ticket at return air fare only 


Business Hotels 


Yffer valid till 31st August, ‘05. Offer on single occupancy in a standard room for 1 night and 1 return air ticket, Fri/Sat check-in and Sat/Sun/Mon check-out and inclusive of 
surrent taxes. Additional nights at 30% discount on published rates. Offer subject to availability. Black-out dates may apply. For reservations, call Toll-free 30302020 or 1600 223 020. 
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Q Your cover story gave too 
much credit to old stalwarts. For 
decades, The Hindu has been 
read in Chennai households ev- | 
ery morning along with sacred 
mantras. But it has reached a 
point of inflection. It is often deliv- 


ered late. Its Left-leaning content does not appeal 









—— LÀ 
— - eaa 


to the younger generation. My parents may not stop subscribing, 
but the youth and new entrants to the city will seek out alternatives. 


Prashant Ganti, posted on BW website 





THE HINDU LIVES ON 

Breaking News' (BW, 28 March) 
should have looked closer at the con- 
tent and markets that different 
newspapers and magazines serve. For 
instance, Tires of India caters to a 
different audience than The Hindu, 
and The Telegraph obviously caters to 
different tastes because it is based in 
Kolkata. Personally, I think The Hindu 
is the paper that is unbiased enough to 
be worth calling a newspaper. The 
Hindu should expand to across India to 
cater to more people like me. 

Arun, posted on BW website 


A MOUTHFUL OF BRANDS 

The Dabur acquisition of Balsara came 
as a real surprise to me, because 
Balsara brands like Promise, Babool, 
and Odonil have very strong identities 
and have been in the market for a long 
time. The most interesting thing to 
watch will be how Dabur manages its 
brands in the oral care economy 
segment. After the acquisition, there is 
a possibility that Babool and 
Dantmanjan will be fighting each 
other. Dabur should stop marketing 





. Dabur on 


| Chyawanprash : 1 : re 
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Dantmanjan and promote Babool (as it 
has a Rs 57 crore market!) and fight it 
out with other oral brands instead of 
fighting itself. 

Raghavendra Thota, via email 


DELHI’S RAGING BELLY 

Delhi's belligerent behaviour is not the 
result of money, nor people nor the 
North Indian ethos. (‘Delhi: India's 
Belligerent Metro’, BW, 28 March). The 
reasons for the attitude are incomp- 
etent traffic management, ineffective 
litter control, badly designed infra- 
structure, illegal buildings, and so on. 
When this happens in posh places like 
Lutyens Delhi, indiscipline is a given, 
which is followed by belligerence and 
petty crime. This leads to a relaxed 
attitude towards more serious crimes. 
Even I ignore deaths caused by 
accidents and the fire hazards I see 
around me. 

If the governance in cities like 
Singapore and London were to become 
more like Delhi, then the people of 
those two cities would start behaving 
like Delhiites too. 

PAR. lyer, Delhi 


| CORRIGENDUM 

In a photo caption on page 46 of 

the article ‘BPO 2.0’ (BW, 4 
April), H.R. Srinivasan was 
incorrectly identified as working 
with Scope e-Knowledge. He is 
the founder and CEO of Take 
Solutions. We regret the error. 


Write in at 
editor@bworldmail.com 
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Top ranked architect. wildlife enthusiast. 
Carnatic vocalist. Hopeless foodie. She's Shobana Nair. 


And she's just one among the 5 43 233 Keralite 
women who swear by Vanitha. Wanna get talking? 


landmark circulation figure of 5 lac, Vanitha also offers 
you over 55 lac readers every fortnight. Making it the | [Agia largest sold and read 
only smart way to talk to the market savvy Malayalees. magazine for women 


The first women's magazine in the country to cross the ms 2 
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cover srory 22| 1NNGia and China 


Indias relations with China is improving. In the backdrop is India's larger efforts to reposition itself in 
Asia. From West Asia to East, new possibilities are suddenly opening up. A measured view of the 


India-China relationship and its future. 


. Interview What will shape India-China ties? Chinas ambassador to India, Sun Yuxi, shares his 


vision in this exclusive interview. 


| Saudi Oil Assurance 


Oil minister Mani Shankar Aiyar's 
diplomatic skills come to the fore as 
he gets an assurance from Saudi 
Arabia that it will supply India with 
whatever quantity of petroleum it 
will require in the future. 





« Aiyar: Breathing a little easier 


| Gartner The numbers and an upbeat industry belie the 
tech research outfit's predictions about BPO in India. 


| POSCO Despite the Korean steel major threatening to 
take its plant to China, the logic is not compelling enough. 
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[he Reliance Deal 


The feuding Ambani brothers are 
on the brink ofa settlment to divide 
their business empire. What willthe Ẹ 
deal entail, who will get what and 
why? BW gets behind the scenes 
and puts the pieces together. 





Anil Ambani: Will he get control p 
of Reliance Infocomm? 


‘Patents The new battleground is the World Intellec- 
tual Property Organization. And this time, India is in the eye 
of the storm. 
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India-China-US triangle 


NDIA hasn't had to live with a neighbour far more pow- 
erful than itself on almost all fronts. That could soon 
change. China's economy has become twice the size of 
India's, and it is fast becoming the dominant power in 
Asia. What pressures will this put on the relations be- 
tween the two giants, and how will the rest of Asia respond to 
this emerging geo-political reality? That is one set of questions. 





Now comes the second set. Fast-growing India and faster- 
growing China are together making Asia the economic centre 
ofthe world, much as Europe once was. As this century wears 
on, Asia will increasingly provide dynamism and leadership to 
the world. What will this mean for global power equations, and 
how will the rest of the world adjust to it? 


Between these two sets of ques- 
tions — or power shifts — lie big 
opportunities and threats. The 
two great civilisations could co- 
ordinate their actions better and 
play a larger role in the world. Or 
they could start the slide into 
deep antagonism. 


Businessworld 


These are the issues India is 
grappling with, as both China 
and the US court it as a potential 
geo-political partner. Realpolitik dictates that India should 
deepen its engagements with both. Despite their wariness of 
each other, US and China share a far more intense economic 
and political relationship than India and China do, or even In- 
dia and the US do. In the emerging India-China-US triangle, or 
soft balance of power, Indias relationships are the weakest . 





But what India needs to do most of all is speed up its economic 
growth — if it doesn't want to live in the shadow of its neigh- 
bour. Our China correspondent Jehangir Pocha puts the India- 
China story in its larger context, shorn of clichés and myths. 


The Reliance story is a must read if you want to know what 
really is going on behind the scenes. That's on page 38. 


Lastly, BW's winning streak continues. Last week, senior corre- 
spondent Nandini Vaish won the Polestar award for IT jour- 
nalism. She is one ofthe youngest members of the BW team. 
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TONY JOSEPH, EDITOR 
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ANI Shankar Aiyar's oil 
diplomacy may have got 
its biggest booster yet 
during his four-day visit 
to Saudi Arabia last week. Sources close 
to the union oil minister's discussions 
there told BW that Saudi Arabia has as- 
sured that it will meet India's oil de- 
mands, however large, in future. At pre- 
sent the desert kingdom accounts for 25 
per cent of India’s crude oil imports. 

Aiyar has been obsessed with secur- 
ing India's oil supplies for the future. 
And much of his maneuverings should 
be seen in the larger context of India's 
race for oil with China. The two oil hun- 
gry economies have been trying to 
outdo each other in a bid to secure their 
own oil supplies for sometime now. And 
for his part, using primarily his skills as a 
diplomat, Aiyar has been wooing global 
oil majors to form 





strategic  partner- 

ships with their In- Anup Jayaram 
dian counterparts. reporting from 
AiyarsSaudivisitisa — Saudi Arabia 

good example of 

how that is working. 


The sense I get is that not only are 
the Indians thrilled at the prospect of 
having access to Saudi's huge oil re- 
serves, but the Saudis too are tickled to 
have India as a partner. In the world of 
diplomacy, where gestures signify in- 
tent, the significance of Saudi petro- 
leum and mineral resources minister Ali 
Al-Naimi being by Aiyar's side through 
out his visit hasn't been lost on any one. 

Aiyar says this is a revival of India- 
Saudi Arabia ties. "We have to have our 
feet on the ground with the hydrocar- 


FTER becoming the second 

largest spirits producer in the 

world, Vijay Mallya is aiming at 
the number one slot. He wants to do 
that in 3-4 years "by actively seeking 
global acquisition targets", as a United 
Breweries (UB) executive puts it. 

Mallya is yet to spell out his global 

roadmap, but its broad contours are al- 
ready evolving. For starters, the UB 
Group would like to take some special 
Indian products global. It could be feni 
or Asha liqueur, which is manufactured 
by an Udaipur distillery Mallya acquired 
from an erstwhile maharaja. 





- OIL DIPLOMACY 








bons sector" he 
said. The relations are expected to touch 
another high when crown prince Abdul- 
lah Bin Abdul Aziz visits India later. 

As the first manifestation of closer 
relations between India and Saudi Ara- 
bia, India's state-owned Hindustan Pe- 
troleum Corporation is looking to in- 
vest in the 20 million tonne per annum 
(mtpa) Yanbu refinery in Saudi Arabia, 
which will cater to the Western Europe 
and the US markets. 

More significantly, Saudi Aramco, 
the world’s largest oil company with re- 
serves of 260 billion barrels of crude, will 





lf 





invest in HPCLs Visakhapatnam refin- 
ery, which is doubling capacity from 7.5 
mtpa to 15 mtpa at a cost of about Rs 
5,600 crore. Saudi petroleum and min- 
eral resources minister Ali Al-Naimi 
said: "I have given my blessings to the 
project. Now it is for the companies to 
work out the commercial agreements." 
The state-owned Aramco wants to use 
the Vizag refinery to meet the demand 
for petroleum products in the Far East. 
The Vizag deal also shows how Ai- 
yar’s mind is working. If getting Indian 
companies to invest abroad is one way 
of securing the country's oil interests, 


UB GROUP 


Now, for the global pitch 


The group feels India could emerge 
as the largest dark rum supplier of the 
world. It also sees an opportunity in gin 
and vodka, as the economics of pro- 
ducing them here are favourable. ^We 
are looking at per bottle realisation," 
says Vijay Rekhi, president of UB's 
spirits division. 

Apart from margins, UB is also tak- 
ing a hard look at the packaging and im- 
agery of its brands. For this, it has been 


BUSINESSWORLD 11 APRIL 2005 


working with a top English design 
house. First, it is revamping Bagpiper, 
McDowell's No.1 Whisky and Celebra- 
tion rum. Next would be McDowell's No. 
1 brandy, Signature whisky, and the 
Riband range. It is also studying the 
possibility of sourcing bottles from 
Poland. All this is being done with an 
eye firmly on the global markets. ^You 
have to position yourself," says Rekhi. 
But Mallya's first task now is to inte- 





getting global petroleum companies to 
invest in India is the other. Says Aiyar: 
"The investments will be significant in 
both directions. It will be an example for 
the rest of Asia how trading relation- 
ships can be reinforced through mutual 
investments." 

The other interesting proposal for 
India is that of exploring for gas in Saudi 
Arabia, which has the world's fourth- 
largest reserves at 234.5 trillion cubic 
feet. Russia's LukOil has got acreage in 
Segment A in the Rab-al-Khali fields. 
ONGC wants a stake there, and LukOil 
sought Saudi approval for it. Al-Naimi 
says Saudi Arabia has no objections to it. 
State approval is important. When 
ONGC wanted to buy Shell's 50 per cent 
stake in Block 18 in Angola recently, it 
was barred from doing so by the govern- 
ment there. The deal went to China. 

Ofall the projects in the pipeline, the 
one expected to materialise the earliest 
is Aramcos setting up a commercial 
storage facility for Saudi crude in India. 
Unlike a strategic storage, here the 
crude will be owned by Aramco. India 
will be allowed to draw a certain propor- 
tion of the crude for its needs at market 
prices. Aramco has similar storage facil- 
ities in South Korea and the Caribbean. 

During the visit, Indian Oil Corpora- 
tion and Saudi Aramco have also signed 
a memorandum of cooperation in re- 
search and development in areas like 
corrosion prevention, lubrication tech- 
nology, sludge treatment and environ- 
mental-friendly fuels. For the purpose a 
joint committee will be constituted. The 
first meeting of the joint committee 
should take place in Delhi soon. B 


grate Shaw Wallace into the UB Group - 
and explore operational synergies in. 
production, purchasing, marketing 
and distribution. The biggest benefit 
would come from marketing: UB and 
SWC were spending Rs 200 crore 
each every year just fighting each 
other. Most of that money will now go 
to the bottomline. "The synergies will 
give us healthy cash-flows, which will 
give us the ability to acquire abroad," 
says Deepak Roy, CEO, TDV a UB 
group company. Let's first see how 
the homegrown blend works out. W 
RANJU SARKAR 
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VC Investments 
in BPO 


| Figs in $ mn. Excludes Daksh, 
| Spectramind and Gecis deals. 
1 Source: Nasscom and media 


The growth trajectory E 
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HE $12-billion South Ko- 
rean steel company, Posco, 
and the Orissa government 
are scheduled to sign an 
MoU for a $12.4-billion 
(Rs 39,000 crore) integrated steel plant 
in Orissa on 14 April. But Posco, which 
has admitted on a number of occasions 
that India is its best option, is still talking 
about its Chinese and Brazilian alterna- 
tives. So, will India get this much-de- 


ore allotted. But, there are chances of 
agreements outside the MoU to export 
small amounts of the allotted ore. BHP 
will be the operations & maintenance 
(O&M) operator for the mines and 
Posco will be the buyer. So BHP is likely 
to get an O&M fee. Also part of the MoU 
is the clause that the O&M operator can- 
not be changed. 

As far as supplying the 600 million 


| tonnesofiron ore is concerned, Orissa is 


sired foreign direct investment, which, if 


made, will be the biggest in India. The 
answer hinges on iron ore — rights to 1 
billion tonnes ofit that Posco has sought 
to set up its 12 million tonnes per an- 
num integrated steel plant in Orissa. 

The Union ministry is not ta- 
king Poscos threat of moving the 
plant to China very seriously. It 
feels that after missing the 17 
February date, the MoU would be 
signed on 14 April. Posco, too, 
says it would sign the deal during 
the month, though they are still 
negotiating about the ore. As a 
source says: "Its90 percent on; 10 
per cent is the ironing out of is- 
sues that remains to be done." 

At the time of going to press, 
the only details emerging are that 
the MoU is likely to be a tripartite 
one involving the Orissa Mineral 
Corporation (OMC), Posco and 
Australian mining company BHP 
Billiton. It also appears that 
Orissa was getting its way with 
the amount of iron ore to be re- 
leased for the project — 600 mil- 
lion tonnes. 

The sop Orissa is likely to give 
Posco is a state guarantee on ore 


GOUTAM ROY 





likely to restructure leases for mines that 
have not been properly utilised by ear- 
lier lessees and use deposits from there 


as well as from freehold mines. These 
, mines are likely to be Badamgarhpahar, 


Marantoli, Sundergarh and a mine 


POSCO 


Chances 
bright | 
for Orissa 


plant 


The deal seems to be on 
track despite talk about 
alternative destinations 


supply. This means that while Posco | 
would have no captive mines, OMC | 


would ensure that the plant gets the ore 
it needs. To be fair to Orissa, 600 million 
tonnes are likely to be more than 
enough for Posco's needs. About 1.7 
tonnes of ore is needed to make 1 tonne 
of steel. With the proposed plant operat- 
ing at full capacity of 12 mtpa, it would 
require about 20 million tonnes of iron 
ore a year. So 600 million tonnes would 
last Posco 30 years, a longish timeline. 
Also, in the MoU is the provision that 
the mining lease cannot be transferred. 


And more important from the point of | 


safeguarding national resources is the 
no-export clause in the case of the iron 


south of Kandhadar. The MoU is still be- 
ing given final shape and Orissa secre- 
tary for steel and mines and OMC chair- 
man Bhaskar Chatterjee has been 
camping in Delhi. 

All this has been playing out against 
the background ofthe investment being 
in made in alternative destinations. 
China seems to be the latest scare. But 
how realis the threat? "China is just a bo- 
gey,” says a senior executive at a steel 
major. And the facts seem to lend cre- 
dence to this view. However much 


China might be touted as an alternative | 


destination for Posco, it just does not 
have the requisite quality of iron ore. 
China's 472 billion tonnes might 
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seem impressive at first glance, but 97.9 
per cent of it has an average iron content 
of 32 per cent. "That is tantamount to 
red soil and any steel plant wanting to 
utilise this kind of ore will have to spend 
a huge amount on iron ore beneficia- 
tion, rendering actual steel production 
very costly," the executive adds. 

Orissa, on the other hand, has 3,204 
million tonnes of recoverable iron ore, 
of which 264.2 million tonnes is of high- 
grade (65 per cent or more iron). Be- 
sides, China has long been an importer 
of high-grade ore and is likely to con- 
tinue to do so. So, the Posco plant would 
have to operate with imported ore. Cur- 
rently, international market prices ofore 





are double that of captive ore. So the 
question is, if Posco were to go to China, 
where would it source the ore from, and 
at what price? 

Asfor Brazil, mining giant CVRD had 
stipulated that if the company wanted 
extra iron ore it would have to buy it at 
prevailing international market rates 
rather than captive rates — not what 
Posco was looking for. 

The Posco deal is not just about the 
single largest FDI in India. Orissa, too, 
has to tread a very thin line between 
swinging the deal and making sure it 
does not appear to be selling national 


| resources, in this case iron ore, cheap. 
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Unanswered questions 


3: [C] 


C| 


AST week, the $463-million 
drugmaker Dr. Reddy's said it 
will get up to $56 million from 
ICICI Ventures over two years 
to part-fund its effort to sell generics in 
the US. No equity will change hands. Dr. 
Reddys will pay the private equity firm 
an undisclosed royalty from sales for 
five years. Since there is no idea of the 
royalty, was the deal a good one? 

It promises the VC firm returns of 25- 
30 per cent. "Expected returns from this 
investment would be on a par with what 
wed expect from a traditional equity in- 
vestment,” says Aluri Srinivasa Rao, di- 
rector (investments), ICICI Ventures. 
Also, since it owns no shares, it would not 
have to wait for a favourable price to exit. 

Dr. Reddy' plans to file more than 30 
applications over the next two years, in- 
cluding some patent challenges against 
US Big Pharma and some difficult-to- 
make medicines. These will be costlier 
to take to market and will involve higher 
development and legal costs than plain 
vanilla generics. The deal will lighten 
some of that burden. Besides, rising 
R&D costs and slower growth have put 
pressure on Dr Reddy’s earnings lately 
and investors have come down heavily 
onit. Its share pricehas also dived 25 per 
cent from a year ago. The ICICI deal 
could help take the pressure off short- 
term profits. 

But industry insiders and analysts 











say the deal does not address Dr. Reddy's 
high-risk, cash-guzzling quest for a new 
drug. The discovery effort accounted for 
37 per cent of the company's $46-mil- 
lion R&D spend last year, but it grew 
much faster than the spend on the core 
generics business. What's more, 10 years 
of drug discovery has yet to bear fruit. 
And last quarter, Dr. Reddy's R&D spend 
was up to 15 per cent of its sales, from 10 
per cent in the same quarter last year. 

A J.M. Morgan Stanley note points 
out that managing the costs of generics 
should have been relatively low-priority. 
It says: "The key cost element dragging 
down the margins, with little hope of 
commercialisation in the next 4-5 years, 
was the new chemical entity pipeline. 
This is where the external funding is 
most required." Industry watchers are 
also surprised that the company is not 
using its cash reserves ($198 million in 
2003-04) to fund generics R&D. 

Dr Reddy has tried to address some 
ofthe questions. G.V. Prasad, vice-chair- 
man and CEO, does not rule out a simi- 
lar deal in future to derisk the company 
from the vagaries of drug discovery. He 
says that Dr. Reddy's is saving its own 
cash for geographical expansions, new 
businesses like biotechnology, and for 
acquisitions. In spite of this, the deal 
may have thrown up more questions 
than it has answered. s 
GAURI KAMATH 
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|,» affected states have a bigger AIDS 
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<Æ cause their lands were inundated 
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E now know how much 
damage was inflicted by the 
E tsunami that swept over the east _ 
> coast of the country on 26. 
; December, but nobody seems to be 
» interested. The World Bank, in _ 
; collaboration with the Asian 
' Development Bank and the United 
. Nations, has just completed. à 
mammoth Study on the impact of 
-the Killer wave on India's economy 
- and society. The Indian government 
a had commissioned this study. . 
~The main finding of the 
| preliminary report, which. was _ & 
released in mid-March, is that the 
overall reconstruction and ee 
rehabilitation needs are likely: to p 
cost $1.2 bilion, which will. require 
financing over the short and | 
medium terms. There will be no 
measure of the tsunami on. 
govemment revenues, however, - 
P because most of those affected are. 
in the informal sector and, bence; 
outside the tax net. 

The World Bank's report throws 
light on lots of interesting 1 facts. 
There were many cases where fami- 
lies headed by single mothers did. 
not get relief. Around 500,000 


cleared, and more will pile up once 
reconstruction starts. More than 

150, 000 houses have been dam- 
aged, and 70 per cent of them are 
kuchcha structures. Investments - 
will have to be made in public hospi- 


problem than the rest of the coun- 
try. Farmers will be unable to grow 


with brackish sea-water. About 
645,000 families have been af- 
fected. The World Bank also com- 
mends the govemment for the way 
> electricity and water supply were re- 


s communicable diseases. 


PRENNE CENE MCN MEM cM LM EE PEERAA : ; 


i 
n | in India picks up. Will gas continue 


— Gi ee et eke EMEN ts ek ge oe ee CEU NEC mni mtm 


1234 be ? 89 


i an je u Rajadhyakshs | 





[tis unfortunate that the World 
Bank study has attracted no public E 
| attention. Obviously, the TV cameras | 
are now focused on the sleaze i in 

: Bollywood rather than the devasta- 
tion in Tamil Nadu and Orissa, 


_ NDIA policy establishment — 
seems to think that natural gas is 
. the solution to our energy problems. 
_ itis cleaner, we have promising re- 
Serves and there are countries in 
"the neighbourhood who are willing 
to sell some of their gas to us. 

. The problem is that all this is 

` based on what economists would 

| call static analysis. The core issue is 
| what will happen when gas demand 































































tobeattractive? — 
The US Energy Department pub- | 
| lished its Annual Energy Outlook . 
.. 2005 recently. It predicts that US 
demand for natural gas will grow at 4 
 anaverageofi.5percentperyear | 
| till the year 2025. That's slightly — | 
more that the 1.4 per cent growth in | 
total energy demand. And what's | 
more, the report says that domestic | 
forcing the US to buy gas from other | 
countries. Natural gas imports will © 
grow at 4. 1 per cent, faster than 
crude oil imports. — . 
The upshot: the US will be ag- 

gressively buying natural gas from 
the global market. So also, one as- j 
sumes, will other big economies like | 
' Europe, China, Japan and India. The | 
most likely result of which will be ris- | 

ing natural gas prices. 1 


THOUGHT on 31 March, thelast | 

| day to pay taxes. Poland has 
just become the ninth country in Eu- 
_ rope to go in fora flat tax. It will 
have an 18 per cent rate fori income 
tax, corporate tax and value-added 
| tax (VAT). When will the flat tax revo- 
lution come to Asia? E 
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INTERVIEW: E. GUIMARAES 


Philips plugs for 
easy use tech 


TECHNOLOGY is Dutch consumer 
electronics company Philips Inter- 
nationals forte. But that was also 
what was holding it back. Ender- 
son Guimaraes, senior vice-presi- 
dent and head of global marketing 
management at the 30-billion- 
euro firm, tells BW's Aditya 
Khanna how it changed. Excerpts. 


m On what triggered the shift 
from a technology-led to a 
marketing-led organisation? 

The evolution of an organisation 
is a continuous process. We had 
been inward looking, even though 
our product innovations have 
been commendable. Worldwide 
market research revealed that 
[our] consumers were frustrated 
at how the digital revolution was 
making technology applications 
complex. There is no point in 
technological improvements if 
our consumers were not comfort- 
able with our products. 


m On how Philips will communi- 
cate its ‘simplicity’ credo? 

First, through our brand cam- 
paign. Second, through the three 
pillars encompassing our new 
products — customer-oriented 
design, easy usage and functional 
advancement. Our final product 
offering will be a combination of 
new products and changes in ex- 
isting ones. =i 


For the full text of the interview 
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HEMANT MISHRA 


INTERVIEW: ANNE BARNARD, BBC WORLD 


‘We are not going local’ 


BBC World, BBC International’s news 


channel, is the most visible public service | 


broadcasting (PSB) brand in the world, 


reaching 258 million homes in over 200 | 
countries. In India recently, its COO Anne | 


Barnard spoke with BW's Vanita Kohli- 
Khandekar about the business of news 
and the perils of being a PSB. Excerpts. 


m On BBC not being ‘with it’ in the hot 
Indian news channel market 

The news market here is vibrant. [But] 
we are not trying to compete on a local 
basis or with another language. 


py On balancing disinterest for news am- 
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FTER 40 years, Tamil weekly 

Kumudam has been over- 

taken by Ananda Vikatan, 
published by B. Srinivasan’s Rs 55- 
crore Vikatan group. The lead is 
small (8,393 over Kumudam’s 
422,141, July-December 2004) but 
it matters for two reasons. 

One, it is what Srinivasan, who 
has been expanding into other areas, 
needs to showcase Vikatan. Indica- 
tions are he might be raising money 
and, hence, is spending big money 
on promoting his five ‘Vikatan’ 
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DILEEP PRAKASH 


ong youth and the need to make money 

In the UK, specifically, there is a prob- 
lem with interest in younger people. But 
otherwise, we have found that our audi- 
ence is younger, 25-40 years. Across the 
region [Asia], countries are becoming 
more global. The younger age groups... 


| are interested in what an event means 


for the country or the economy. People 
in Asia consume more news than oth- 


_ ers. Losing youth viewership was true 
| forthe mid-90s. 


m On BBC's charter and the relevance 
of public service broadcasting 

Our charter is up for renewal in 2006 
and all indications are that it will be re- 
newed. There is, in England, a lot of sup- 
port for the BBC because of the Kelly af- 
fair. [The scientist committed suicide 
after a BBC report on statements he 
made under pressure about WMDs in 
Iraq]. In popularity terms, BBC won the 
argument especially because there was 
a lot of pressure. And BBC did not say 
‘sorry.’ The effort that people took and 
the media coverage of the charter re- 
view is an indication of how keen the 
people are that BBC should survive. 


m On news being sponsored 

There are differing views about it. Under 
the standard Ofcom (UK) licence, part 
of EU norms, we cannot sponsor news. 
It is not possible for us to sponsor busi- 
ness news in the UK, again under EU 
legislation; in Asia and the US we can. B 


TAMIL PUBLISHING 
Vikatan gets ahead 


brands that together sell a million- 
plus copies. He also plans to launch 
a Tamil personal finance magazine. 
Two, Vikatan has been trying to 
offer a wider audience to advertisers 
via TV, events and a website. It has 
80,000 online subscribers. 
Leadership helps when a com- 
pany wants to raise funds. WE 
VANITA KOHLI-KHANDEKAR 
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WHERE THE MILLIONS GO... 


ILL the world's central 
banks abandon the dol- 





lar and move into safer Jun-04 Sep-04 Dec-04 
pastures? A lot can | Foreign currency reserves* 119,511 119,579 131,178 
change if they do. Further fall in the dol- | 
lar could signal the beginning of the end Other forex assets held by Indians* 26,044 26,504 N.A. 
ofits status as a global reserve currency. Invested in international banks~ 43,454 47,666 N.A. 
Meanwhile, a recent study by the . "c | 
Bank ofintérmational Settlements 4 BIS) Invested in US securities 10,686 10,997 11,292 


says that Asian central banks, which 
hold $1.8 trillion of foreign currency re- 
serves, are gradually moving away from 
the dollar. But one central bank — our 
very own Reserve Bank of India (RBI) — 
has made a rather dramatic shift . 

In its quarterly review released in 
March 2005, BIS says that the share of 
dollar-denominated deposits held by 
Indians in international banks fell from 
68 per cent of total deposits at the end of 
September 2001 to 43 per cent at the 
end of September 2004. This is the 
sharpest fall seen in Asia, an indication 
that the RBI has been more eager than 
most other countries in the region to re- 
duce its exposure to a currency that has 
slid by 35 per cent against the euro since 
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RBI cuts 
exposure 


early 2001. 

India's foreign exchange reserves are 
$131 billion currently, with around $6 
billion being held in gold and with the 
International Monetary Fund (IMF). 
The exact proportion of Indian reserves 
held in dollars and other currencies like 
the euro is not known. 

And according to data from the US 
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treasury, Indian banks and the RBI hold 
a further $11.2 billion of US securities. 
However, the return on the RBI's foreign 
exchange reserves is abysmally low and 
has been falling — it fell from 3.1 per 
cent in June 2003 to 2.1 per cent in June 
2004. And, with declining returns, the 
opportunity cost of holding such high 
reserves has increased. 

Asian central banks are now the 
biggest investors into the US and have 
been almost single-handedly propping 
up the gigantic US current account deficit 
0f6.3 per cent of GDP (in the fourth quar- 
teroflast year) — and the dollar. 5. 
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SEBI 


. Weeding and seeding 


T has been 40 days since Mele- 

veethil Damodaran took over as 

chairman of Securities and Ex- 

change Board of India and he has 

made changes to some of Sebi's 
significant policies. 

On Day 17, Damodaran pulled the 
plug on Sebi's contentious Mapin data- 
base. The deadline for market partici- 
pants to get a Mapin card, which would 
have biometric information, was 31 
March 2005. It caused some panic and 
resentment since the cost was high at 
Rs 300, and there were not enough ser- 


vice providers around to issue the cards. 
Damodaran decided to scrap the dead- 
line and set up a committee to analyse 
the costs involved, and reexamine who 
should be covered under Mapin and 
how it should be implemented. The 
panel, headed by HDFC Bank chairman 
Jagdish Capoor, has five other mem- 
bers, including the National Securities 
Depository chairman and managing di- 
rector C.B. Bhave. NSDL was in charge 
ofissuing the Mapin cards. 

Day 33 saw the Sebi chief extended 
another deadline that was beginning to 
daunt India Inc. — implementation of 
Clause 49 of Sebi's listing agreement by 
31 March 2005. This calls for greater ac- 
countability of CEOs and CFOs, and 
rules that the audit committee should 
have a representation on the company 
boards through indepen- 

dent directors. Imple- 
menting it within 
time was proving to 

bea nightmare. 
And on Day 39, 

Damodaran increased 
the allocations to retail in- 
vestors in book-built issues from the ex- 
isting 25 per cent to 35 per cent. 

An impressive beginning. But can 
Damodaran truly turn Sebi around? Ni 
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— —Offbeat |s there smoke without fire? 


work within which foreign infrastruc- 
ture companies can function in India. 

Dhanendra Singh, secretary for 
roads and highways, countered all the 
allegations. He even said: "In India, 
projects are awarded only by competi- 
tive bidding and not on a nomination 
basis. We have had bad experiences 
with Malaysian companies. So it is not 
really fair to say that the problem lies 
with the Indian government alone. 
Maybe Malaysian companies should 
start operating more ethically." 

But an hour later, in his address, 
US ambassador to India David Mulford 


$150 billion of foreign investment 

in infrastructure over the next 10 
years could remain just a dream. 

At the India Infrastructure Summit 
organised by Ficci in Delhi, Abdul Rah- 
man Abdullah, chairman, Construction 
Industry Development Board of Malay- 
sia, made a presentation on how diffi- 
cult it has been for infrastructure com- 
panies from his country to invest in 
India. Among the ills, he listed delays 
in getting clearances and lack of con- 
sistency in decision-making, essen- 
tially the lack of a proper policy frame- 


| NDIA'S big dream of attracting 
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QUASAR INNOVATIONS 
Made in India 


HE first fully-designed, devel- 
T oped and made-in-India mo- 
bile phone is ready. But it is 
not being marketed in India yet. 
Bangalore-based virtual original de- 
sign manufacturer Quasar Innova- 
tions has introduced a mid-range 
handset for UK-based Primus 
Telecommunications, called the 
Primus PTL 910. 
The PTL 910 has 
a dual-SIM facility: a 
subscriber can have 
SIMs for Primus net- 
works in two coun- 
tries loaded; the 
phone automatically 
chooses the SIM de- 
pending on the loca- 
tion. It comes with 
global communica- 
tions services tech- 
nology, allowing sav- 
ings on international call charges. 
Says Andrew Reid, managing di- 
rector, Primus Telecommunications: 
"Quasar has an impressive under- 
standing of the mobile device. We 
needed a single-stop design house 
that could match our aggressive 
market expansion plans." 
Quasar develops handsets for 
other telecom companies also. E 
ANUP JAYARAM 








said: "US infrastructure companies... 
are definitely interested. But they have 
heard about power payment issues in 
Tamil Nadu and Orissa, the Enron de- 
bacle, and various disputes in the 
roads sector. Large investments in in- 
frastructure are happening from the 
US, but all the money is 'institutional' 
money instead of the direct invest- 
ment that the sector needs," he said. 
Is this just a perception problem, 
or is it time someone in the govern- 
ment took a hard look at the policies, 
regulations and procedures? Ww 
SUPRIYA KURANE 


IN June 2004, global online trading por- 
tal ebay paid $50 million to acquire its 
Indian equivalent, Baazee.com. Gil 
Penchina, vice-president, ebay Interna- 
tional, was in India to announce the in- 
tegration of the two sites and launch the 
ebay brand in India. He spoke with BW's 
Radhika Dhawan about the company’s 
plans to tap the potential of exports from 
India. Excerpts: 


m What are the growth plans for India? 

We are aggressive about India, and our 
plans are around the same areas as ebay 
[worldwide] has its businesses in. We 
have planned major investments to en- 
sure more people use the platform. We 
would like to be in every business cate- 
gory in India. We don't have enough of 
clothing. The really great products for us 
are those that people want to both buy 
and sell as they are constantly changing, 
like cell phones and baby products. But 


to me, the most exciting growth oppor- | 
tunity is in things where India is a centre | 
of excellence — textiles and gems — | 


and export them. 


B8 How do you plan to capitalise on this 
export opportunity? 

We will look at both the buyer world and 
the seller world. For the former, we are 
lookingat the demand in the US, the UK 
and Germany, [etc.,] for jewellery and 
gemstones, high-end leather goods, 
cultural goods, handicrafts, coins and 
stamps. We have specifically identified 
gemstones. Globally, 15 per cent of our 
trade is through exports. So we tell a 
small merchant that [to export to the 
US] he can hire an export agent there, 
take up warehouse space and find dis- 
tributors. Alternatively, he can put up 50 


items on ebay and see what the demand | 


SANJIT KUNDU 








ebay looks to 
tap exports | 
from India 


is. If [his products] do well, he can put | 
up 200 items and then decide to calla | 
better agent and show them the de- | 
mand. It's a great way to get your toe in | 
the water as the risk is virtually zero. We 
will go to the industry, the government | 
and the states [to educate them about | 
this opportunity]. 





m Wil ebay's immediate priority be 
getting more people onto the system, or 
making profits? | 





a! 


Its all about getting more people on the 
system. People on the Internet follow a 
very simple system. They get online al- 
most always because they want email, 
then they start reading news, then they 
shop. Once they see value in shopping, 
they shop repeatedly. That's when they 
realise that they can sell, too. So, for us, 
the growth here is in two parts — bring- 
ing people on and then watching them 
go through that evolution. 


m E-commerce in the travel sector has 
done very well in India. Will you tap into 
that channel? 

No. We have tried the channel with 
Priceline as a partner in the US. ebay is 
best at [providing] small merchants in 
highly fragmented markets a global au- 
dience. Travel is none of those things. 
Yes, there is alot of money there, but we 
dont think we are really good at it. 
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The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 


The BJP's 
decision 
not to 
introduce 
VAT in the 
States it 
rules 
Smacks 
of poor 
politics 

at the 
expense 
of the 
economy 





VAT behaviour 





is that? 


S my friend Jairam Ramesh says: 

“India is a country in which 

where you stand for depends 

upon where you sit.” Nothing 

could be truer regarding the 
Bharatiya Janata Party's decision not to intro- 
duce VAT in all the BJP-ruled states till such 
time as all other states do the needful. 

Public memory is short but, unfortunately 
for the BJB not as short as it would like. After all, 
people do remember that it was less than six 
years ago, in November 1999, when the BJP-led 
government at the Centre cajoled all the states 
to consider VAT. It constituted the Empowered 
Committee of finance ministers of all 29 states 
with Dr Asim Dasgupta, the finance minister of 
West Bengal, as the convenor. It is equally diffi- 
cult to forget that much ofthe preparatory work 
on VAT carried out by this committee occurred 
first when Yashwant Sinha was finance minis- 
ter and then when Jaswant Singh took over. 
People will also bear in mind that despite repre- 
senting a Marxist-ruled state which is politi- 
cally antagonistic to the BJB Dr Dasgupta exe- 
cuted his task with fairness and diligence. He 
was civility personified in his relations with 
both the finance ministers ofthe NDA. 

The VAT proposal was jinxed from the be- 
ginning. Set to be introduced on 1 April 2001, it 
was postponed thrice — each time for a year 
and always on the ground that not enough pre- 
paratory work had been done. Just weeks be- 
fore its introduction last April, it was plagued 
yet again. This time, finance minister Jaswant 
Singh pulled the plug, and justified it on the 
ground that it would be better for the system if 
every state adopted VAT simultaneously rather 
than sequentially, and that more time was 
needed to get the recalcitrant states on board. It 
seemed statesmanlike. Meanwhile, the target 
was again moved by a year to 1 April 2005. 

Itistrue that simultaneous adopting of VAT 
is better than a few states introducing it at a 
time. But that was just a convenient fig leaf for 
the BJB and not the real motive for the party to 
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turn its back on this piece of fiscal reform. 
When it occupied the Treasury benches, the 
BJP's public posture was that VAT was good for 
the economy; privately, however, the party was 
always disturbed and deeply divided. 

Basically, its supporters among the traders 
are totally against VAT, despite all that has been 
done to assuage their concerns. Actually, the 
traders opposition is just a red herring; it isn't as 
if VAT comes with more hassles compared to 
state sales taxes. The matter is far simpler. With 
detailed VAT records, it will become that much 
more difficult to dodge income-tax. Since small 
businesses and traders are some of India's 
greatest evaders of income-tax, they aren't ex- 
pected to welcome anything that could be the 
harbinger of more taxing times. Notwithstand- 
ing all the reform-like sounds that emanated 
from Messrs Sinha and Singh, they knew full 
well that VAT didn't have the support of the par- 
ty’s rank and file. 

Being out of government, the BJP was liber- 
ated of the yoke of statesmanship. In the oppo- 
sition, it could repeat the same excuse for not 
having the BJP-ruled states implement VAT un- 
til all others did so, but with greater stridency. 
So Yashwant Sinha could meet the press and 
proclaim why the BJP will not co-operate. And, 
thus, his party could significantly contribute to 
creating a crazy situation where the heartland 
of India will not implement VAT. Rajasthan, MB 
Gujarat, Chhattisgarh and Jharkhand wont be- 
cause they are ruled by the BJP; UP because 
Mulayam and Amar Singh are always spoiling 
for a fight with the Congress and the UPA. And 
in majestic southern splendour, Tamil Nadu 
wont because what Amma feels, Amma does. 

That's India’s economic realpolitik for you: 
speak about the need for reforms when occu- 
pying the Treasury benches and scuttle them 
when in the Opposition. The only true states- 
man has been Naveen Patnaik of Orissa. Des- 
pite beinga member ofthe BJP-led NDA, Orissa 
has decided to adopt VAT. If only the other non- 
compliant chief ministers were like him! g 
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| N 9 April, when Chinese premier Wen Jiabao. 
| arrives in India for a four-day visit, he will get: the first 
opportunity to size up his neighbour: and check whether 
China's recent r reassessment of India has been in the right 
direction. For Prime Minister Manmohan Singh and the 
rest of the Indian political establishment, this will bean 
opportunity to assess how far India's relationship with its 
eastern neighbour can — -and should - — go. There will be 
wariness, of course, but there will also be the hint of the 
possibility that, together, they e could d play: a better game in 
global politics. — 

Whatever be the results of this visit t there is no doubt 
that it will have implications! for the region and the rest of 
the world. There area lot of ideas about what can be done 
— from co-operating for « energy secur ity to creatinga 
























Free Trade Area to beat all free trade areas. Some of them | 


will fly and some of them will not. But whether they 
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knowit or r not, whether r theyar are Business decision- 
makers or policy- makers, everyone will be affected by 
how the India-China relationship develops. 

In this cover package, BWputs the India-China story 
in its context, shorn of the hype and the hoopla. In the 
first article, ‘India and Asia’, our China camespondett 
Jehangir $ s. Pocha looks at how India's Asia dreams are 
touching! the border with Europe, and how New Delbi is. 
positioning itself as the keyt transit point in. a seamless. 
trade route that could. run from Tokyo to Turkey, 

In the next article, Pocha wades through the key 
issues framing] India-China relations to present 8 o 
measured view of relations between the two roi bours. 









cement their growing arr 





HILE planning dinner one night, 
an American colleague asked if 
I'd like something Indian. “No 
thanks,” I replied, "I'd rather have 
something Asian." She looked 
quizzically at me before asking: 
"Well, isnt Indian Asian?" 

| Let's face it, we Indians have never really thought of our- 
| selves as Asian. Cartographers and imperialists may have de- 


cided to lump Saudi Arabia, Sri Lanka, the Philippines and 


Uo | Mongolia in the same continent. But to us, membership in 
Asia is merely a geographical fact, not a reality we live in. With 
a subcontinent to call our own and countless cultures and 
landscapes to relish, we Indians have always thought of our- 
| selves as something apart from the rest of the continent. 
But now, new political and economic realities are pulling 


all of Asia closer. And both Atal Bihari Vajpayee and Manmo- 
han Singh, wily readers of the global tea-leaves, have put in 
place the building blocks that, when complete, will reconnect 


After following an | India to both East and West Asia and fulfil Pandit Jawaharlal 


Nehrus ideal of turning India into the glue that integrates the 


inwar d - lo oking | twohalves of Asia. 


li fi al NE thing Iran's philosopher-president Mohammad 
po ICY OT Sever Khatami and Singapore's suave ex-Prime Minister Goh 


Chok Tong have in commonis that they have both been guests 


decades, India, under | of honour at India's Republic Day celebrations. It is no coinci- 


| dence that these leaders, from two radically different nations, 


Vajp dyee and now were invited to India’s most conspicuous national event. It is, 
in fact, the most emphatic statement, within the limits of the 

M h " h diplomatic code, on where India is placing its long-term bets. 
anmo an Ing ) Until very recently, India was most noted in Asia for its 
absence. "I'm not sure why India was so half-hearted about 


IS finally on d VOyage Asia. It removed itself from its own sphere of influence,” says 


Shi Yinhong, professor of International Relations at People’s 


e d | 
tO discover 1ts University in Beijing. 
But now things are changing. India, chaperoned by Singa- 
AS 1 an 1 d entity. pore, has become a summit-level partner in Asean, and plans 
. | tosigna Free Trade Agreement (FTA) with Asean by 2010. And 
| during Khatami's visit to New Delhi in 2003, he and Vajpayee 
had signed a landmark strategic co-operation agreement. 











Manmohan Singh with Chinese premier Wen Jiabao in Laos and with Japanese PM Junichiro Koizumi in New York 
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These are the first in a series of moves that promise to change 
the tenor of Indias relations with the rest of Asia. 

Economists estimate that India's FTA with Asean could 
raise bilateral trade to over $50 billion by 2010. With China, 
Japan and South Korea also working to establish their own for- 
eign trade agreements with Asean, India could become part of 
the world's largest free trade zone — with 2.7 billion people 
and $2 trillion in trade. 

However, when seen in the light of the strategic co-opera- 
tion agreement signed with Iran, India's eventual accession 
into Asean takes on new meaning. India has downplayed its 
accord with Teheran, but the agreement's astounding impli- 
cations could redraw the political and economic map of 
South-Central Asia. 

"Currently there is a gap between Asean and the EU (Euro- 
pean Union),” says Siyavash Yaghoubi, Iran s ambassador to 
India. “If India and Iran can start a partnership to fill this gap, 
in the long run we can hope to create an economic bloc of In- 
dia, Pakistan, Afghanistan, Iran and maybe all of Central Asia." 

Iran has agreed to supply India with oil and gas worth 
about $20 billion over the next 25 years. Indian firms will also 
be granted exploration concessions in Iranian energy fields. 
The possibility of constructing a $4-billion gas pipeline from 
Iran to India, via Pakistan, is also being explored. 

In return, India will help modernise Iran's armed forces by 
providing advanced software and upgrading its MiG-29 fight- 
ers and Kilo-class submarines. Janes and other defence ana- 
lysts report that Iran has secretly agreed to give India access to 
its military bases in the event of a war with Pakistan. 

More significantly, India and Iran will construct a new sea- 
rail trade link to get their goods into Europe, through 
either Turkey or Russia. There are already direct air links be- 
tween Teheran and New Delhi, and India has started con- 
structing a new port in Chabahar in Iran. 

A South-Central Asian trading bloc centred on India and 
Iran, the region's biggest powers, could bring not only pros- 
perity but also stability to the region. But the ultimate goal of 
the trading bloc is to become the pivotal link in a seamless 
trade-and-transit system that extends from Bangkok to Berlin. 

Indiais moving to improve its air and road links with Asean 
and has opened its skies to Asean airlines. New Delhi is also 





Vajpayee with Iranian president Mohammad Khatami in New Delhi 
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anchoring its growing Asean trade and transit ties with mili- 
tary agreements. India and Singapore already have an agree- 
ment on defence-related technology transfers and co-opera- 
tion between their air forces and navies. 


IDING a bumpy rickshaw along Phnom Penh’s idyllic 

French colonial-era streets is reminiscent of touring 
some Indian cantonment town. Frayed movie posters are 
pasted over each other on the walls. And from under palms, 
women in brightly coloured dresses delicately slice open the 
sweetest coconuts you will ever taste. "This is a country Indi- 
ans would find easy to operate in," says the head of a Cambo- 
dian non-governmental organisation. "Political ties between 
our countries have been very close and the business environ- 
ment and culture here is very similar to India’s.” 

During a landmark visit to Cambodia in 2002, Vajpayee 
had peppered his speech with allusions to the historic ties be- 
tween the two countries and announced a range of steps to 
boost bilateral trade, including a $10-million line-of-credit. 
But the Indian embassy in Phnom Penh, when asked how 
many Indian businesses were taking advantage of this open- 
ing, brusquely replied: "We have no investments here." 

At the highest levels, Indias government and business 
have shown themselves capable of conceiving grand strate- 
gies. The trouble shows up when the rubber hits the road. In- 
dia's ability to execute a link between Asia and Europe is far 
from assured. For one, it is not something to which India has 
an exclusive claim. Russian President Putin, during his visit to 
South Korea last year, brought up the idea of a rail link from 
Seoul to Europe via North Korea and Russia. China is also said 
to be working on a direct trade link to Europe. It is a race the 
best diplomats and fastest implementers will win. 

Stalled projects, failed agreements and unresponsive 
diplomacy have given India a dubious reputation in diplo- 
matic circles. "Starting in the early 1990s, we had very high 
hopes from India," says a Southeast Asian diplomat. "Many 
countries, including Singapore, Vietnam and Indonesia, 
wanted itin Asean as a balance against China. Though we kept 
tryingto woo India and placed some big bets, things moved so 
slowly that we lost hope." 

Efforts to create national confidence by pumping India up 





and with Singaporean ex-PM Goh Chok Tong in the island nation 
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Vajpayee with Cambodian PM Hun Sen and Indonesian president 
Megawati Sukarnoputri at the 2002 India-Asean summit 


Li 
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on good news and burying realities such as the deepening | 
caste and religious rifts and high levels of poverty do not, how- | 


ever, obscure these facts from outsiders. 


HINA has some desperately poor people too," says | 


Deepak Bhattasali, until recently the World Bank's chief 
economist in Beijing. “But it is a ‘brown poverty’. If you look at 
China's map, you will see vast areas get no water. Here people 


are poor because they cannot grow anything on their land. In- | 


dia has a green poverty. There is enough rain, but people are 
poor because of the unequal distribution of land. China’s 


problem is rooted in nature; India’s in distribution. It could be | 


solved with a stroke ofthe pen, but this has not happened." 
In a region where success is cherished and modernity 
respected, India's continuing poverty, worsening governance 


and decaying infrastructure baffles and alienates many. | 


"Indias is seen as a distant, poorer cousin, not really a 
brother," says an investment banker in Hong Kong. 

In the gulf states of West Asia too, India, neither Islamic nor 
wealthy, remains an outsider. Though India's trade with the 


UAE is worth over $5 billion, people on the street still see India | 


as a country more interested in receiving remittances from its 
blue-collar workers than in making serious investments. 





In most of Asia, democracy, independent courts and deep | 


capital markets — once India’s trump cards — are not unique | 


anymore. Thailand, Indonesia, the Philippines, Taiwan and 
South Korea, all once authoritarian, have become constitu- 


tional democracies with all the attendant institutions. One- | 


party fiefdoms such as Singapore, Malaysia, Vietnam and 
even China are also becoming more open. 
Amartya Sen, the Nobel Prize-winning economist, says 


that this gives the lie to India's argument that its democracy is | 


the cumbersome, if wonderful, weight that is slowing its road 
to development. Many democracies are progressing much 


faster than India. The gurus of India's economic and political | 
establishment would like to claim that China's economic | 


boom is rooted in its authoritarianism. But then, they cannot 


explain why other authoritarian states such as North Korea, | 
| tentiousin an unpredictable and chaotic manner. 


Pakistan and Myanmar are economic basket cases. 
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Manmohan Singh with Thailand premier Thaksin Shinawatra at 
the BIMSTEC summit in Bangkok in July 2004 


New York Times columnist Thomas Friedman writes in his 
book, The Lexus and the Olive Tree, that the dividing lines of the 
21st century are not based on politics, ethnicity or history, but 
on speed. Success, he says, will come to those who are fast and 
adaptable. And what India lacks when compared to the East 
Asian tigers and the rapidly modernising Islamic states such as 
Iran, the UAE and Qatar is their speed and sense of purpose. 

It is not just the thinking and practices of the Indian gov- 
ernment that remain caught in a time warp. East Asian busi- 
nessmen privately complain about the long delays in getting 
responses to emails and faxes from private Indian companies, 
and about their hierarchical and bureaucratic nature. 

The same hesitancy and sluggishness runs through India’s 
diplomatic machinery, too. The biggest gap in India’s Asia pol- 
icy remains its inability to accurately understand China and 
establish a measured working relationship with it. 

Europe's union has pressed Asia into the realisation that 
race, culture and history do matter. Try as they might to deny it 
under the euphemisms of ‘common heritage’ and ‘shared 
past’, the EU is, by definition, a fortress designed to enclose 
and protect the interests of one set of people from others. 

The failed WTO round at Cancun made this abundantly 


| Clear. Both the EU and the US refused to halt their $500-billion 


farm subsidies which protect just 8 million European and 
American farmers while denying market access to hundreds 
of millions of poor farmers from developing countries. To add 
insult to injury, the EU and the US insisted that the developing 
world further open up its financial and services markets. 

If Asia is to overcome its recent history and win a place of 
dignity on world stage, it has only itself to rely on. If shared se- 
curity is the stick that drives Asia together, shared success is the 
carrot. Asians know they can enrich each other, and that this is 
the best way to straighten the listing ship of many Asian states. 

This is not a bitter realisation, but a calm one. The future 
does not promise to be one of a world dedicated to universal 
causes and development. More likely, it will be a world where 
relationships between nations grouped along ethnic and cul- 
tural lines will fluctuate from the co-operative to the con- 
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1d Central | Sheraton & Towers, Mumbai, India 


h HN d gear to get into an accelerated mode. Corporations and economies globally have realized the increasing 
ircing in a dynamic and free market environment. What started as a mere sourcing of processes and services 
is now a paradigm that has tremendous implications on cost efficiencies and competitiveness. 
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breaking 


HE airwaves and news pages are overflowing with 
views on how China and India will either save or | 
destroy each other and the world, and the din will | 
only get louder when China's premier Wen Jiabao 


visits New Delhi on 9 April. e ° o 
“Right now there are basically two schools of thought — | India and (^ | i Inna will 


those that fear China and those who are enthralled with it," 


says Rajya Sabha MP Jairam Ramesh, whose recent book, | have to Cut through 


Making Sense of Chindia, tries to assess relations between the 


two countries. "As usual, the answer lies somewhere in be- | 1 f 
a Series oO 


tween, but not many people are at that point." 
In China, the feel-good factor got its most hefty boost last | " " 
month, when the normally staidWen quoted a hymn from the | InIlSCOnCcep to ns 
Upanishads to express how deeply he felt about détente be- | . 
tween the two neighbours. "Let there be peace, for them and | ab out each other if 
for us; let there be comfort, for them and for us,” Wen said at e 
the carefully choreographed closing press conference of | they have to build on 


China's National People's Congress, the country’s rubber- y : : 
stamp parliament, last month. | th | h 

Wen' comments, made within the frescoed walls of the | CIT re ations Ip. 
Great Hall of the People at Tiananmen Square, have resonated 
outside quickly. The public impression of India in China 
seems to be improving by the week. The first thing that pops 
out of most mouths when asked about India is praise for its IT 
prowess. Trade between China, the world's second-largest | 
economy, and India, the fourth-largest, has swelled to | 
$13.6 billion in 2004, a giant leap from the $100 million it was | 
in 1994, Both countries are also consuming increasing | 
amounts of raw materials, particularly 
energy, and this is certain to “change the 
terms of trade for materials and re- 
sources across the world,” says Professor 
Kong-Yam Tan, senior economist with 
the World Bank in Beijing, at a recent 
conference in New Delhi on Sino-Indian 
ties. That's why Chinese officials are also 
talking frankly about the need for the two 
countries to co-operate on global multi- 
lateral issues, such as the World Trade Or- 
ganization, and ensure that the current 
global structure learns to accommodate 
the rising status of the two. 

Given this, world opinion, govern- 
ments and thinkers have become fixated 
by the possibilities offered by the Sino- 
Indian relationship, which is now one of 
the hottest topics in the US, Europe, 
Latin America and Japan. Over the last 
few months, numerous media and 
think-tank reports have devoted consid- 














BUSINESSWORLD 11 APRIL 2005 


FR & TT 


à 


= z 2 
[TYP Fyt CPt Tyd Tye 
nN SC SCA e 





The Chinese government has lifted restrictions on its people to practise religion 


erable attention to China and India. The most significant of 
these is the one by the National Intelligence Council, the apex 
think-tank of the US intelligence community, which has 
warned that increasing Sino-Indian co-operation is poised to 
irrevocably change global geo-politics. 

The problem is that the current level of interest in Sino- 
Indian ties trumps the available research and reliable analysis 
on the issue by quite a margin, for there is very little quality 


material available on the subject, says Jin Linbo, director of 


Asian-Pacific Studies at the China Institute of International 
Studies in Beijing, closely affiliated to the foreign ministry. And 
even what there is comes mostly from western sources. 

“Western analyses emphasises the issues of competition 
between China and India,” he says. “This comes from a mind- 
set that believes in things like the ‘balance of power’ and 'zero- 
sum games. China doesnt ascribe to these ideas. We believe it 
is possible to have good relations with all countries. We need 
to begin to define the conversation ourselves." 

China's new ambassador to India, Sun Yuxi, says both 
countries need to form a newunderstanding of each other. He 
outlines a series of joint actions that Wen and Prime Minister 
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Manmohan Singh are expected to agree on towards this end 
duringWens visit. 

In the meantime, parsing through the heaps of material 
being hurriedly churned out by western as well as Indian and 
Chinese writers is not an easy task. A lot of the analyses being 
passed around is spot-on, but a lot of it is just cheerleading by 
chauvinists who think close ties between India and China will 
help their great power ambitions. Some of it is naysaying by 
cold war-era hawks, and a lot is plain incompetent analysis. 

The most common concern voiced by serious analysts is 
that the discourse is increasingly being hijacked by hype. "Ini- 
tially, people were too cool to the idea of closeness with China, 
and now too many people are expecting too much," says 
Rahul Bedi, New Delhi-based correspondent for Jane's De- 
fenseWeekly. "That's not realistic. Serious issues between India 
and China remain, especially among the security crowd. You 
cant just wish those away." 

While geo-politics is always a difficult zone to navigate, 
even the basic problems and successes of the Chinese econ- 
omy are often misunderstood. Consider this: when the then 
Indian Prime Minister Atal Bihari Vajpayee visited Beijing in 
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The revolution talked about making China a classless society. But today, the disparity in income levels is very sharp in China, making 


it one of the most unequal societies in the world 


2003, one of the major mantras was that China's economic 
strength was limited to manufacturing, and that the country 
had few world-class companies or brands. The reality was that 
even then, there were at least half a dozen major Chinese 
brands entering global markets, including Lenovo, which has 
just bought IBM's PC unit. 

The refrain was even picked up by two US-based profes- 
sors, Tarun Khanna from Harvard Business School and Huang 
Yasheng from MIT. Readers may recall that Businessworld had 
carried a debate between the two professors and me (‘The In- 
dia-China Debate, BW, 18 August 2003). Khanna and Huang 
had argued that Indian companies were better than Chinese 
ones, and that it could soon allow India to overtake China. I 
had disagreed, partly because while Chinese companies are 
far from professional, Indian companies hardly fare better be- 
cause they generally remain family-controlled, and the inter- 
ests of the family comes before the interests of the company. 

This February, when The Economist carried a comparison 
of India and China, it was pleasantly surprising to read in one 
of its sidebars that Prof. Khanna was reconsidering his stance, 
citing the fraternal spat at Reliance Industries for his new- 
found scepticism. 
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But I was also a bit distressed. In retrospect, I was annoyed 
at having been seduced into entering into the comparison de- 
bate, which like Jin and others, I have come to see as obtuse. As 
Ramesh says: "Comparisons that evaluate China and India are 
pointless. Yes, one can compare the evolution of both coun- 
tries in their own contexts, but side-by-side comparisons 
shouldnt be taken too seriously." 

That’s because the central issue between China and India 
is not about winning orlosing, because that somehow ends up 
placing both countries opposite each other when "both are 
fated to sit next to each other,” says Jin. 

More significantly, Khanna and Huangs paper, which was 
originally published in the influential journal Foreign Policy, 
has certainly been read by far more people than those who will 
read the short paragraph devoted to Khanna's change of heart 
in The Economist. Given the fluid nature of Sino-Indian ties, 
countless writers, including myself, have been adjusting and 
re-adjusting their views on relations between both countries. 
The real problem is that no one really reads the tiny print in 
which retractions are usually issued; so countless people carry 
on holding pretty erroneous views. 

Where does that leave readers like you? Consuming all that 
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is being written about India and China must have tempted at 
least some of you to enter into coffee table debates on the sub- 

ject. Some of you might even have been motivated to bet big 
bucks on business opportunities in China; But was the debate 
or article or analysis that guided you really well-informed? 
Were there any retractions or change of mind on the writers' 
part that you did not read? 

The China-India relationship is undoubtedly one of the 
most important relationships in the world. Understanding it 
correctly, explaining it, shaping it and managing it is the great 
work before this generation. —— 2 

It has been like this for some time, but both countries ini- 
tially ran away from the idea, perhaps because the scale and 
complexity of what it entails can seem overwhelming, and 
partly because it challenged entrenched prejudices. Atal Bi- 
hari Vajpayee's visit to China in 2003, which built on Rajiv 
Gandhi's landmark visit to Beijing i in 1988, took bilateral rela- 
tions to a new level. But as is often the case, a reactionary 
burst of pent-up optimism swung the pendulum to the other 
extreme. It is time now for the Himalayan cousins to take 
more measured stock. of each other 

This article tries to correct some of the. most common er- 
rors and oversights that plague the discourse on India-China 
relations and lays out the key i issues currently framing therela- 
tionship, so you can navigate the TIER of opinions sur- 
rounding it more easily. 


Reforms: The Ghost In The Machine 


It has become conventional wisdom that India’s development 
lags behind China's because India began its reforms much 
later. While technically correct, the argument obscures the 
real reasons behind China's apparent success. Building a 
successful modern economy requires a complex set of soft in- 
frastructure — stock markets, corporations, law and manage- 
ment skills — and India began developing the basic underpin- 
nings of these in the 1860s, more than a century before China. 

As a result, even when India was in the midst of its most so- 
cialist years during the 1970s, the private sector still accounted 
for about 40 per cent ofthe economy. In contrast, at the end of 
the 1970s, China had no private industry at all and the country 
was ravaged by the Great Leap Forward and the Cultural Rev- 
olution. Its traumatised people knew little about the account- 
ing principles, legal principles and management theories that 
India's private and public sector had already been using for 
more than a century. | 

That's why, even after China began reforms in 1979, it re- 
mained less of a market economy than India well into the late- 
1980s, when India was tentatively beginning its own reforms. 
Volkswagen executives, who set up one of China's first foreign 
joint ventures in Shanghai during the early 1980s, say that 
most of the company's management at that time was German 


and that they would carry around suitcases of money to pay | 


for parts received from suppliers because there was no real 


remains so frail and outmoded that individuals cannot even 
write personal cheques. The banking industry also remains 
relatively closed to full or even majority-ownership by foreign 


investors, along with such other key industries as insurance, | 


automobiles, telecom, air travel, and of course, media. 
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Significantly, China's entrepreneurs face even more re- 
strictions than Indian entrepreneurs. Access to local capital is 
difficult because less than 10 per cent of all of Chinas banking 
credit goes to the private sector, even though it employs about 
40 per cent ofthe workforce. More than 85 per cent goes to the 
public sector, and often the government simply blocks private 
entrepreneurs from competing with state-owned firms. For 
example, China's first private sector airline, Okay, flew for the 


| first time in February, around the same time that Jet Airways 


launched its IPO after a decade of flying in India. r 

A similar misunderstanding clouds the view of foreign di- . 
rect investment (FDI) in China and India. A recentstudybythe - 
International Monetary Fund found that while China doesget ~ 
more FDI than India, the gap looks huge partly becauseitisof- . 
ten viewed through the wrong end of the lens. Thats because : 
China and India account for FDI differently. Indias method of 
measuring FDI does not conform to global standards, foritex- | 
cludes foreign commercial loans, reinvested earnings and 
subordinated debt. If India and Chinas FDI figures were nor- . 
malised; India’s FDI would increase from $2 billion a yearto .. 
about $8 billion (1.7 per cent of GDP) and China's inflows ~ 
would drop to $20 billion (2 per cent of GDP). 

Lastly, while assessing the state of reform in China and In- ` 
dia, one must also consider agriculture, which is still the single 
largest sector of employment in both countries. In India, agri- 
culture was always generally free of socialist restrictions. But 
in China, farming was totally collectivised until the mid-1980s 
and even today its 786 million farmers cannot own land. The 
implications of this on Chinas poverty levels are astounding, 
says Professor Cui Zhiyuan, at the Tsinghua University in Bei- 
jing, for unlike their Indian counterparts, Chinese farmers 
don' have the freedom to use their land as collateral to get 
loans, or to build on it, or make long-term plans. 

Given all this, it becomes difficult to argue that getting a 
head start on reforms is the fundamental reason why Chinas 
development is ahead of India's. Instead, it becomes clear that 
the real reason behind Chinas success is that its reforms have 
been consistent, focused and pragmatic. Combined with a 
breakneck drive to create world-class physical infrastructure, 
this has allowed China-based businesses to plan projects 
more aggressively and execute them more effectively. Having 
virtually destroyed itself during the Cultural Revolution, - 
China is now seized with a determination to rebuild itself and 





the Communist Party knows its future is at risk if it cannot de- — 


liver quick economic growth. Hence, the entire nation is dri- - 
ven by a sense of urgency that is missing in India. And this ap- _ 
athy is the real ghost bedeviling Indias development. 


Reframing The Reform Argument ; 
That's partly because while China has reformed its economics _ 


and its politics, India has reformed only its economics. 
At the dawn of the past quarter century of 'reform and 


| opening up’, the Communist Party judged itself to have com- 
banking system in place. Even today, China's banking system | 


mitted huge errors under Mao Zedong, saying he was 70 per : 
cent right and 30 per cent wrong. Since 1979, China has re- 
vamped its administrative and political system to morph from 
atotalitarian state into aless intrusive authoritarian one. 

In India, economic reforms were forced on the govern- 
ment by necessity, and there has been no fundamental 
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change in the structure of government (other than the land- 
mark Panchayati Raj Bill), electoral politics and the bureau- 
cratic system, which is even more ossified and corrupt. "It's 
never been so bad,” says Madhav Nalapat, a professor of geo- 
politics at Manipal University. “Even senior BJP leaders say 
that during their government, corruption was totally out of 
control and under the current government, things are head- 
ing in an unbelievable direction." 

Much of this is because no political party in India has en- 
gaged in the kind of mea culpa that Chinas Communist Party 
did after the Cultural Revolution. The Congress remains de- 
fined by the Gandhi family and a handful of ageing syco- 
phants. The BJP continues to be controlled by Vajpayee, Ad- 
vani and a handful of RSS men perpetuating an ideology 
formed as a reaction to 19th century colonialism. And the 
Communist parties remain beholden to an outdated ideology 
that even their patrons have discarded. 

“We need to radically reform our politics so a new party, or 
leastanewkind of party, can emerge,” says George Fernandes, 
leader of the Samata Party. “Without that our country will 
never breathe freely. You can go on asking for more economic 
reforms... but what's the use without political reform?" 


Looking Into The Mirror 


This often gives rise to the assertion that India should learn 
and imitate China's economics and China should learn and 
imitate India’s politics. But this is dubious advice. 

Chinas economic performance is based on six principles. 
The most obvious, economic reforms, are generally well 
worth imitating. It is the other elements of China's economic 
system — a disregard for the environment, a ban on indepen- 
dent labour unions, disdain for personal property rights, the 


use of the banking system to subsidise the public sector and a | 


total disregard of intellectual property rights (IPR) — that are 
more troubling and less understood. These are not just the ills 
ofthe system; these are the essential features of it. The reason 
China performs so much better than India even in the many 





industries that are more or less equally open in both countries | 


is that the banking system is used to cover up the cost ofthe in- 
frastructure, and China-based companies have the advantage 
of not having to negotiate fairly with workers, pay fairly for 
land, follow environmental standards, or respect IPRs. 

Itis this combination of a 19th-century laissez-faire envi- 
ronment coupled with 21st century infrastructure that makes 
China an unbeatable destination for many foreign investors. 
This isn't the kind of development model Indias political sys- 
tem can tolerate. It is not something even China's hard-nosed 
system seems to be tolerating well, for public protests are ris- 
ing daily and threatening the legitimacy of the Communist 
Party and national stability. More than 50,000 protests rocked 
the country last year, according to the ministry of public secu- 
rity; the real number is probably much higher. The causes are 
as diverse as unpaid pensions, illegally demolished homes, 
local corruption, ethnic unrest and water shortages. 

The numbers speak for themselves. Today, China has one 


of the sharpest economic inequities among its population. A | 


confidential report, jointly produced by the China Academy | 
of Social Sciences and the government, found that over 90 per 
cent of China's 20,000 richest people were related to senior 
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Chinese farmers cannot own land; they can only lease it from the 
government. Here, they are selling their produce in Shanghai 


government or Communist Party officials. 

In 2003, the average rural income rose just 4 per cent to 
reach to RMB 2,622 (or $318). China's farmers, who are 70 per 
cent ofthe population, account for only 39 per cent of domes- 
tic consumption and hold just 19 per cent ofall deposits in the 
country’s individual bank accounts, according to government 
reports. Part of the reason is that farmers have little real politi- 
cal clout in Beijing, where the Shanghai business lobby re- 
mains the most powerful voice. 

That India’s political system creates shock-absorbers to 
such problems may make it an alluring model for China, at 
least from a distance. But Chinas leaders say the country is not 
ready for democracy because it is too big, complex, ignorant 


, and poor. But India proves those conditions are not necessar- 





ily anathema to build a vibrant democracy. 

Yet, beyond providing inspiration, India's experience as a 
democracy is of little practical value to China. "The ground 
conditions are too different," says Chen Xin, professor of soci- 
ology at the Chinese Academy of Social Sciences in Beijing. 
"Gandhi fought for freedom, so freedom remains essential to 
Indians. Mao fought for social and economic change and mo- 
bility, and so that is what is important here." 

The reason China can follow its hard-nosed economics is 
because it does not have democracy. While this lack of free- 
dom in Chinais a huge human rights problem, China is better 
off finding its own path to change. Contrary to popular per- 
ception, it has been quite successful at doing this and its track 
record of success poses a morally cumbersome challenge to 
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political thinkers. That's because even while Mao's Great Leap 


Forward and Cultural Revolution resulted inimmense human | 


tragedy, they produced some surprising results. In 1977, a year 
after Mao's death, China's per capita GDP was 33 per cent 
higher than India's — an increase from being 26 per cent 
higher in 1936. Now China's per capita GDP is almost double 
that of India. Revolutionary China has also been more effec- 
tive at overcoming the common social ills that debilitated 
China and India in the early 1800s, when both succumbed to 
the growing might of the West. Part of the reason for all this is 
that China's authoritarianism is a more efficient way to organ- 
ise a country than Indias chaotic democracy. India may have 
law but China has order. | 

Today, China's unique system of state-controlled capital- 


ism is making the country look more and more like a fascist | 


state, with an all-powerful government empowering a man- 
agerial class to pursue a nationalistic vision, says David 
Welkar, a labour union executive in Washington D.C. 

This is totally at odds with India's incrementally improving 
democracy, and perhaps the most accurate assessment of 
both countries’ politics is to simply recognise that they have 
chosen very different paths, with their own set of circum- 
stances. China seems to be ahead on its path, but it appears as 
if India has chosen the wiser path. If that inspires China and 
India to reconsider some of their choices, theri that is great. 
But rubbing their noses in the successes of the other's oM 
will be counter-productive. | 


The Age Of F 


If the last, American century: was defined by a battle between 
ideologies, the coming Asian century looks as if it will be de- 
fined by pragmatism, an art of which the Chinese are the 
supreme practitioners. | 

While many analysts seem to be stuck between the ‘will In- 
dia and China co-operate or will they compete?' dialectic, the 
truth is that they will probably do both. Both countries will 
compete fiercely at the grassroots level, but they will probably 
begin to co-operate on macro or strategic issues, i.e., an agree- 
ment to compete but within an agreed framework. This is a 
proven and reliable basis for a relationship, and one which 
 bindsthe western world together. 

The key strategic issue that is binding China and India to- 
gether is the common understanding that both are increas- 
ingly acquiring a dominant position in the world and will need 
to get the current global power structure to accommodate 
them and their interests. In recent months, both Indian for- 
eign minister Natwar Singh and Wen Jiabao have commented 
on the need for China and India to get access to new energy 
sources and technologies, and to develop a common agenda 
in shaping theWTO. 

Both countries also want to play a leading role in a new 
scheme that would allow Asian nations to invest their foreign 





exchange reserves with each other instead of buying US trea- | 


sury bills. The current system only helps to keep the US inter- 
est rate low, and ends up subsidising US consumers at the ex- 
pense of those in Asia. The creation of an Asian t-bill market 
could become one of the most serious changes to the global 
system, but it would be untenable without the active partici- 
pation of India and China. 


Given that economics is driving bilateral relations at the 
moment, both China and India are also moving to improve 
trade relations at the grassroots level and making it easier for 
their business communities to connect. In fact, they have now 
decided to join Asean and collaborate on developing regional 
trade, with India joining Chinas Shanghai Cooperation Orga- 
nization (a regional trade group formed with Central Asian 
nations) and China joining Saarc. 

Chinese ambassador to India Sun also says he wants to see 
a free trade agreement signed between China and India. This 
would also feature prominently on the agenda during Wen's 
trip, he says. Economists estimate that if both nations worked 
seriously towards establishing a common market, Sino- 
Indian trade could reach $60 billion by 2010, and the growth 
would be spread across all industries. 

Yet there are enough indications that China's and India's 
overall relationship will stop short of a real friendship. China 
remains quite suspicious of India, and some real issues re- 
main between the two countries. Despite rumblings from the 
cheerleading crowd that the two countries are close to reach- 
ing an agreement on their long-running border dispute, there 
is little real evidence of this. Both countries, particularly 
China, are overly territory conscious as a result of their colo- 
nial experiences, and their leaders are too politically i insecure 
to resolve the issue at present. 

More critically, it would be premature to define China's 
and India's relationship for the long term because both 
nations are evolving too rapidly. If China remains politically 
stable — that's an unanswerable question — and maintains a 
steady growth rate for the next 20 years, it will become a devel- 
oped nation by 2025 and its potential global power will be- 
come fully manifest. What China will do after that is unclear. 
More troubling, many Chinese officials have a habit of saying 
"China needs peace and stability for the next 20 years", leaving 
open the question of what will happen after 20 years. 

Itis hard to overlook the fact that that one of the main goals 
of Chinas People’s Liberation Army, as its armed forces are col- 
lectively called, is to retain its superiority over India's military. 
One of the major reasons Beijing has been lobbying the Euro- 
pean Union to lift the arms embargo on China after the 
Tiananmen Square massacre, is India. Beijing wants to up- 


grade its Russian-built Su-30 fighters with advanced Euro- 


pean avionics so they can compete with India’s Su-30s, which 
are already equipped with cutting-edge French technology. 
The reality is that for now, we can expect China and India - 
to develop closer economic ties and a stable working relation- - 
ship. But the relationship is likely to go through another seri- 
ous revision in about a decade, and only then will it become 
clear if it can mature into anything much more substantial. In 
the meantime, China and India should dance together, but to 
a tune that is in step with realities. This is not the time for the 
wild abandon of the salsa or meringue, but for the measured, 
calculated moves of the tango. a 


€ Sino-Indian ties: The strategic dimension 
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IN his first major interview since 
becoming China's ambassador to 
India, Sun Yuxi talked to 
Businessworld editor Tony Joseph and 
China correspondent Jehangir S. 
Pocha about his vision for China-India 
ties. Formerly a spokesman for the 
Chinese foreign ministry and China's 
Ambassador to Afghanistan, the LSE- 
educated Sun says the coming visit of 
Chinese Premier Wen Jiabao will build 
on the 2003 China visit by former 
Indian PM Atal Bihari Vajpayee. Sun 
expects this visit to usher in a new era 
in bilateral ties. Excerpts. 





B Will this coming visit of your premier 
actually change the relationship in any 
one direction? 

Since we have entered the new century, 
our relations have seen all-round devel- 
opment — in high-level political ex- 
changes, in economic fields, in security, 
in culture... in every aspect. Now we 
should build a new vision, new vistas 
deep into the new century. We are even 
working on a new term to describe our 
new level of cooperation. 


@ What specific steps would be 
reasonable for both countries to take? 
First, international politics. We are the 
only two nations with populations ex- 
ceeding one billion, and we are both lo- 
cated in Asia. Because of these politico- 
geographical factors, I think China and 
India should first cooperate more 
closely in handling international and re- 
gional affairs. We have the need. We 
should have a real role in world politics. 


“We should | 


real role in " 
world politics" 


Ifyoulookat world affairs, 
you first look from the UN an- 
gle. China is already a Secu- 
rity Council member and In- 
dia is applying. And there are 


chances of India becoming a phy guam 
Security Council member... I Ambassador 
would like to repeat our posi- of China 
tion that we support reform am 

ofthe UN, especially of its Se- peon" 


curity Council. We think re- 

forms will strengthen the role of the UN 
at large and the Security Council in par- 
ticular. But if any reform has to take 
place, priority should be given to enlarg- 
ing the role of developing countries. I 
think this position is quite clear. 

If I personally could add more, India 
is the biggest developing country apart 
from China. So that gives a very clear 
(indication of) where we stand on this. 

China and India share a lot in com- 
mon in world affairs. We have lots of 
common positions — on environmen- 
tal protection, anti-terrorism, counter- 
narcotics, women’s role, population 
policy, rural development. If you look at 
the political hotchpotch in Iraq, 
Afghanistan, or any regional issue like 
Iran and Korea, we have similar con- 
cerns. So we can coordinate on a num- 
ber of issues, even a series of issues. 

China is trying to promote regional 
cooperation in what we call 10+3 — the 
Asean and China, Japan and Korea. India 
is interested in joining us. We have the 
Shanghai Cooperation Organization 
with China, Russia and Middle Asian 
countries; India is also applying for that. 
India is working on Saarc; China would 
like to have an observer status in it. 
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E On India’s Security Council 
membership, is there likely to be a 
movement upward from the official 
statement? 

Before the premier comes, I can't give 
you a declaration on that. If I do that, I 
will steal the show. But this is one signif- 
icant aspect ofthe relationship. 

The second even more important 
aspect is bilateral trade. Last year, it 
reached nearly $14 billion. For India, 
this number looks quite big; but for 
China, it still looks very small. We have 
much larger trade partners. China, with 
this figure, has already become the sec- 
ond largest trade partner of India, sec- 
ond only to the US. 

What is more remarkable is the 
speed of trade development. Last year, 
it was near 80 per cent. This faster de- 
velopment shows that the two most 
rapidly developing economies of Asia, 
or even the world, are also cooperating 
faster. At this rate, China might soon be- 
come the largest trade partner of India. 

To trade is one thing; to develop is 
another. [We want more] Chinese in- 
vestment in India and Indian invest- 
mentin China... joint ventures, projects. 
At present, there are 133 Indian projects 







in China and 49 Chinese projects in In- 
dia. The number is not balanced be- 


cause the foreign investment policy in 


China is alot more — I think it's a fact — | 


open than it is in India. This is an area we 
attach great importance to. 


E Would a free trade agreement (FTA) 
be on the agenda between Wen Jiabao 
and Manmohan Singh? 

[started to work on this the day I was ap- 
pointed Ambassador to India. At least in 
China, we have already reached a con- 


sensus to promote this idea. I think it | 


will take some time for our Indian 
friends and counterparts to think about 
it. And definitely there will be some- 
thing coming out on this in this trip. 
With our potential, with more than 
2 billion people, it is a vast market. If we 
can develop a free trade area between 


China and India, we will be the biggest 


in the world. 


E What else will this visit accomplish? 
The third important part is cultural ex- 
change. We have a tradition of cultural 
exchanges for thousands of years. We 
should try to revitalise this tradition. 
Soon the day the prime minister ar- 
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rives, a Chinese cultural month will start 
in New Delhi. There is also an agreed 
plan for an Indian cultural month in 
China during October. We are also going 
to restore a memorial hall for Xuan 
Zang, a Chinese Buddhist scholar who 


| came here 1,400 years ago, and there are 
| also new schemes for Indians to pay | 


tribute at Buddhist temples in China. 
We are also going to set up a Confu- 
cius College in the Jawaharlal Nehru 
University, teaching Chinese history, 
culture and language. A similar scheme 


will be developed [in China] because we | 


already have some specialised Indian 
studies ata number of Chinese universi- 
ties. We have also declared that within 


this year, we will invite a youth delega- | 


tion from India — a hundred-strong | 


youth delegation to see the whole of 
China. We also want to introduce more 
Chinese students to Indian universities. 


W Most of the writings that are sceptical 


| of India-China friendship are from the 


West. Why do you think it is so and what 
is your response? 
I think when you don't have enough ex- 


| changes [among yourselves], you listen 
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cause we have had the Chinese Commu- 
nist Party's one-party rule, and because 
there was an ideological difference, 
there was this distorted picture of China. 
China also had some distorted periods, 
like the Cultural Revolution. People will 
make a big fuss about it. But China today 
is not like that. That was in the past; it's 
over. They should go and see the pre- 
sent-day China. 


® Both our countries have very large 
energy requirements. There has been 
some competition in securing our 
energy supplies. How do you see that 
going forward? 
Yes. I do agree that in some areas like en- 
ergy we do have a certain level of com- 
petition. But competition as a whole, in 
a positive sense, is not a bad thing. 
There could be some competition in 
the negative sense and our govern- 
ments and businessmen should try to 
avoid that. We should set up some 
mechanism to avoid negative competi- 
tion, especially in energy. That is an area 
where we need coordination. The gov- 
ernments should endeavour to coordi- 
nate the policies on developing energy 
resources. Our ministers in charge of 
energy and petroleum have already met 
each other, and we are seriously trying 
to work out a coordinated policy. 


E What about old problems? 

Of our problems left over from history, 
the most outstanding one is the bound- 
ary issue. On that, probably there will be 
something declared [at the forthcoming 
visit]. I can't give specifics for the time 
being, but you watch out for it. 


E There are two other sensitive issues — 
Tibet and Sikkim. 

At present these two issues are not in the 
way of bilateral development. Three 
years ago, the Indian government had 
declared Tibet to be an integral part of 
China and and they were not going to 
support any separatist activities against 


| China in India. We highly appreciate 
| that position. The Sikkim issue is already 


over. I don't want to play up these issues 


| — there is no need to make them hot 


to what others say. Over the years, be- | 
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depth . 


The warring 
brothers are 
on the brink 
of a landmark 
settlement. 
What will 

it entail? 

BW traces the 


broad contours 
of the deal 


T. SURENDAR & INDRAJIT GUPTA 


AURABH Shukla couldn't 
help but notice the sudden 
closure of the green, blue 
and white Reliance Info- 
comm customer service 
centre last week. Like hun- 
dreds of executives who work out of the 
Kamla Mill Complex, a sprawling office 
complex in mid-town Mumbai, the 40- 
year-old advertising executive was fa- 
miliar with the bustling service centre, 
where some of his colleagues paid their 
telephone bills even till last month. But 
all of a sudden, the centre has been 
shuttered and the 80-odd service agents 
who worked there have been shifted to 
another location in uptown Mumbai — 
at just a two-week notice. 

Shukla may not know it, but there's a 
good reason for the hurry: the building 
where the centre was located belongs to 
Anand Jain. As a trusted family friend, 
Jain was the person whom Anil Ambani 
had targeted in his media campaign, ac- 
cusing him of creating a rift between 
him and his brother, Mukesh. 

This may be a small sideshow in the 
larger-than-life battle between the 
Ambani brothers. But yet again, it is 
evidence that a settlement between 
the two is now imminent. As Business- 
world reported last week, Anil is all set 
to take charge of Reliance Infocomm. 
He has already begun sounding out 
senior telecom executives in the indus- 
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Clean-up exercise: This Anand Jain-owned Infocomm customer service centre in 
mid-town Mumbai was shut down a fortnight ago 


The Ambani 
Covenant 


try to bea part of his new-look team. 

But before the younger Ambani 
moves into his brother's turf, a big clean- 
up exercise is on to quickly remove any 
embarrassing linkages. The closure of 
the Kamla Mill service centre is one 
such. For more than a month now, 
Mukesh's confidants, Manoj Modi and 
Anand Jain, have both vacated their sec- 
ond floor offices in T’ Block at the 
Dhirubhai Ambani Knowledge Centre 
(DAKC) in Navi Mumbai and moved to 
the Reliance Industries headquarters in 
Maker Chamber IV. 

Even as the final settlement is 
awaited, there is now endless specula- 
tion on how the Ambanis will carve up 
the sprawling Rs 99,000-crore empire. It 
is certain that Mukesh will control the 
flagship Reliance Industries (RIL), while 
Anil gets to run Reliance Energy, Reli- 
ance Capital and also own Reliance 
Infocomm. 

But while the broad division of as- 
sets now seems somewhat clear, the in- 
tricate details of how the complex deal 
will be spun are still cloaked in secrecy. 
And that’s the real story. After all, as they 
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say, the devil's in the detail. BW spoke to 
arange of Reliance employees, analysts, 
corporate lawyers and chartered ac- 
countants to piece together a sketch of 
how the complex deal can be struck. 

One finding that emerged straight- 
away from these detailed conversations 
is that a clear division of assets, as sug- 
gested in media reports (especially of 
the investments that RIL holds in Re- 
liance Energy and Reliance Capital, or 
even a split in RIL) is ruled out. Instead, 
ICICI CEO K.V. Kamath, who is advising 
the Ambani family, is likely to recom- 
mend a simple, transparent way — as 
opposed to a strategic sale — to define 
control and ownership for the two 
brothers. In other words, he will choose 
a path that will be easy for the Reliance 
group to sell to shareholders, regulators 
and the investing public at large. 

Before getting into how that can be 
done, let's explore the reasons why an 
actual division of assets is so tricky. One, 
the flagship Reliance Industries’ com- 
petitive advantage comes from its verti- 
cally integrated structure. So, unless the 
synergies of upstream oil exploration 


POSSIBLE EN 
SETTLEMENT | 
WILL WORK 





and downstream petrochemicals busi- 
ness continue to exist, RILs future is 
threatened. Besides, splitting RIL could 
seriously affect investor confidence in 
the Reliance group. "RIL is Indias largest 
publicly listed company. They cannot 
split it according to their whims and fan- 
cies,” asserts an equity analyst at a for- 
eign broking house. 


Two, hiving off RIUs investments in | 
two companies — 43.68 per cent in Re- | 


liance Energy (REL) and 47.20 per cent 
in Reliance Capital (RCL) to Anil — is 
equally difficult. Even the Reliance 
group companies issued a denial to that 
effect to the stock exchanges last week. 
The reason is simple: if RIL were to sell 
its stake in REL and RCL, at present valu- 
ations, the buyer would have to cough 
up nearly Rs 8,000 crore in cash to buy 
that stake. Further, according to the ex- 
isting Sebi rules, the buyer would also 
have to make an open offer to buy a fur- 


MENTRE Nin bit RAM Rite Ale A AAAA PIS PRL YR paa paanan emer tid aaas: 


HOWTHE | 


: ther 20 per cent stake in the two compa- 


nies at an additional cost of Rs 4,000 
crore. Raising such large amounts of 
cash is out of question. 

Even if the Ambanis were in a posi- 
tion to do so, it would immediately alert 
the taxman. That also explains why 
Mukesh cannot buy out Anil's stake in 
RIL, which would need similar amounts 
of cash. Finally, cutting off the umbilical 
cord that connects Reliance Energy to 
RIL could prove detrimental. Energy is a 
huge growth avenue for the group, but it 
would continue to require investment 
from RIUs huge cash flows. 

So how do you then carry out a sepa- 
ration that is equitable to both parties? 
Any division of the empire could be eq- 
uitable if it is based on two important 
parameters: total free cash flows and 
market valuation. At nearly Rs 11,777 
crore a year, RIL accounts for more than 
70 per cent of the free cash flows of the 
group. It also contributes 86 per cent of 
the groups market valuation. Apart 
from the huge pitfalls involved in split- 
ting RIL, there's one good reason why 
the Ambani family would be loath to 
give up ownership of their 34 per cent 
stake in RIL. Every year, RIL gives them a 
tax-free dividend of Rs 250 crore. 

So far, the Ambani family's stake in 
Reliance is held through a web of over 
400 investment companies, whose 
ownership is not clearly defined. As the 
head of the family, Mukesh Ambani 
exercises control over these companies 


and the dividend income goes into 


a family pool account from which 
expenses are drawn. The brothers have 
been withdrawing from the pool based 
on an unwritten understanding bet- 
ween them. 

As the brothers and their wives seek 


| to run their families separately, Kamath 


is likely to propose that the ownership 


now be properly defined. That means 


splitting the family's stake proportion- 
ately, so that each of them receives his 
share of the dividend. Just as BW had re- 
ported in its cover story, Showdown At 
Maker IV' (10 January 2005 ), the for- 


mula is likely to be 30:30:40. In other 


words, 30 per cent of the dividend will 
go to Mukesh, 30 per cent to Anil, and 40 
per cent to their mother Kokilaben. Ten 
per cent of the mothers share could, in 
turn, be split between the two Ambani 
daughters. After her death, her 30 per 
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cent share would be divided between 
Anil and Mukesh. 

But while ownership may rest with 
the family, Mukesh will be allowed full 
control of the family's stake. Anil and the 
rest of the family will sign away their 
voting rights in favour of Mukesh. At 
current market prices, Anil's 10.2 per 
cent stake in RIL would be worth about 
Rs 7,500 crore. 

So what does Anil gain from the 
deal? How should he be compensated 
for giving up control of RIL? 

There are two possible approaches. 
As explained earlier, there is little scope 
to delink RILS stake in REL and RCL. In- 


_ stead, Anilis likely to be given full opera- 


tional control of the companies that he 
has run in the past. According to insid- 
ers as well as merchant bankers, RIL will 
have a new holding structure: it will cre- 
ate a special purpose vehicle (SPV) in 
the form of a wholly-owned subsidiary 
company, which will hold the invest- 
ments in REL and RCL. As a representa- 
tive of RIL, Anil will get to control the 
board of the SPV and run the two com- 
panies independently. 

-To compensate Anil for relinquish- 
ing control of RIL, Mukesh will let go of 
his pet project, Reliance Infocomm. 
As an unlisted company, it is easier to 
transfer stake without regulators raising 
questions. Of course, inside DAKC, Info- 
comm employees are still coming to 
terms with Mukeshs decision to hand 
over control of his pet project. “Obvi- 
ously, he has chosen his head over his 
heart," says a senior Reliance employee. 

Earlier, Merrill Lynch had valued In- 
focomm at $13.7 billion (approximately 
Rs 58,000 crore). Even though Mukesh 


owns 45 per cent of Infocomm, itis be- — = 
lieved that the stake was bought using © 
the family's funds. Anil had contested - 

that half of Mukeshs share should effec- 
tively belong to him. If Mukesh finally — 
accepts that contention, he could hand 


over part of his own 22.5 per cent stake 
over and above Anil's 22.5 per cent to 
give his brother control of Reliance Info- 
comm. If Mukeshs full stake is trans- 
ferred, it would mean that he pays a 
‘control premium’ of Rs 13,500 crore. 
Whatever be the final settlement, in 
the end, it will be a small price to pay for 
bringing the curtain down on gne of t 
most acrimonious family’ ; inl 
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India may lose its 


Th e n ew traditional allies as it 


shifts its stand on the 


development goals 
of a global patent 
regime. 
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tives. On 30 August 2003, , makes it almost impossible for 
WTO members make it easier $ the country to approve gener- 

B for poor countries to import ics, although existing AIDS 
B cheaper generics | drugs are not under patent 





















8 OINO uU 8 WEIT “F 











HE US andthe EU begin BB HE Patent Agenda of 






enforcing higher IP stan- 2001 makes development D 
| dards in FTAs. IP rules in the | and harmonisation of laws a airy 












top priority for WIPO. This 
would override national 
patent laws. The US, the EU 
and Japan are seeking higher 
Standards, while a group led 

| by Argentina and Brazil 

are pushing for a develop- 
ment agenda 


Central America Free Trade 
Agreement make access to 
technology costlier. Prices of 
medicines and farm inputs 
set to go up substantially. In 
the US-Singapore FTA, com- 
| pulsory licensing and parallel 
drug imports are restricted 








ALL it forum shopping. 
When a strategy doesn't work 
in one place, move on to an- 
other — and to the next. 
That's how the patent battle 
is being waged as the indus- 
trialised nations doggedly seek tighter 
protection for their intellectual property 
(IP) in the developing world. 

Following the setback at the World 
Trade Organization (WTO), the frontline 
of this confrontation has now shifted to 
the World Intellectual Property Organi- 
zation (WIPO) in aloop that has targeted 
individual nations and regional trade 
blocs. The momentum picked up after 
theWTO adopted the Doha Declaration 
on Trade Related Aspects of Intellectual 
Property Rights (TRIPs) in 2001, giving 
primacy to public health concerns in IP- 
related issues, and subsequently ratified 
itin August 2003. 

Since then, the developed world, no- 
tably the US and the European Union, 
have been pulling out all stops to im- 
pose what are known as TRIPs-plus con- 
ditions on the developing countries, ei- 
ther through pressures exerted on 
individual countries to amend their 
laws or through bilateral and regional 
free trade agreements. TRIPS-plus con- 
ditions provide stronger IP protection 
than what theWTO seeks from its mem- 
bers, and usually have far-reaching im- 
plications for public health and agricul- 
ture in poor countries. 

If the EU and the European Free 
Trade Association (EFTA) have been 
arm-twisting African and Caribbean 
nations into providing such protection, 
the US has been way ahead with its 
TRIPs-plus approach, which has locked 
a swathe of nations from Singapore to 
Morocco and Chile in a vice-like grip. 

The bigger target, however, remains 
WIPO, one of 16 specialised agencies of 
the UN that administers 23 international 
treaties dealing with different aspects of 
IP protection. The Geneva-based organ- 
isation counts 182 nations as its mem- 
bers, and it is here that a bitter contest is 
taking place between developed nations 
and the trilateral bloc of the US, the EU 
and Japan. India, strangely, is now find- 
ing itself smack in the line of fire, alien- 
ated from its traditional allies — and its 
known position on IP issues. 

The fireworks began after a select 
consultative meeting was called re- 
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cently by WIPO director-general Kamal 
Idris to discuss the global patent har- 
monisation process. The meeting, held 
on 15-16 February in Casablanca, Mo- 
rocco, was chaired by India's top scien- 
tist R.A. Mashelkar, director-general of 
the Council of Scientific & Industrial Re- 
search and secretary, department of sci- 
ence and technology. It is an issue that 
has blown up in Indias face. 

Not only was it a meeting to which 
most developing nations had not been 
invited, but the manner in which the 
consultations were conducted has pro- 
voked a global storm. Over 800 organi- 
sations and eminent persons have 
signed a petition criticising the meeting 
and calling for a transparent process at 
WIPO. Barring Brazil, none ofthe Group 
of 14 nations led by Argentina, which are 
pushing a development agenda at 
WIPO in 2004, was invited for the meet- 
ing. And Brazil, which is 
a co-sponsor of this 
agenda, predictably op- 
posed the resolution 
adopted at Casablanca. 

The select February 
meeting has set the road 
map for the WIPO gen- 
eral assembly to move 
forward on patent har- 
monisation. The meet- 
ing identified the six is- 
sues to be dealt with in 
an accelerated manner 
to move towards codifi- 
cation of an interna- 
tional IP law: prior art, 
grace period, novelty, in- 
ventive step, sufficiency of disclosure, 
and genetic resources. To the lay person, 
these might seem innocuous; to the IP 
community, this is volatile stuff. It is the 
core of the developed nations' TRIPS- 
plus agenda. 

Casablanca represents a significant 
victory for industrialised nations, led by 
the US, which have been pressing for 
speedier harmonisation of patent laws 
and procedures at WIPO. Harmonisa- 
tion is the most controversial subject 
being debated currently in WIPO and 
has resulted in battle lines being drawn 
on traditional North-South lines, al- 
though there is discord enough among 
the developed countries, too. 

The trilateral group, despite their 
differences — the EU recently deferred a 
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Setting off a storm: Mash- 
elkar's chairing of a WIPO 
meet has sparked protests 





law on software patenting — has been 
threatening to walk out from WIPO un- 
less the developing countries fall in line 
on harmonisation. The threat was that 
they would effectively take the Patent 
Cooperation Treaty (PCT) out of WIPO 
to a rival system. The PCT regulates the 
registration of global patents and is 
WIPO's main source of revenue. 

Not many expect this to happen, at 
least not in the foreseeable future. Some 
like Dilip Shah, secretary general of the 
Indian Pharmaceutical Alliance, believe 
itisa bluffthat should be called because 
they “need us more than we need them". 
Shah, who has been spearheading a 
campaign to protect the generics indus- 
try, says WIPO provides a cost-effective, 
efficient system that is more useful for 
the rich countries. | 

Casablanca has brought India back 
into the harsh glare of the global spot- 
light. Since December, 
when it passed its 
patent ordinance, the 
country has been the 
focus of health activists 
across the world. 
Protests have been 
staged outside its mis- 
sions in Washington, 
London and Paris, while 
Delhi has been inun- 
dated by petitions from 
across the world, calling 

for adequate protection 
to its generic drugs in- 
dustry, which provides 
more than half the anti- 
retroviral medicines 
used by AIDS patients in 27 countries. 

` Even the World Health Organization 
had intervened. Director Jim Yong Kim, 
who heads the WHO's department of 
HIV/AIDS, had written to Indian health 
minister A. Ramadoss, urging that India's 
patent laws should make full use of the 
flexibilities available under TRIPs. And 
the conservative newspaper New York 
Times had made a pitch for an Indian 
patent law that took into consideration 
the health needs of poor patients. Some 
of the clamour had died down after a 
much-reworked Patents Bill was passed 
by Parliament in February, but the WIPO 
issue has once again stirred up matters. 

Mashelkar, who spoke to BW shortly 
after coming back from the WIPO meet- 
ing, says it "helped save the multilateral 
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process”. But for India, there is trouble in 
store. Officials at Indias permanent mis- 
sion to the UN say that they are finding it 
difficult to reconcile the resolution 
moved by the Casablanca meeting with 
India's longstanding commitment to a 
development agenda. 

The mission has sent a letter to key 
officials in the ministries of commerce 
and industry, external affairs, health and 
HRD, warning that India can expect to 
remain under the microscope on its 
patents policies. It says: "There is con- 
cern that Dr Mashelkar's chairing of the 
Casablanca meeting and playing a key 
role in shaping its outcome could be a 
signal that India is not just distancing it- 
self from other developing countries on 
an important North-South issue, but 
more ominously that India might be 
considering joining “the other side’.” 

The mission contends that the selec- 
tive manner in which invitations to the 
Casablanca meeting were issued — “al- 
most entirely to individuals/countries 


known to be supportive of upward har- | 
monisation" — and the expected out- | 


come has "become a subject of intense 
concern to officials working in the health 
sector, including WHO, UNAIDS, the 
Global Fund and civil society at large". 
Diplomatic observers underline a 
larger implication. For one, there is the 
question of the G20 alliance in the WTO. 


This group of developing nations, led by | 


Brazil, India and Argentina, has been ex- 
tremely successful in wresting conces- 
sions on a number issues, especially 
agriculture, from the rich bloc. Will this 
still hold after India’s sharp deviation 
from the development agenda at WIPO? 

Two, there is the IBSA (India, Brazil, 


South Africa) initiative, a new trade axis | 


aimed at harnessing the potential of the 
big boys in three continents. Here, too, 


India will have some explaining to do. | 
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Left out: India stands to lose friends like Brazil’s Lula da Silva and South Africa’s 
Thabo Mbeki. They represent the other two sides of the trilateral IBSA trade bloc 


Complexities abound because India is 


yet to join the Group of 14 at WIPO, | 


though it had made its intention to do so 
clear at the October general assembly. 
Debabrata Saha, deputy permanent 


representative of India at the UN, had | 


said then that all members of WIPO 


| must “recognise that higher and higher 


levels of IP protection, inherent in any 
harmonisation exercise that takes no 
account of the circumstances of each 
country, is extremely detrimental”. In 
short, India had questioned whether 
harmonisation benefits developing 
countries at all. 

As officials scramble to clarify Delhi's 
position, experts say the dangers of a 
TRIPs-plus harmonisation through the 


| Substantive Patent Law Treaty (SPLT) at | 
| WIPO have not been studied carefully. 


Some of the SPLT proposals that have 


implications for flexibility in TRIPs in- | 


clude three critical consequences: 

ll reducing the flexibility of countries 
to define what constitutes patentability, 
such as the requirement for a technical 
character in inventions; 

ll introducing matters of equivalence 
in international patent rules; and, 

lil prohibiting countries from imposing 
any more conditions on patent appli- 
cants other than those specifically pro- 





Calling their bluff: Indian Pharma 
Alliance's Dilip Shah says WIPO must 
not be hijacked by rich nations 
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vided for in the treaty. 

There are clear dangers in the draft 
SPLIT. One such is the item dealing with 
industrial applicability or utility. One of 
the proposed ways to deal with this is to 
define industrially applicable inven- 
tions as those which "can be made or 
used for exploitation in any field of 
[commercial or economic] activity". An- 
alysts warn that if this proposal goes 
through, it will mean that that anything 
used in commercial or economic activ- 
ity except mere discoveries, abstract 
ideas, scientific and mathematical theo- 
ries, laws of nature, and even purely aes- 
thetic creations would be patentable. 

As patent lawyers see it, this would 
open the floodgates — to merely op- 
portunistic business practices and nu- 
merous litigations — and eliminate the 
current flexibility under TRIPs which al- 
lows each country to define patentabil- 
ity. The entire exercise which the Indian 
government is now undertaking — of 
setting up an expert panel to define 
what is patentable — would become 
irrelevant. 

Says Shah: "Upward harmonisation 
without consolidation would be fool- 
hardy. These laws have an impact on ac- 
cess to medicines and public health." 

As protests over WIPO's lack of trans- 
parency mount, Delhi will find that it has 
another battle apart from patents on its 
hands — that of credibility. e 
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problem, 
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the one 
that works 
best 
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Time to measure 


social schemes 


weekend. A retired scientist, who now 
spends hertime promoting science edu- 
cation, travelled to a school in rural Ma- 
harashtra to teach for a few days. At the 

end of her lectures, she suspected that the stu- 
dents had not followed what she had taught 
them. There were blank faces and no questions. 
So she offered to come the next week and 

try again. The principal of the school told her it 
would not be worth the effort. “But they'll 


. fail their board exams," she said. “Oh no, they 
| won't,” the principal replied. “We read the 


answers out on the loudspeaker and the 
students copy them." Why? Because the state 
government has said it will not fund schools 
with very low average scores. So, schools such 
as this one cynically encourage students to 
copy. Otherwise, the teachers lose their jobs. 


| The education budget increases but children 


still cannot read and write. 
In his latest Budget speech, finance minis- 


| ter P Chidambaram said something about be- 
| ing more interested in outcomes rather than 
| outlays. Thousands of crores are poured every | 


_ year into social schemes that are meant to help 
| the poor, but they rarely do. Is it possible to de- 











sign and assess these schemes in a more scien- 
tific manner? To get, as the B-school cliché 


| goes, more bang for the buck? 


A group of economists at the Poverty Action 
Lab at the Massachusetts Institute of Technol- 
ogy has been trying to show how the impact of 
development spending can be measured in a 
rigorous manner. They have used 'randomised 
experiments' to study various programmes. 
This method is borrowed from the world of 
medicine. Medical researchers check the effi- 
cacy of anew drug by taking two similar groups 
of people. One is given the new medicine and 
one is not. Later, the researchers check whether 
the group that has been given the medicine has 
done better than the other group. If it has, they 
conclude that the new drug is effective. 

Unfortunately, anti-poverty schemes have 
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WAS told a rather shocking story last | not had the benefit of this rigour. Instead, gov- 


ernments tend to pour money into a problem 
with an all-or-nothing zeal. It would be absurd 
if a new anti-cholesterol drug were given to all 
cardiac patients. There would be no way of 
knowing whether some survived because of 
the drug, or for some other random reason like 
family history or eating habits. 

The global development business — be it 
multilateral organisations like the World Bank 
or national governments or NGOs — still stick 
to the old way: spend and hope for the best. The 
initial results coming out of the Poverty Action 
Lab are interesting. For example, the remedial 
education programme of Pratham, the educa- 
tion NGO, was analysed by MIT’s economists 
over two years, Pratham hires young women 
(balsakhis) to help children in standards three 
and four who have not acquired the basic skills 
of standard one. Children in need of remedial 
education are pulled out of school for two 
hours a day and taught separately. The study 
was conducted across two cities — Mumbai 
and Vadodara — and showed remedial educa- 
tion to be both effective and cheap, compared 
to the cost of hiring a new teacher in school. 

Or, take the case of how panchayats run by 
women tend to spend money. It was found that 
villages where women are elected provide dif- 
ferent types of public goods than those where 
men are in charge. “In particular, they invest 
much more in drinking water, perhaps because 
they are the ones who fetch water,” said MIT’s 
Esther Duflo in a recent interview. 

There is now reason to believe that employ- 
ing balsakhis for remedial education is a more 
effective way of helping poor school children, 
rather than either failing them or trying to help 
them by employing more teachers. Panchayats 
run by women are likely to spend money on 
things that matter most to women. The MIT 
method could encourage the government to 
try out various ways of attacking a problem, 
and fund the one that works the best. 

Less can be more, if it's done intelligently. Bi 





|n the process of becoming, 
we forget to be,' says Vela. 
Does the pursuit of becom- 
ing rich, happy and famous 
distort our existence? 


MEERA SETH 


ELA watched Thambi all evening. While | 


the rest of the batch was having a blast 
at the 10th year reunion, this man who 
had been the unifying factor at campus, 
now sat away, aloof, lost. Vela walked 
up to him to find him staring at a pic- 
ture of his dad in his wallet. 'Indian 





Tiger’, as Thambi's dad was known, had passed away a few | 


years ago. And now Thambi suddenly said: "Why is it so easy | 


to love someone more when he is dead than when he is 


living? Is it because photographs allow you to express love | 


without interrupting? Why does the past have more clarity 
in the future?" 

Vela sat by Thambi and said: "Because photographs don't 
reveal faults; and because in the future, the faults are forgot- 
ten. We have to be grateful for Time, the perfect healer." Then 
looking at his watch he said aloud: "Come on guys, let's go and 
sit in a coffee shop till our flights in the morning. This young 
man here,” he said, referring to Rekha's son, "has made sure we 
cannot go to a pub." 

They all drove in different cars. Buddha and Vela took a 
taxi. Vela broke the night's silence when he said: "Remember 
when Anna sent a parcel home tied with his sacred thread? 
And his father called screaming, and the subsequent thread 
ceremony we performed on him before his dad arrived using 
Thambis spare thread?" Buddha let out a low laugh and Vela 


said: "We have all grown up together at campus. We have seen | 


each other in boxers and banyans... we have seen each other 
crying, drunk. Hey Buddhadev, there is too much we have 
shared, and that is why I want Thambi to unwind...." 
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"And I want Kasparov and Anna to come into the open and 
finish it all off,” said Buddha. 

"Whats the story there?" asked Vela. "I could see they were 
carping a lot, but Anna has very severe views on morals and 
stuff." Buddha grinned, "Oh it's more serious. Both were at 
ABC Investments when the Kemarr deal was being paced. 
Kasparov was on the fast track. The details are still blurred, but 
story is that ABC banked heavily on the Kemarr deal coming 
through, since Kemarr' subsidiary, Incubus, was already their 
account. The resultant addition would have given ABC very 
big clout. Then all of a sudden Kasparov jumped ships and the 
next thing they knew he joined Abacus Investors at almost 
twice the remuneration. And who was Abacus? That was the 
firm which won the Kemarr deal! Story doing the rounds is 


| that Abacus offered Kasparov big money and he took the new 
| business with him. 


"ABC went through severe crisis after Kasparov's volte face. 


| Because, with Kemarr going to Abacus, Incubus also withdrew 
| and went to Abacus, and Incubus was Kasparov's account. 


That really blew a big hole in ABC's fortunes. ABC got a lot of 


| bad press. In the aftermath, it lost a few more deals as a result 
| ofinsensitive media. Parent company in Wall Street tightened 


the screws, reduced its commitment to India and major re- 
trenchment followed at ABC. 

"Its quite gory, what one deal lost can do to a firm. Appar- 
ently, Anna did not see this coming. So Kasparov jumping the 
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ship hit him in the face, especially when the media ran parallel 
stories of Kasaprov hitting the big times at Abacus, Abacus hit- 
ting even bigger times after bagging Kemarr and Incubus; and 
finally ABC getting the rap from Wall Street and landing in the 
doghouse. But Anna stuck it out, you know Anna, praan jaaye 
par vachan na jaaye. I am told he even took a substantial pay 
cut to help his firm tide over the bad phase, surrendered his 
huge house and moved to the suburbs. For his family, it was a 
huge status loss, coming at a time when his niece was being 
married off." í 

Vela listened quietly, then said: “Buddhababu, I am not 
sure all this can be the result ofone man's move. Maan liya, it is 
not beyond Kasparov to move the entire knowledge and deal 
to better pastures; no doubt if someone does that it can be a 
big blow. But to really make a dent in the fortunes of a firm, it 
has to be a multi-billion dollar deal. Now even if that was so, 
think Buddhababu, here is where the story falls flat. Typically, 
such deals are confidential and one cannot easily take it from 
one company to another. Also it's a bit thick, isn't it, that not 
getting a large deal could affect ABC's existence itself? The fact 
that they bid for such a large deal means that they would al- 
ready have a well running business, no?" 


UDDHA grinned, "True, but we also know ABC lost 

Incubus, which was one of its big accounts; and re- 

call I said ABC also lost a couple of smaller deals in 

the face of bad press. Yeh sab hota hai life mein, Vela. 
But you are wrong about one thing; Your judgment of Kas- 
parov. You say it is not beyond Kasparov... I disagree. Kasparov 
is flighty, yes; he is always making moves and reworking his 
optimality situation, but he is not dishonest. I have been his 
roommate for two years; he sees lofty dreams, he even 
achieves them, and that is why we tend to think of him with 
suspicion. But he will not betray. He will not kill to win. This is 
what my heart says, but then, who knows Vela?" 

"I don't agree Buddhababu," said Vela. "Some people don't 
change. Take Thambi. The same ideals, the same fntensity, the 
same passion. Kuch nahi badla. At campus, he had a two- 
pronged mission: one, give something back to society through 
professional management — and use his engineering back- 
ground. Two, add value to India by joining an Indian company. 
He stuck by that, didn't he? His father was his idol... poor man, 
we used to make so much fun of Indian Tiger." 

"What's the use of ideals, Vela, if you break down when 
they put you to the test?" asked Buddha. "Thambi's ideals were 
not easy to nourish, and I admire that he sustained it all these 
years. Today his company has sold out to a MNC. Thambi is a 
broken man. He needs to pull himself together. In the begin- 
ning, you are a professional; in the ambit of that you will see 
various moves taking place. You need to peg your ideals to 
your basic professional worldview. 

"Theek hai, today his company has sold out, his chairman 
did what he thought was right for his business. Thambi is un- 
happy? Fair enough. Move to another family-managed com- 
pany (FMC)! But now he is so despondent, he has transferred 
his feelings to FMCs asa genre... bahut dukh hai sansaar mein 
Vela," said Buddha and looked out the window. 

"But you did almost the same thing, didn't you Bud- 
dhababu?" said Vela. "Granted, Morro gave you deep agony. 





But why did you quit corporate life altogether? I am told one 
man there was the bad apple, but you threw the whole 
company away!” Buddha sighed deeply, “Nahi re, I never 
really planned on joining an NGO. And this is where I can 
empathise with Thambi. I doted on my chairman. I worked 
like a horse, night and day... and the man was milking the 
company dry... and on top of that he made such wild allega- 
tions... insaan kitna nikamma hai, for the sake of money, he 
Will sell his soul! And mind you, Vela, all this happens only in 
the corporate world — this money craze, this power game, this 
desire for more... 

“Tintrospected a lot and finally decided to drop the corpo- 
rate world. I thought, this is the goal for which we work all our 
youth, and in turn it destroys our souls. 

"Its not that I was driven by noble thoughts when I joined 
the NGO. I thought if I want to get away from all of that, let 
my skills which my country gave me go back to till the soil. 
Sometimes I wonder if I made the right choice. I had to send 
my son away to a boarding in Mussoorie. Is it really fair 
for him to go to a boarding school to accommo- 
date my value systems? On top of that the cor- 
ruption, the sheer maladministration in 
rural India... it's all frustrating.... Bahut 
khoya re, Vela..." 

Vela felt his heart would burst. In a 
short span of five hours he had seen too 
much agony among his dearest bud- 
dies. When they reached Café 
Konkan, the others were already in 
deep discussion. Anna was saying: 
“See, on campus, it was not in your in- 
terest to help anyone with their as- 
signments. But we always helped. Top- 
pers like Thambi were forever giving 
gyan — not just to guys in danger of 
flunking, but even to me, who was gun- 
ning for an A. We were all like that. So, why 
suddenly when we go out into the corporate 
world, is there this major rivalry and selfishness? 
Decency has no value; even your buddy conceals a 
dagger while dealing with you!" 

Thambi let out a growl: "Paisa, power! That's the common 
denominator! You come with huge ideals like loyalty, trust, 
etc., but you forget, it's not reciprocal! The CEO will tell you 
what a great guy you are, but beneath that praise lies his per- 
sonal agenda. What happened at MBT Sonar? Madhavji and I 
shared acommon vision: build the Sonar brand into a truly In- 
dian food brand. Our spices brand was a rage. I took it global, 
something Madhavji never dreamt possible. Then came the 
opportunity to ride high on the ready-to-eat category. I 
prospected and acquired Bawarchi at a throw away price. And 
what a brand... 

“I went about really building on it, hired the best chefs and 
food technologists and developed a stunning range. In quick 
succession, we launched the brand in the US, Europe, Aus- 
tralia and the Middle East. Madhavji depended on me com- : 
pletely. Why, he even called me his son! i 

“Then he wanted to extend the range to include other 
cuisines too and I agreed. Why not, I said. So we tied up with 
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Remino Fox to add the continental fare. I worked even on that 
joint venture. That's how closely Madhavji worked with me. 
Was I to expect he would go and sell out? Yes! That's what he 

did, and so quietly! I am staggered by his secrecy. Even as 
recent as last week, I was discussing new packaging designs 
and he showed such deep interest. And last night he says 
very simply: "I have sold Sonar Foods to Remino!" What? You 
sold it? No explanations, no nothing? So you see, that's how 
money talks. I am finished, no? What happened to ‘my right 
hand man’? What happened to loyalty? FMCs are like that. 
In the net analysis, they are simply traders seeking to book 
profits. Did he once consider he owed me an explanation? 
No! I was his flunky, he was paying me loose change, I served 
his cause, bas!" 

Anna agreed in compassion, but said: "Thambi, these are 
business decisions, and one thing I have learnt, albeit the hard 
way, is that in business there is no scope for emotion. You 

attach your emotions to it, you are doomed. Work today, 
pick up today's wages, go home." 

Thambi shook his head: "No, this is India, 
this is an Indian company, not some hoity- 
toity MNC. Our core values were trust and 
integrity, dedication and hard work. My 
father was seriously ill when Madhavji 
had to make that presentation to 

Remino in Venice. He came to see 

my dad in hospital and sought his 

blessings, can you beat that? Appa 
told me: you must go, you cannot 
abandon the ship when you have 
to steer it, nothing doing, work is 
work, company first, then family. 
AndIwentand made that presenta- 
tion, got the JV, but lost my father. 
Does Madhavji remember all this? 
Why should he?" 

Anna gave him a hug and said: 
"Thambi, all I want to say to you is this: 
life has to go on. Pull yourself together and 
swing forward. From the debris of your defeat, 
you have to build the weapons for the next phase. 
That's what I did. Like you, I too was least expecting what 
happened at ABC. Right below my nose, my own colleague 
pulled the rug from under our feet and destroyed the very 
foundation of our business. And why, he did all this for more 
money, more power! For a few days I was shocked. People 
were leaving or were being asked to leave. Offices were being 
sold. Then I said, nothing is permanent. What was, is no more. 
So I will build again. And for the last two years that's all I have 
been doing, rebuilding the fortunes of ABC at half salary. 
Today my firm has turned the corner and I can say with pride, 
my dedication paid off." 

Thambi sneered: "But wait till your loyalty bombs! How do 
you know your story has a happy ending? That's how I was! 
And where am I today? And where is your cunning colleague? 
Between him and you, who is happier, richer, more success- 
ful?" Buddha, who was listening keenly, said: "Depends how 
you define success and happiness. Each of us gets what we 
work for. Those who pursue money will get money; those who 
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pursue loyalty will get loyalty...." 

At this stage, Kasparov spoke: "OK, let me clarify all this 
once and for all, Anna. You have rearranged the sequence of 
events in your mind in a manner that justifies to you that I 
cheated. But let me set the records straight. I tried calling you 
so many times then, but your address and numbers had all 
changed. Abacus made me an offer in March, the Kemarr deal 
began in July. And the offer was a posting in the US. That is why 
I accepted it. I signed the offer but did not want to resign till my 
visa came through. That took six months. During that period, I 
bought a new property for my parents in Bangalore to move 
them there. The builder turned out to be a fraud, and we had 
sunk Rs 40 lakh. There was no way I was going to leave dad to 
fight the court case alone. I told Abacus I could not join, but 
they said I could join them in India for starters. But I had to go 
to the US anyway for a three-week orientation; that was when 
I learnt about the Kemarr account having been won by Aba- 
cus. Now you can take it or lump it!" 

Anna would not buy the story. He said: " Kas, if you are 
indeed the man of integrity you are painting out now, you 
would have resigned! But you did it for the money!" 

“Of course I joined Abacus for the money, whether your 
moral standards permit it or not!" yelled Kasparov, "but I had 
no idea that they were also pacing the account! My integrity 
was Clear to me. I knew honest to God that I had moved for the 
offer and the subsequent account move had nothing to do 
with me. Why should I have resigned, for what? I had wanted 
that kind of money, so I took their offer! Now this is exactly 
what I mean... you want me to bend backwards to perform an 
act so that you can give me a clean chit on the integrity count! 
You want me to be embarrassed for wanting big money! I 
wanted big money, I got it!" 


HE exchanges had become heated and angry, with 

Kasparov thumping tables. Buddha and Vela tried to 

bring peace, but Kasparov shushed them. Suddenly 

he said: "Banking is an industry where you are only 
as good as the last deal you won. So why should I let any crore 
go away? Why? Today I am in a job, but it does not mean to- 
morrow I am in a job! Everyday is how I save for my future! In 
this business you can be jobless at 40!" 

Mercifully, Thambi spoke. "In the FMC industry, you can 
be jobless at 35 like me," he said wryly. Kasparov, already agi- 
tated, said: "Oh Thambi, stop it! Don't be a girl, for God's sake! 
Youlost a job, what's odd? Any high-profile job is fraught with 
risks; life does not end because you made a bad move! You get 
up, dust your backside and resume running. An MBA is not 
designer wear to show off. It's a steel armour; it's your survival 
kit! It's the only asset you can never lose. OK, what if Remino 
Fox were to come to you tomorrow and make an offer to be 
their CEO and offer you a Rs 20-crore salary? Arre! Give it a 
week, events will unfold!” 

Thambi went red in the face. “Shut up Kasparov,” he said 
severely. "Don't make a joke. I don’t want money." 

"No?" asked Kasparov. "And why not? What are you work- 
ing for? I don't understand you guys. The company is in busi- 
ness, in business to make profits, is making obscene profits, 
but you don't want money! Why? Why are you guys all the 
same? You embarrass me. If you don't want money, then why 
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are you working for such companies? Why don't you work for 


, an NGO? Don't want money, pah! Does not wanting money 


make you holy?" 

A sudden silence pervaded the room. Even Kasparov 
became conscious that he had been talking in soprano. As 
he lowered his voice, his stance too softened: *Sorry Thambi. 
I was harsh. Your ideals are not making sense. All I am saying 
is, don't be a blind slave of a set of ideals which you have 
not even examined once. "Your father was a great guy, and 
each of us here have taken little nuggets of advice from him. 
You, of course, got the whole barrel which you are carrying on 
your shoulders like dead weight. No doubt, he said work for 
Indian businesses, but isn't it time for you to probe into that 
and draw the essence? You adopted Indian businesses as your 
goal, and you expected them to adopt you in turn. The fact 
is that business is one place you cannot make relationships. 
As Michael Douglas says in Wall Street: ‘If you want a friend, 
buy a dog! 

"Look Thambi, organisations use us, you learn to use 
them. Fine, some of us are happier in a PSU, but I'm one of 
those who would like my kid to say 'My dad has a Merc' rather 
than ‘My dad teaches street kids for free’, or some such thing. 
Yeah, I draw the line at doing something dishonest to make 
money, but if I have worked hard for the Merc, I feel I deserve 
it. My wife and I will not be on some guilt trip if my co-worker 
is still driving a Maruti." 
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Rekha sneered: "Sure, your wife likes that Merc, Kasparov, 
but she would prefer you sitting in that Merc along with 
her, not being driven to some boutique while you are busy 
with your latest cross-border deal or whatever!" Kasparov 
agreed: "But just because I am not accompanying her to 
the boutique does not mean we are not enjoying life, or are 
unhappy, Rekha!” 

Fundae nodded and said: “We tend to equate happiness 
with money. Historically, we were a poor country and if a 
person got enough money to buy food and shelter he was 
happy, because he escaped poverty. More money meant 
more success, more respect, etc. Today it’s different — most 
of us come from middle-class backgrounds and our fam- 
ilies always had a decent quality of life. The guy with the 
least salary in our batch still has enough to enable him to 
lead a happy life. Will his ‘delta happiness’ double if his 
income doubles? 

“On campus, we used to dismiss Gandhiji's philosophy as 
totally outdated, but there is so much of him that is so relevant 
today, like: "There is enough for everyone's need but not for 
everyones greed.” 

"Look," said Kasparov, "values like sacrifice, commitment, 
and loyalty are all relative. During my high school, my sole aim 
was getting into a top engineering college. After that, the 
goal post shifted to getting into an IIM. AII those hours of slav- 
ing and cramming for the exams, was so that I would enjoy 
a good lifestyle on a cushy job. But when I compared myself 
to my gora colleagues at the firm, I found that they got paid 
far more with qualifications far less. Suddenly, you feel it's 
all so unfair, no matter how well you are placed. Rekha will 
agree. That was the stage in my career when I had two choices: 
renounce the corporate rat race or pursue the good life with a 
vengeance. Call it a rebellion after those years of sacrifice. I get 
a kick from driving a better car or getting a bigger bonus than 
my white counterparts — that is the only way to show that I 
have arrived." 


UNDAE smiled: "During placements, we harped on 
job satisfaction. By mid-30s, we seek self actualisa- 
tion! Life is not just a balance between abundance 
and emotional satisfaction. I'm writing a book. It's a 
boring OB related thing. It will be read by some 10 other 'profs' 
and won't make me money. But I get my high from it!" 

Vela agreed, "Boss, same here. I did engineering because I 
wanted to be an engineer; I did my MBA to become a better 
engineer. Last year, we went to Yemen for this project. The 
place was hell. A 50 degree desert complete with snakes and 
scorpions, which you banker /og can't imagine. But we were 
on a fantastic high when we completed that project — every- 
one from my boss to the cook. A big oil MNC was doing a pro- 
ject next door and they could not manage what we did despite 
all their hi technology and big budgets. For me, satisfaction is 
doing what I was trained to do, making a real difference to 
people, feeling proud to be Indian... 

"But trouble is, in the process of becoming, we forget 
to be!" E 





This is the second part ofa two-part case study. The first part was 
published in BW, 28 March 2005. 
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The author is a consultant psychothera- 
pist and psychiatrist at Apollo Hospital. 
He works with organisations on mind- 
related issues and also heads Saarthak, a 
non-profit mental health organisation. 


HEN someone asks me the 
question, "Why?" like most 
people I have two respon- 
ses. I can become defen- 
sive if the tone of the question is blam- 
ing, orIcan become an expert ifthe tone 
ofthe question is an enquiring tone. 

All the people in this story are asking 
the question: "Why?" All the people are 
becoming defensive and trying very 
hard to justify their actions and, thus, 
blame others. All the people are trying to 
understand the intent behind other 
peoples actions as experts on their lives. 

Why, my friend, is a very difficult 
question. Why do we do what we do? 
Why do we not do some things? It is 
the question that stumps us the 
most. Yet, it is the question that 
others ask us the most and we ask 
ourselves the most. So we have 
our favourite answers to it. 

The ‘why’ question in Thambi's 
life is: “Why did I join an Indian 
firm?" Favourite answer, a justifica- 
tion: "I wanted to give something back 
to the country" The other favourite 
‘why’ question: "Why did Madhav do 
this to me?" Favourite answer: "Indian 


companies are like that only." The two 
answers contradict each other and do 
not reflect the reality, making Thambi 
feel as if he has been made a sucker. But 
things change if Thambi changes it to a 
‘what’ question: "What were the bene- 
fits that I got by joining the Indian com- 
pany?" The answer, more based in real- 
ity than a facade, might be: "I had more 
control to experiment with building a 
small company into an international 
brand." Let's ask the second question 
differently: "What were the possible 
gains that Madhav had by not sharing 
informationa about the sale of the com- 
pany with me?" Possible answers: "He 
felt in control of the deal." "He tried to 
avoid the embarrassment of my resis- 
tance." "He did not want me to know 
some components of the deal." 

Thambi would have still felt sad with 
these answers, but he would not have 
had so much self doubt and blame. 

Anna asks why Kasparov did what he 
did. Kasparov asks why he should not 
have done what he did and then Rekha 
asks: "Why me?" Fundae asks and an- 
swers why he is writing a book, and then 
Vela answers his *whys' for himself. 

Change the ‘why’ questions to ‘what’ 
questions, and life becomes less para- 
noid and competitive. Change Rekha's 
‘why’ question to a statement of her dis- 
tress and survival, and Fundae'Às and 
Vela's ‘whys’ to: “When do I feel happy?" 
This would be less stressful for everyone 
and everyone would listen instead of ar- 
guing. Drop the ‘why’. Try. It works. The 
strength of relationships increases if you 
do not ask ‘why’. Your belief in yourself 
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increases if you do not ask ‘why’. I am 
not proposing that you do not hold 
yourself accountable, but stop being the 
internal auditor that always suspects. 

"Why' leads to assumptions about 
the intent of our actions, and others. 
When one wants to really reflect and fig- 
ure out the reality in a helpful way, it is 
best not to ask ‘why’. Instead of asking 
oneself the ultimate *why' question — 
“Why do we live?"— imagine, if we were 
to ask: "What would make our lives 
meaningful for us?" It may not tell us 
the secrets of the universe, but it would 
definitely tell us what we need to do in 
our lives. 

So what makes these people come 
together in the first place? What makes 
them want to be with each other at a 
time when they are not feeling so good 
about themselves? What do they really 
want from this meeting? Do they want 
to talk about the old times and feel 
happy? Or do they want to share their 
woes with each other and feel less bur- 
dened. They end up doing neither. So 
what did they want from each other? 

Anna wants to prove that he did 
right, and his level of distress is less than 
Kasporov's. Kasporov wants to regain 
the acceptance of Anna and the group 
to prove to himself that he was honest. 
Rekha wants to prove that she has sur- 
vived. Vela wants to prove that his 
choices have not been misplaced. The 
reason that they want validation from 
this group is because they are a bench- 
mark oftheir time. 

They want validation from others 
that they were right in their decisions. 
They also, perhaps, want to benchmark 
their level of distress. In this pursuit of 
measuring the level of distress of others 

and comparing it with their own, an op- 
portunity was lost. They remained in 
their lonely protected positions. 
What would have helped them was 
to just be with each other and say 
to each other how life had been. 
Being is the essence of life. 
Being with people without 
judgement is a pleasure, and be- 
ing with oneself with acceptance 
of one’s limitations and strengths 
is ecstasy. But we look for this accep- 
tance outside of ourselves. And that 
is very difficult. Acceptance is a per- 
manent solution; rest is aeuphemism 
for reassurance. E 
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The author is chief executive, Gossamer 
Solutions and guest faculty at IIM, Ban- 
galore. The views expressed here are his 
own and not necessarily those of IIM-B. 


HE second part of this case cov- 

ers the continuing saga of eight 

friends from B-school — a sort 

of sequel to a movie that be- 
comes successful. Like in a mystery 
movie, the old dilemma of ‘money or 
self actualisation' keeps coming back to 
haunt them. In fact, likening the case 
study to a B(school)'wood movie seems 
to be extensile. Somewhat like movies at 
a multiplex, the case plays out multiple 
themes in Café Konkan. 

The first movie then, is Neutron Jack, 
starring Kasparov and Anna. The spat 
between these two is brought into the 
open. Kasparov, much to Anna's cha- 
grin, jumps ship from ABC Invest- 
ments and joins Abacus Investors. 
Not stopping with that, he plays 
the seeming villain and is respon- 
sible for taking away a near- 
certain deal with him. This 
sends ABC into a tailspin, andina 
Jack Welchian neutron-bombing 
mode, jobs are annihilated. There 
is gloom and doom in ABC. 

I would argue that Anna was more 
to be pitied than censured. His value 
systems took a severe knock because his 
classmate, friend and colleague quit 


ABC unabashedly to join competition. 
Today, many feel that one's rise to the 
top is far more meteoric through job 
hopping than hanging on in the same 
company for eternity. Loyalty has its 
virtues, but rapid rise to the top does not 
seem to be one of them! No doubt, it was 
up to Anna to choose his own personal 
value systems, but he could not deny 
Kasparov his glory under the sun. I 
suspect this is a common mistake that 
some of us make — we are perfection- 
ists and we expect others to be perfec- 
tionists too. The question we must ask 
is: are we really right in arrogating to 
ourselves the expectation of such con- 
forming behaviour from others? 

But, resolute hero that he is, Anna 
takes the knock on the chin, downsizes 
his house and pay, and sets about re- 
pairing the bombed out office. A few 
reels later, ABC is on its way to getting 
back to normalcy. His pride and convic- 
tion are restored, but the bitterness to- 
wards the villain Kasparov remains. 

Meanwhile, it turns out that Kas- 
parov was not a villain after all. He and 
his father invested all their savings into a 
housing project, and the builder turns 
out to be the meta-villain. In order to 
complete the house and ensure that his 
elderly parents are provided for, Kas de- 
cides to let the lure of lucre get the better 
of him. At this stage, his feeling seems to 
be that money is not everything — in 
fact, money is the only thing! One can- 
not quibble with his viewpoint that it is 
perfectly legitimate to get paid a hefty 
salary for a job that is not permanent, 
but rather high risk. Anna and Kas agree 








BUSINESSWORLD 54 11 APRIL 2005 


to disagree. I guess Kas may yet get the 
best supporting actor prize rather than 
that ofa villain. 

The second movie plays out like a 
corporatised version of Julius Caesar. 
Thambi is in the lead role, staring at a 
photo of his late father, wondering: 
“Why is it so easy to love someone more 
when he is dead than when he is liv- 
ing?" The truth is that epitaph writers 
are always busier than those carving 
paeans for living persons in stone. 
Maybe, as a nation, we do not let people 
know we love them often enough, or 
compliment them on a nice dress. A les- 
son here for us, I guess. 

We see Thambi taking the selling of 
his MBT Sonar to an MNC by Brutus 
(played admirably by chairman Mad- 
havji) big time. His spirit is crushed and 
he tars all FMCs with the same dejected 
brush. He is subjected to a long, but 
valid harangue by Kasparov. The mo- 
vie ends with the famous and humma- 
ble moralistic song Pyaar Chahiye Ya 
Paisa Chhahiye. Definitely makes you 
think about the potential conflict be- 
tween misplaced loyalty and attaining 
personal financial comfort zone. 

The melancholic Buddhadev stars 
in the third movie titled GO N(0)GO. The 
aftermath of his earlier role as a whistle- 
blowing vigilante at Morro had caused 
him to forsake corporate life and em- 
brace a career at an NGO. He is being 
gnawed away by the guilt of sending 
off his son to a boarding school and 
ends up in frustration when he realises 
that there is corruption and maladmin- 
istration in rural India, too. All this de- 
spite a steep drop in salary. The take- 
away undoubtedly is that the colour of 
money is always greener on the other 
side, and perhaps it makes sense to 

overlook and co-exist with some 

of the corporate anomalies in the 

current job, rather than chase an 
ephemeral, ideal job outside. 

The stories of the 10 year 
reunion show that we have a 
choice: continue to search for the 
‘ideal’ job and possibly get frus- 

trated, or decide to make the best 
of the given situation, warts and all. 
The case reminded me of that hum- 
dinger of a movie, Bees Saal Baad. 
Does it then mean that the story of the 
Das Saal Baad reunion is only half as 
good as they used to be? You decide. Wi 








Greek philosopher Heraclitus, 5th century 
BC, captured the essence of the knowledge 
industry when he said ‘panta rhei’ - all things 
flow. 
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education from ambitious executives. 
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The power of 
eLearning 


The program can be completed as quickly 
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and group discussions. 


It is specifically designed for working 
professionals who must juggle work, 
study, travel and family, yet stay ahead in a 


competitive business environment. 


Global MBA opens up 
amazing opportunities 
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Theauthor works with Erehwon Innova- 
tion Consulting, an organisation focused 
on building growth through innovation. 


ILL Clinton said: "When our 
memories outweigh our 
dreams, we have grown old.” 
This case is a reflection of 
trapped memories. A stark difference 
from the situation a decade ago when 
the very same people were full of 
dreams, excitement and confidence for 
conquering the business world. 

However, what is happening in 
the group is natural — it is a mid-career 
crisis in action. Every professional 
goes through this about once a decade: 
In the 20s, it is the pain of transition 
from campus to corporate life. In the 
30s, it is a whole re-evaluation of ‘Who 
am I and what am I doing with my 
life?’ In the 40s, it’s asking: “Have I 
achieved what I set out to do. Am I 
worthy?' And in the 50s, we ask: 
'Have I created a legacy to be 
proud of and what do I do as I look 
into the future?’ 

So what separates the leaders 
from the managers is not that they 
are faced with this crisis. It is what 
they do with it that really matters. For 
how they cope at this transforma- 


tional point is the critical indicator of 


their capacity to remain just managers 
or become remarkable leaders. 


The transformational point usually 
triggers an awareness of the current 
state of affairs. This awareness gener- 
ates internal turbulence of messages 
and emotions — a tussle between logic 
and unreason. This is the state Thambi 
is entering: not yet aware, just unrea- 
sonably lashing out at all FMCs. 

The next stage is one of ‘realisation 
and acceptance’. True realisation is far 
deeper than rationalisation. Many pro- 
fessionals stumble because they ratio- 
nalise their problems and don't really 
reach a level of insight that will help 
them grow. Anna is a typical example: 
he is filled with a feeling of bitterness re- 
garding Kasparovs actions. So absorbed 
is he in using Kasparov as the centre of 
his anger and reactions, he doesn't 
recognise that he is frittering away his 
biggest achievement: converting the 
losses of ABC Consulting into a victory. 
Anna needs to see this not as a bitter 
war, but more as a gem of an experience 
that has grown his leadership capacity. 

For those who get past their rational- 
isation to true realisation and accep- 
tance, there is a sense of genuine re- 
newal. This is where the degree of in- 
sight is at a level that helps a person re- 
evaluate his outlook on life, learn 
meaningfully from the questions he 
asks himself, reset his personal aspira- 
tions, and cast a new framework of 
thinking and leading. Here is where one 
realises that true leadership is not about 
having answers, rather, it is about hav- 
ing the courage to take on greater dilem- 
mas and find answers along the way. 
Most people are uncomfortable of deal- 
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ing with this ambiguity of dilemmas, 
and this is why most managers fail to 
transition to great leaders. In all formal 
education or training, we are taught 'an- 
swers' and how to deal with concrete 
problems, not how to navigate through 
complex dilemmas in a changing world. 

While the entire group serves as a 
sounding board to evoke the true state 
of mind of each person, I think most of 
them are currently trapped in rationali- 
sation. Therefore, any advice they give 
each other is skewed with bias and nar- 
row perspective. This is exemplified by 
what Anna thinks Thambi ought to do, 
or even when Kasparov says: "Dont be a 
girl, for God's sake!" While Kasparov 
does seem to have managed things well, 
his driving force has been getting the 
better of the white counterparts. This is 
where he needs self-reflection: what 
happens when he does achieve this 
goal? When he wakes up one morning in 
the next decade of his life asking him- 
self: was it a worthy goal? With this self- 
reflection, will his point of view remain 
the same? Or will he find a higher cause? 

So what's the best route forward? 
For the bunch of friends in question, 
each of them could find an unbiased 
perspective by talking to someone out- 
side their own frames of reference. This 
person could either be a leadership 
consultant or mentor, or a respected 
leader in the world of business who has 
come through similar personal crises 
successfully and, therefore, has the ca- 
pacity to find renewal. Phoenix-like, 
they can find new dreams in the ashes of 
their memories. 

Organisations should recognise that 
this is the first time in our country that 
so many professionals exist in such a 

state of flux, at different life stages. They 
must create room and processes in 
organisational systems so people 
have the freedom for genuine self 
reflection that enables the process 
of renewal. If they manage this 
successfully, then this seeming 
problem of mid-career crisis can 
actually become an opportunity 
to grow future leadership. Is this 
important? Ask any CEO: he will 
tell you that his biggest organisa- 
tional quandary is succession plan- 
ning. Today, the sheer lack of depth in 
theleadership talent pool, across organ- 
isations, is an unfortunate reality. Wi 
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AKE the following scenarios: You're 
about to send a dirty joke to some- 
one who complains she doesn't 
want anything to do with your 
brand of humour, or you for that 
matter. Press that ‘Send’ button, and that could 
bea cyber crime. You could be in trouble. 

You walk into a cyber café to check your 
mail. You click on an item in the browser's his- 
tory by mistake and it leads to a porn site. Be- 
fore you can get out of there, a passing police- 
man gets you. You could well be arrested — no 
warrant needed, no questions asked. 

The more horrifying scenario, however, is if 
you're even thinking about thinking of commit- 
ting a cyber crime— the cops can come and ar- 
rest you. If, in their evaluation, you have the 
intention of doing any of these, the law says 
they have the right to do so. That's the extent of 
the power given to the Indian police for any- 
thing they see fit to categorise as a cyber crime. 
With technology becoming so pervasive, just 
about anything could be a cyber crime. 

India was quick off the mark when it put in 
place its IT Act over four years ago. It was also 
quick to realise that it isn't just the computer 
that is used to communicate and transmit. So, a 
cyber crime isn't only about something that 
originates on a PC. The mobile phone, or even 
your MP3 player, if it connects to the Net, 
comes within the purview of the IT Act. But the 
law enforcers haven't been quite as quick in 
either understanding or assimilating this into 
day-to-day law enforcement. By now, you've 
probably heard of the episode in which police- 
men carried off monitors as evidence? The po- 
lice certainly know better today, but they re still 
far from being able to understand that it isn't 
the use of technology that constitutes the 
crime. This isn't likely to change, as long as we 
treat crimes that involve the use of technology 
as something separate from the rest of life. 

When the IT Act was formulated, cyber cri- 
mes were smart crimes perpetrated by geeky 
mischief makers, virus writers, hackers, mis- 
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guided teenagers whose creative genius knew 
no bounds and was difficult to keep pace with. 
That still happens. But with growing computer 
and Internet use and expertise, scamsters, porn 
kings, embezzlers and even terrorists have be- 
gun to use cyberspace. But then, so has every- 
one else. And that's where the problem lies.... 

When technology and the Internet are part 
of almost everything we do, it no longer makes 
sense to separate their use for crime. It's unreal- 
istic to think that criminals will not use technol- 
ogy during the process of crime. In fact, they'll 
use it so much that it will become impossible to 
tell a cyber crime from most other crimes. Can 
you imagine how it would have been if, when 
electricity was invented, a special police cell 
had been set up to deal with electricity-enabled 
crimes? It sounds bizarre, but the same argu- 
ment applies to cyber crime. Technology will 
become about as pervasive as electricity. It’s al- 
ready happening with the use of cellphones. It 
will go further when there's wireless connectiv- 
ity everywhere. Would all crimes that use con- 
nectivity then become cyber crimes? It makes 
far more sense to naturally assimilate all things 
cyber into day-to-day police work — both in- 
vestigative and law enforcement. 

What's needed is to educate the police on 
using technology — let them be technology 
users so that it becomes part of everyday life 
(and crime) — rather than a specially and har- 
shly punishable offence. All people who go into 
cyber cafes are not cyber criminals. All people 
who look at a naughty picture on the Net need 
not be put behind bars. But try telling the police 
that. We saw how wrong things went in the Baa- 
zee case. Still, the police cite it as a milestone. 

It was only when the police themselves used 
mobile phones that they became savvy about 
catching drivers who were using their mobiles 
while driving. Before that, you could get away 
with it quite easily. Much the same can happen 
with PCs and the Internet. a 

My thanks to cyber lawyers Pavan Duggal 
and Vakul Sharma for their inputs. 
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india is poised to have the dubious distinction of being the heart disease and diabetes capital of the -— : 


in the near future. What is scarier is that 35% of these deaths are in the 35-65 years age group, the most — 


productive years of our working. life. This has huge ramifications on the economy, apart from healthcare À j 
costs. There is also a nero eun that only men get heart attacks; women are at equal risk. 


THE SILVER LINING..... 


is that heart disease can be prevented. Itsnot 


an inevitable consequence of age, city living, - 


or even bad genes. The focus should be on 
attacking the risk factors, which lead to the 
disease in the first place. Here are some 
simple guidelines you can follow to avoid 
being another statistic in this modern-day 
war against disease. 


STUB OUT THAT CIGARETTE... 


A smoker's risk of having a heart attack is 


more than twice that of a nonsmoker. Smok- 


ing speeds up the development of plaque in i 
the arteries. It also reduces the level of the 


good cholesterol (known as HDL), and in- 
creases the stickiness of blood cells causing 


blood clots inside the arteries. If you smoke - 


currently, strongly consider quitting- its not 
cool anymore! | 
10,000 STEPS A DAY... 


Exercise helps protect against heart disease 


and several forms of cancer. Butbesidesregu- 


lar exercise every extra step you take during 
the day builds up your ‘health balance’, and 
helps prevent disease. Try and factor in at 
least 30 minutes of moderate physical activ- 
ity (such as walking) in your daily life. 


WEIGHT WATCHING... 


Its important to maintain a healthy weight, 


according to your height, but its more im- 


portant to eat a healthful diet and exercise 
regularly. Studies have shown that exercise 
programs and healthy eating lead to im- 


proved health parameters, even in the absence 


Beat that smoking habit 


and you'll keep your heart beating 


a healthy 38 million times a year. 





idea undergo a stress test. 


| of weightloss. Hoivever these studies should 
The saving grace Mee thisbadnews . not be seen to be a license to be overweight, 
. buttoserveas encouragement to those mak- 


ing a change in their lifestyle, which might 


not necessarily be reflected on the weighing 
scale. — s 


EAT RIGHT... : 
Every day fad diets spring up, and foods tend. 


to goin and out of fashion, as fast as clothes. 
In the end analysis, the ‘sensible diet’ 
preached and followed by our forefathers is 


_ the best for health. Make sure you get sev- 
eral servings of vegetables and fruits (not 
-. juices!) in a day, keep the oil content low and 


eat several small meals in a day. Keep the 
intake of 'simple sugars' (eg soft drinks and 
desserts) to a minimal, while consuming 


more of complex carbohydrates. Drink 8-12 


glasses of water a day but do not go over- 
board on water consumption. It's a little 
known fact, but excess water consumption 


. may actually be harmful to those with cer- 
< tain heart conditions. 


GET YOURSELF CHECKED... 


We all feel that it will ‘never happen to me’, 


but heart disease is an equal opportunity 


killer. Unfortunately most of the risk fac- 
tors for heart disease are silent- they give 
you no warning of their presence. You should 
get your blood pressure, blood sugar, cho- 


-lesterol and weight checked on a regular ba- 
sis. Ideally these tests should start at the age . 


of 15, and then repeated periodically. After 
all, the disease process begins in adoles- 
cence, If you have crossed 40, its also a good 


Pee eT eremum tata MN B Ie Nem reet gem hie NUI PTS HR ener drm tta atq ARA rA dale 


SUGAR IS NOT SO SWEET..... 


If you have diabetes, keep the blood sugars - | E i: 
under ‘tight control’. Remember, physical... 


activity is the best way to burn off excess 
sugar in the blood. Those with diabetes are 


more prone to Pee aire es especially a a 


Women. 


TAKE THAT PILL... 

With appropriate lifestyle modification, you 
should be able to control most of your risk, 
factors. But at some point, you may need to: 


take medications, Do not stay away from 


medicine because of the over-hyped and un- 
justified fear of side-effects or ‘being on 
medicine for life’. You should discuss the 
risk to benefit ratio of any medicine with 


-your doctor and make the decision. 


PICK YOUR PARENTS WISELY... 
Heart disease has a strong genetic compo- 
nent. If your parents or siblings have had 
heart disease you need to be doubly careful < 
and need to start getting yourself checked at 
anearly age. However, just because you may 
have a family history does not mean you are 
deemed to suffer, but your risk is higher. 
Authors: 

Dr. Aashish Contractor, Head of Dept : 
Preventive Cardiology and Rehabilita- 
tion, Dr. Tilak Suvarna, Interventional 


' Cardiologist, Asian Heart Institute 


This is the sixth of a series of articles on 
heart disease; prevention and treatment 
by heart specialists at the Asian Heart 
Institute. 

For more information write to : 
infotahirc.com 
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Where cutting-edge technology is taking us — 
as individuals and as businesses. By Kunal Sinha 


LEADING international magazines list of 
top 15 global brands of 2004 included six 
technology brands — Microsoft, General 
Electric, IBM, Intel, Nokia and Hewlett- 
Packard. These brands have revised their 
notions of what makes people adopt tech- 
nology. Nokia speaks of ‘Human Technol- 
ogy’; IBM’s ‘On Demand Business offers solutions to 
the small entrepreneur. While the churn is on in cor- 
porations, how has the consumer evolved in the bar- 
rage of technology? Just look at the possibilities today: 
m We don't need physical salary checks anymore; we 
use computers to see if our salary has been credited. 
m For the first time, sales of digital cameras will over- 
take that of film cameras in the US this year. 

m There are CD-ROMs today for 18-month-olds. 

m We question our family physician about treatment, 
after doing research on the ailment on the Internet. 
m In many markets, including here in India, we don't 
have to physically buy an air ticket. We can print the 
boarding pass with a bar code, choose seats, pay with 
a credit card, and simply check in. 

The pace of change has been blinding. In the mid- 
dle of this, how have we, as consumers, chosen to 
embrace new products and services enabled by 
technology, while rejecting others? Have we been ov- 
erwhelmed by choice and possibilities, or found ways 
to integrate technology into our lives, sometimes 
subverting corporate expectations? The Discovery 
group at Ogilvy & Mather embarked on a project that 
explored these vital dimensions (See Methodology"). 

A constaht debate among social scientists who 
observe the éffects of technology is centred on whet- 
her humans desire greater simplicity or complexity as 
they progress. Many technology creators extol the 











value of convergence. While that may drastically re- 
duce the number of'devices' we use, it also adds com- 
plexity to the devices. Alternatively, people like Al Ries 
have written about how we desire purity, and willlook 
for technologies that will do one thing, and do it well. 
Our first hypothesis takes off from this debate. 





Broadly, all technology will eventually fall 
into two categories: network and interface. 
One will connect devices, the other will con- 
nect a device with a human 


Genevieve Bell, an anthropologist at Intel, has 
quite accurately said that people inhabit homes, and 
technology powers houses. Creators of domestic tech- 
nologies need to keep that sensitivity in mind. While 
most domestic technologies embody notions of effi- 
ciency, the so-called labour saving devices have not 
actually had that effect. The change she advocates is to 
design not for efficiency, but for experience, effect and 
desire. Her manifesto: think domestic, not digital. 

Much of our technology is enabled by networks. 
Online social networks are simply human activities 
that ride on technical communication infrastructure 
of wires and chips. Wireless communication is 
ramping up our ability to connect. Though it might 
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seem that Wi-Fi is largely for the business traveller, 
its applications are diverse and surprising. Its need 
is felt most when people are otherwise disconnected. 
Baghdad, for instance, is described as the most 
wireless technology-dependent city on the planet, 
with its phone lines down. 

The challenge before technology innovators, 
clearly, is to enable technologies to communicate 
with each other and sort out problems, pretty much 
the way humans do (or at least try to!). 





Tne gap between the genders in technology 
adoption will reduce. However, their motivations 
for adoption will be quite different 


In the 19th and 20th centuries, technology was 
about machines — heavy machines that needed 
muscles to manoeuvre. It seemed only logical that the 
more physically powerful men would be the masters 
of technology. Today, the new opportunities are in 
technology-mediated communications — in servi- 
ces. And it is here that women come into their own. 

Various researches suggest that when women's 
representation is no longer biologically based, as it 
sometimes happens in cyberspace, the Internet can 
be empowering to women. It allows their voices to be 
heard, and serves as a mechanism for their ideas and 
insights to be considered. A study by Nancy Kaplan 
and Eva Farrell, Cyberfeminism As New Theory (1994), 
stresses that as more women grow up with new infor- 
mation technologies as part of their reality, the 
stereotyping of technology as a masculine domain 
and practice will necessarily fall apart. 


METHODOLOGY | 


he Discovery group's exploration required 

a mix of methodologies. It used media 
ethnography (the analysis of diverse media 
content to understand people who read or 
view it) to identify cutting-edge technologies 


that are likely to hit the markets, and their 
creators through the study of a range of 
magazines, including Newsweek and Wired. 
All the magazines review innovations in 
technology and present their chances of 
success. They also have the creators' points 
of view, which gives insights into the drivers 


TECHNOLOGY - 


While men are interested in the mastery of the 
technology, it is the wider social context that interests 
women. Donna Milgram, founder and executive dir- 
ector of the Institute for Women in Trades, Techno- 
logy and Science, observed that in a computer lab, 
boys tend to rush to the machines and girls hold back. 
If a girl is in the middle of a project, there are times 
when she needs a computer, and times when she 
doesn't. But boys will gravitate to the computer even 
when they don't need it because they just like the ob- 
ject, sitting with it and playing with it. For boys, the 
goal is important because it allows them to work with 
hardware and make things happen. For girls, the 
process of exploration is significant because it gives 
them a sense of camaraderie with a partner. As 
Praveen Cherian of IBM India puts it: “Women tend 
to bring technology into their sphere, while men 
reach out to technology.” 

Advertising for mobile handsets exhibits a sensiti- 
vity towards gender differences. Models targeted 
at women focus on the end-use (using words such 
as ‘clique’ and ‘gossip’), whereas those targeted at 
men carry greater technical information, and are 
indicative of their symbolic value. 
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M'ochüotogy brands will be built not on features 
but on the basis of how ‘human’ and ‘soft’ they 
appear to be. They will assume dimensions that 
have emotional underpinnings 


To have a lasting impact — and to win enduring 
customer loyalty — innovative products must make 
an emotional connection to users. Business people 


for technology creation. A crucial layer of 
understanding was added to the creators' 
perspective by having structured conversa- 
tions with them. These were people in R&D, 
and closer to the product than the market. 
This was done to assess consumer aware- 
ness and sensitivity in innovation. 

Finally, there were visits to 250 homes in 
Mumbai, Kolkata, Hyderabad, Delhi and 
Chennai. The work of social scientists and 
futurologists who are studying the relation- 
ship between human beings, technology and 
society at large was sourced from the Web. 
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should think about how they want their products 
to make customers feel. Owners of Apple iMac seem 
to enjoy a much stronger ‘emotional connection’ with 
their computers. The warmer colours and the softer 
curves of an iMac or an iBook contribute to the emo- 
tional bond in no small way. 

In Japan, robots are deemed considerate and 
friendly. They fulfil a role of companionship that 
draws from social reality — a shortage of space that 
prohibits ownership of real pets, and the need for 
companionship for an ageing population. (They can 
also alert others if something goes wrong. If the 
owner does not move for a long time, for instance.) 
Though these robots do not attempt to understand 
their owner's emotional state, they do have the ability 
to create emotions in their owners. 

Marc Smith, a sociologist at Microsoft, believes 
that people love computers because "there are 
people inside them", not just a bunch of semiconduc- 
tors. As more and more people tinker with technol- 
ogy, they get concerned about the results of the tin- 
kering. As technology becomes more transparent 
and open to tin- 
kering, its users' 
interest evolves 
from ‘What it 
does?’ to ‘How it 
does what it does?’ 
and ‘How to make 
it work better?’ 
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Technotogy will be a potent tool in the hands of the power- 
less, as they will find surprising uses for it. It will bridge the 
rich-poor gap in surprising ways 


Shyam Telecom in Rajasthan has opted to take its 
phones to the people rather than wait for them to 
come to it. The company has equipped a fleet of cycle 
rickshaws with mobile phones. Drivers pedal these 
mobile payphones throughout Jaipur and the sur- 
rounding countryside. Two hundred rickshaw drivers 
are largely drawn from those at the margins of society 
— the disabled and women. The drivers make a 20 
per cent margin on every call, earning between 
Rs 6,000 and Rs 9,000 per month. Cherian of IBM em- 
phasises the benefits of appropriate technology: 
“Technology will probably eliminate the middleman, 
as producers (farmers) would be able to deal directly 
with the end consumers. Today even milkmen use 
mobile phones. Fishermen call up markets from their 
boats using mobile phones to identify which markets 
rates are higher in Kerala. If technology does not 
reach the common man, it will not survive,” he says. 

Technology is set to revolutionise healthcare in 
the deeper reaches of India. “Telemedicine and elec- 
tronic patient records will allow for better healthcare 
in remote locations. Primary health centres in the vil- 
lages will soon be linked to district hospitals,” says 
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. TECHNOLOGY 


Sunil Kapoor, chief technology officer, Fortis. To re- 
duce paperwork, save time and improve the flow of 
information, H-P redesigned its iPaq Personal Digital 
Assistant with suitable icons to cater to semi-literate 
Auxiliary Nurse Midwives (ANMs). The user interface 
was developed in Hindi (and can be developed in any 
local language), so that semi-literate ANMs can use 
PDAs with ease. The PDAs capture information about 
the health conditions in a village, which can then be 
accessed by the computer at the primary health cen- 
tre, for developing a health status database. 





Imaging: ASHISH SAHI 


Technotogy will allow people to live multiple 
lives, assume and live out multiple identities 


Everyday, as millions of people interact over the 
Internet, they navigate worlds that are simulated. 
They create virtual personalities, and forge online re- 
lationships. Fantasy and role-play — both natural 
and important functions of child development — are 
fostered by adult chat rooms and virtual reality. In a 
distributed, yet isolated world, people desire connec- 
tions. In doing so, they think not of identity but iden- 
tity crises. MUDs (multi-user domains), better 
known as chat rooms, offer a parallel life — "You are 
what you pretend to be." The idea of ‘windows’ makes 
it possible — the machine places you in several con- 
texts at the same time. Hence, your identity on the 
computer is the sum of your distributed presence. 

In a world enabled by technology, we are not lim- 
ited by our history; we can recreate ourselves. Psycho- 
analysts feel that when people adopt online personae, 
some see it as a process of self-discovery, even self- 
transformation. Some feel an uncomfortable sense of 
fragmentation, others a sense of relief. The assump- 
tion ofan alternative persona can serve as an outlet for 
feelings that the person perhaps cannot express with 
people around him or her. Society urges us to repress 
ourselves. It does not allow individuals to access the 
‘illegitimate parts of the self’. In many ways, technol- 
ogy, especially cyberspace, allows humans to sense in- 
ner diversity and know their limitations. * 





The author is vice president-Discovery, 
Ogilvy & Mather-India. He looks after consumer 
insight and knowledge functions at the company. 
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SIGNATURE SUCCESS ICON 


www.clubmcdowell.com 


Changing the course 


C K Ranganathan 
CMD, CavinKare 


A true Signature Success Icon. 
Recipient of the Economic Times 
Award for Young Entrepreneurs. 

He created history witt 

the revolutionary shampoo ‘sachet’. 
He challenged FMCG majors with 
just Rs. 15,000 and a vision. 

Rs. 400 crores later, 


he says he’s only just begun! 


The new sign of success 


| McDowell's Signature recognizes successful 
new age entrepreneurs who ve created 
wealth by changing the rules of business 


Rediffusion-DY&R/Bang/MCD/BW/18/05 





Pramod Bhasin 
President & CEO 
GECIS Global 


I've just read BLINK: THE POWER OF 
THINKINGWITHOUTTHINKING 
by Malcolm Gladwell. He also wrote 
the Tipping Point. In Blink, Gladwell 
illuminates an aspect of our mental 
lives that we frequently rely on, yet 
rarely analyse — our ability to make 
snap decisions. He cites the example 
of art experts spontaneously recog- 
nising forgeries. People make instan- 
taneous decisions, and should not 
ignore them. What he says is a reflec- 
tion of what we at GECIS are doing. 
We were doing BPO for ourselves and 
‘in a blink, we asked ourselves: ‘Why 
not do it for the whole world?’ 

I love books with a mix of psycho- 
logy, decision-making, logic and 
rationality. I pick up books at airport 
shops. Another book I liked is A 
SHORT HISTORY OF NEARLY 
EVERYTHING by Bill Bryson. I avoid 
reading business books. E 


ALERT 
The Skinny Deal 


Russ Hamacheck 
(Book Publishers Network) 








E HAS author, and former 

! executive, Russ Hama- 
check created a new 
genre — the historical 
business novel? Set in 
1964, he tells the story 
of a family brewery busi- 
ness in financial trouble that tries 
to aquire another company with- 
out paying any money. Call it what 
you will, it's certainly original. E 
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Bangalore in 


SUBROTO BAGCHI 


ILICON Valley and Bangalore 
have several interesting simi- 
larities. Good weather, a fruit- 
growing past, proximity to 
seats of learning, military 
bases, lack of historical sig- 
nificance of any tangible kind and a 
sense that the place does not really 
belong to anyone. 

Janaki Nair, a professor of history at 
the Centre for Studies in Social Sciences, 
Kolkata, has written a scholarly book, 
The Promise of the Metropolis: Banga- 
lores Twentieth Century. It tells us that 





the historically inconsequential region, | 
| and, thereafter, the city's post-Indepen- 


successively dominated by the Gangas, 
the Cholas and the Hoysalas, was for- 
mally shaped as Bengaluru only in the 
16th century by Kempegowda, a Telugu 
warrior chieftain. 

Bangalore has retained that sense of 
non-belonging ever since. It is at once 
the reason of her present day success 
and the cause of her alienation. The 
greatest thing about the average Kan- 
nadiga is that he has not begrudged the 
making of Bangalore as a city that took 








into her fold people from everywhere, 
with open arms (Remember, it is not 
easy for a local people to allow a meta 
identity to emerge on their own soil). 
That gave Bangalore a certain diversity, 
without which, it would not have 
emerged as the Silicon Valley of Asia. 

In a similar sense, the 50-mile 
stretch on Highway 101 between San 
Francisco and San Jose did not belong 
to people of any one identity; to be 
there, you just had to love technology. 
Nairs meticulous research and her 
powerful and largely unbiased narrative 
brings alive the spatial history of Banga- 
lore through the ages. 

She covers the British era in detail 


dence journey from the days of public 
sector domination to its iconic rise on 
the international IT scene in the last two 
decades, dwelling at length on how the 
city dealt with issues of language, reli- 
gion and gender over time. 

But this is no dull commentary. The 
author also tells us about the economic 
history, the changing socio-political mi- 
lieu and the spatial emergence of Ban- 
galore. The effect is like watching a black 





India's first 


D.N. MUKERJEA 


HUPESH Bhandari met Parvin- 
der Singh weeks before he died. 
Bhandari was writing for Busi- 
nessworld then, working on a 
story about D.S. Brar being appointed 
MD of Ranbaxy and the transition of 
the company from having a family 
member at its helm to having a profes- 
sional lead it. That was to be Parvinder 
Singh's last interview. Bhandari was 
moved byhis interaction with Singh and 
told his colleagues that it was Singh's 
extraordinary drive, despite his ill 
health, that impressed him the most. 
Ranbaxy, founded by Singh's father 
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Bhai Mohan, is an iconic Indian 
company. It’s a company that demon- 
strated to the world the power of India’s 
pharma sector. Bhandari begins his 
story of Ranbaxy well — how news of 
Ranbaxy's Lipitor challenge shaved 


THE RANBAXY 
STORY 


By Bhupesh 
Bhandari 
Viking (Penguin 
Books India) 
Pages: 240; 

price: Rs 450 
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BOOKMARK 


black and white 


THE PROMISE 


OF THE 


| METROPOLIS 


Bangalore’s Twentieth 


Century 


| By Janaki Nair 


-~ Oxford University Press 
Pages: 454 





and white film (incidentally, all the pho- 
tographs in the book are deliberately 
black and white) in which the charac- 
ters come and go. Each time they make 
their appearance, the author provides a 
close-up of the times they lived in with 
vivid tales. One such is the story of K.T. 
Appannas hotel that was run by and for 
Brahmins. The plague, in the beginning 
of the last century, forced many to send 
their families away. For the menfolk 
who stayed back, food became an issue. 
Brahmins wouldn't eat in hotels, which 
were regarded as forbidden places. So, 
Appannas hotel was started exclusively 
for them. At its entrance, patrons had to 
establish their identity, and to those 














who had a secular fore- 
head, ash was offered to 
mark caste! 

Speaking of forbid- 
den places, the author 
takes us through the 
story of Judge Narahari 
Rao, a patron of the fa- 
mous singer Nagarath- 
namma. The judge had 
permission from his wife 
to visit the singer, but the 
Dewan, Seshadri Iyer, objected to his 
visits to the singer's house in the official 
coach, complete with a mace-bearing 
peon. A truce was struck when the judge 
shifted his pleasure court to what was 
later called ‘Mount Joy’ 

The central theme ofthe book, how- 
ever, is about space: how the use of 
space shifts in time and is used by peo- 
ple in different times in a different man- 
ner, how space often changes people 
and how people change their space. 
Nair recounts the rent strike by the Mass 
Awakeners Union in 1937 when rents 
were raised from one eighth of a rupee 
to one fourth, and she also tells us about 
the uneven relationship between Hin- 








generics hero 


close to $7 billion off patent holder 
Pfizer's market capitalisation. 

Yet, Ranbaxy’s ascent has been 
marked with controversies, the most fa- 
mous of them being the hostilities be- 
tween Parvinder and Bhai Mohan. It is 
one of the most celebrated cases of a fa- 
ther-son spat in Corporate India. Most 
of it is chronicled in detail: how the rela- 
tionship between father and son first 
broke down. The subsequent battle for 
board control led to Bhai Mohan Singh's 
ouster. (Technically, Bhai Mohan re- 
signed when he realised that he had 
been out-manoeuvred.) The relation- 
ship between father and son unfortu- 
nately never improved till Parvinder 





Singh's dying day. 

Bhai Mohan Singh's early busi- 
nesses, the rise of Ranbaxy, Partition 
and its impact on the family, etc., have 
also been chronicled in equal detail. 

But the books relevance lies not in 
its chronicling of all of this, because it 
goes into some lengths of how Ranbaxy, 
Indias first true multinational, was cre- 
ated. The book comes at a time when 
going global is high on the agenda of 
most Indian companies, regardless of 
the industry they belong to. And almost 
all of them, at some point or the other, 
have been inspired by what Ranbaxy 
has done. 

Ranbaxy's early moves were oppor- 
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dus and Muslims over time. She re- 
counts the days of public sector trade 
unionism and, finally, the emergence of 
the citizen as a stakeholder through the 
more recent Bangalore Agenda Task 
Force (BATF) initiative. She brings up in- 
teresting conflicts that emerge when a 
city embraces the concept of a master- 
plan and explains why Bangalore can- 
not be, or need not be, Singapore. 

The book is a must read for anyone 
who loves Bangalore. It is also highly 
recommended for people who are inter- 
ested in the history of cities. Increas- 
ingly, we find that countries are known 
for the cities they build and the institu- 
tions they create. This phenomenon is 
not without its attendant discord but for 
now, the city is the state. Nair clearly 
loves her work and does it well. I only 
wish that she would write a shorter, eas- 
ier book that can engage a broader sec- 
tion of readers. The book lends itself well 
to a documentary film on the city. I do 
hope that someone will take up such a 
project some day. " 


Subroto Bagchi is co-founder & 
COO, MindTree Consulting, Bangalore 


tunistic. India did not recognise product 
patents and, therefore, Ranbaxy, like a 
host of other Indian pharma compa- 
nies, reverse-engineered multinational 
drugs and sold them. Then, Ranbaxy 
started selling some of these drugs 
abroad in countries with a lax patent re- 
gime. But then, sometime in the 1990s, 
it shifted gears and started addressing 
the issue of R&D. (High quality R&D 
defines success in the pharmaceutical 
world.) It started manufacturing more 
and more complex drugs, plugged into 
the opportunities being thrown up in 
the West because of patent expiries and 
also started researching its own original 
molecule. While all this may be well 
known for those familiar with Ranbaxy, 
the fact remains that when the com- 
pany started on this journey, it was a 
pioneer. Bhandari brings all these facts 
alive in fine detail. LI 
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OW that G.N. Bajpai is gone, doubts are 
being expressed about his legacy, the mar- 
ket participants' identification number 
(MAPIN). M. Damodaran, his successor, 
has pushed the deadline for getting a 
MAPIN from March 31 to the end of 2005. Meanwhile, he 
has appointed a committee to have another look at the 
MAPIN project. He has naturally not asked it whether 
MAPINS should be abolished; that would have been too 
pointed a slight to his predecessor. But he has certainly set 
the stage for a substantial watering-down of the scheme. 

Although he does not want to raise hackles and, 
hence, would not ask the question, it still needs to 
be asked: why is MAPIN necessary? Mr Bajpai's an- 
swer might have been that he 
wanted only genuine, resp- 
ectable, law-abiding citizens 
and institutions to have access 
to stock market transactions. 
Ever since 9/11, there has been 
much of this kind of authenti- 
cation. Banks have been asking 
their customers for all kinds of 
documents — copies of pass- 
ports, elector identification 
cards, ration cards, chemical 
analysis of nose-drip and so 
on. Stockbrokers have been 
asking their customers for 
their income-tax identification 
numbers. Till then, India was 
only a major producer of iden- 
tities; no government agency 
considered itself adult unless it 
had asked its victims to identify themselves. Then it be- 
came a consumer of identities; for all kinds of minor 
transactions, one had to furnish one or another proof of 
identity. Sebi joined the tribe rather late. 

All this labeling of humans might have been of some 
use if the label could be connected with, or could evoke, 
complementary information. In a bank, for instance, the 
bank account number, if correctly typed into a computer, 
brings forth information on transactions in that account. 
Here the identifying number serves an administrative 
purpose, or saves time and prevents error; if a person's 
name were his only identifier, typing in Rajesh Sharma 
may bring forth 3,000 accounts — or none at all. 

But one label should be enough. If everyone were 
given a unique number, name or combination, that 
should identify him for every authority. Only we Indians 
would think of the chaotic way government authorities 
have gone about giving everyone multiple and independ- 
ent identification tokens. Wherever other countries have 








If citizens must bear an official 
identity, it must be a unique 
one; every footling department 
cannot create its own dossier 





thought of identifying their citizens, they have created a 
single identification system. Thus, in the US, a person's 
social security number identifies her — and nothing else 
does. Every institution asks for this number to identify a 
person — and none creates its own numbering system. 
The NDA government was keen on creating a single 
identification scheme; but its obsession was narrow. It 
wanted to identify residents who were not citizens. So it 
was looking to give identity cards to people along borders. 
This kind of incomplete identification is self-defeating. It 
would have led to endless squabbles about whether cer- 


| tain Muslims were denied an identity card because they 


were foreigners or simply because they were Muslims. 

To date, the Election Commission has gone furthest 
towards issuing identity cards 
to electors. It would be most 
economical, and least cumber- 
some, to use the Election Com- 
mission's database for identify- 
ing everyone. It covers only 
adults, whereas a proper 
record should cover everyone 
who is born — or at any rate 
anyone who survives her first 
five years. Maintenance of the 
Election Commission's data- 
base should be taken over by 
the Registrar General, and 
made part of the Census. A 
running record of all humans 
in the country would also 
make the taking of the decen- 
nial Census easy — and could 
be used for many other pur- 
poses, including focused sample surveys. 

If there were such a record of all living persons, would 
a MAPIN be necessary? The census record would include 
everyone, including cheats, shysters and crooks. But how- 
ever much Sebi may wish it, it is wrong to weed out people 
before they cheat. The only correct way to bar a person 
from stock exchanges, if there is any at all, would be after 
he is convicted ofa crime that would justify such a ban. 

There is still a case for ensuring that financial interme- 
diaries are financially strong, and that they know their 
customers. But Sebi long ago set up systems to ensure 
this. All intermediaries have to register with it and pay 
through the nose for the privilege; by now, even the impe- 
cunious BSE brokers have paid up. They all have to give 
annual returns. All security holders have to register with a 
depository; and when they buy or sell they have to register 
with a broker, with corresponding red tape. That is 
enough, Mr Damodaran; do not make investors' lives 
more complicated! S 


ANTHONY LAWRENCE 
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HAVE A GUT FEEL FOR THE ACQUISITION 
COSTS OF LINUX VS. WINDOWS? 
HERE'S A DETAILED ANALYSIS. 


Source: BearingPoint, 2004 
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A recent study of licensing and support costs conducted by BearingPoint, 
a leading independent consulting firm, found that these acquisition 
costs for Windows Server'" 2003 are comparable to Red Hat Enterprise 
Linux or Novell's SUSE Linux Enterprise Server "despite the common 
perception that Linux is free or very inexpensive." However, if you 
require full 24x7 phone support on all servers, licensing and support for 
Windows Server 2003 can cost up to 7396 less than Red Hat Enterprise 
Linux* over five years. 


For the full study, visit micros | 
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Microsoft } 
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Window 
Server System 


*Red Hat Full Support (24x7) estimates based on case where 10096 of servers are Enterprise Linux AS Premium. Red Hat Limited Support estimates are based on case where 1076 of servers 
are Enterprise Linux AS Premium (24x7 phone support) and 90% are Enterprise Linux ES Standard subscriptions (9 a.m.-9 p.m. EST M-F phone support). Windows Server estimates are 
based on case where 10% of servers are Windows Server 2003 Enterprise Edition and 90% are Windows Server 2003 Standard Edition (24x7 phone support on all). This study was 
commissioned by Microsoft. © 2005 Microsoft Corporation. All rights reserved. Microsoft, Windows, the Windows logo, Windows Server, and Windows Server System are either registered trademarks or 
trademarks of Microsoft Corporation in the United States and/or other countries. The names of actual companies and products mentioned herein may be the trademarks of their respective owners. 
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b LIU Gender Bender 
E CJ Your cover story aptly 
summed up the dilemma 
faced by women at work 
today. However, the 
observation that, "The good 
news is women have more 
choices. The bad news is, unless 
that choice is in sync with their personality, it 
will always feel like a rotten compromise" applies equally to — 
career men. There are still very few men who choose their careers based 
on their inner needs. 


V. Ramshesh, Navi Mumbai 





3. Finally, India is today experiencing a 
great renaissance and referring to India 
and China as 'they' is demoralising, in 
my opinion. 

Rajkumar S., via email 


ON BEING INDIAN 

Your cover story on the Indo-China 
relationship (BW, 11 April) was 
interesting. However, I feel that you 
made a mistake in the way you 
phrased your cover line. The cover 
headline reads: ‘India And China — 
What Can They Do Together?’ It should 
have read: ‘India And China — What 
Can We Do Together?' My reasons 


BW replies: 

The criticism arises out of a mis- 
understanding that the headline is 
unintended. It is the way it is or a very 


are as follows: specific reason. 

1. The current headline gives the The cover provokes the reader to 
impression that a foreign magazine, | think about Indias strategic options in 
and not India’s largest selling business | arational and analytical manner, 
magazine, is publishing a cover story — | without the disastrous bhai-bhai 
about the latest developments emotionalism of an earlier era. The 
between the two leading Asian third-person technique is often 





used to look at an issue dispassionately. 
As a magazine created specifically 
for decision-makers in business 
and government, it is Businessworld's 
responsibility to promote clear 
thinking, so that Indias bigger role in 
world affairs becomes a reality, and 
doesnt remain an emotional wish. 


economies. 
2. At a time when all things foreign 
have become an obsession with ` 
most Indians, I feel that it is the 
responsibility of the Indian media to 
propagate stonger national conscious- 
ness in the country. 


——————————————————————— 


CORRIGENDUM 

In ‘A Name For Each Palate’ 

(BW, 28 March), the R.K. Jaipuria 
Group was incorrectly identified _ 

as the master franchisee of Pizza 

Hut in India. The group operates 
Pizza Hut restaurants in the 

Northern and Eastern region only, 
through Devyani International Private 
Limited (DIPL). 


We regret the error. 
puse ee uui eter 
| Write in at | 
| editor@bwortdmail. com 
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REUTERS 


cover story 321 VAM S The Real Picture? 


India ushered in one ofits biggest indirect tax reforms on 1 April. Since then, there has been both angst and 
chaos. Will it get any worse? How flawed is the system that has been implemented so far ? And, is the fuss 
worth all this? BW brings you the impact of the rollout across India. 


A Chinese Solution — 2« Backroom Boys 


Anand Mahindrahasopeneda | Indian electronic manufacturing 
new flank. Mahindra & Mahindra | service companies have doubled 
has tied up with Chongquin Lifan | their capacity in three years. Now, 
Industry Group, the largest their eyes are set on the global stage. 
motorcycle manufacturer in But these companies have a long 

















China, to make its foray into the | way to go before they can match 

Indian bike market. What kind their Chinese counterparts. 

of bike will it be? | 

| Vikas Gupta of Bigesto: Believes » 
* A new road for Anand Mahindra India can be No. 1 in TVs 
Fringe Benefit Tax Thelowdown on how the | Biotech The national biotechnology strategy 
committee headed by Parthsarthi Shome has modified it. promises much for the industry. But can it deliver? 
Ranbaxy It has paid up what the UK's National | Pharma why and how companies in the Indian in- 

Health service wanted. But is it quite out of the woods? | dustry are shifting from pushing pills to building brands. 
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so In Debt's Grip 


Only a thin line separates easy credit from debt trap. How to 
read the warning signs and walk the right side of the line. 


54 Buffett A message from the Sage of Omaha. 
56 Stock Eye rocusonlyon the fundamentals. 
58 News More shares earmarked for small investors. 


IN VOGUE 


so View Of The Top 


Subroto Bagchi, COO, Mind- 
Tree Consulting, takes a trip 
back in time to study the varied 
styles of the bosses who have 
deeply influenced him. 


4 Mentors M. Bahree & S. Mitta 











72 Bookmark Howto make money by going where 
others fear to tread. And the phenomenon that is Tendulkar. 
COMMENT 


22 Ashok V. Desai After a glittering stint 
as Chancellor of the Exchequer, Gordon Brown 
can only become PM. But... 


GUEST COLUMN 
48 Ajit Kapadia & K.N. Naik Merging PSU oil 


majors to make a mega corporation is not sound strategy. 
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Prometric CEO Michael Brannick on the 
importance of testing and assessment. 


Fine Print: Ranjeev Dubey on preserving 
shareholder agreements despite changing partners. 


A Stock Sense: Oil prices are threatening to hijack 
global growth. Will the price tide turn? 
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| inthe system that has been in- 


VAT and all that fuss 


HE value-added tax regime has caused a great 
deal of confusion and consternation. That's un- 
derstandable, of course. A makeover of this sort 
cannot be achieved without upsetting anyone. In 
any case, a lot of people who never pay taxes 
would have raised hell over any change that made the scope 
for evasion narrower. And as some of them are brought into 
the tax net, it is likely that prices will go up. That's also under- 
standable. It's even understandable that we have gone ahead 
with the implementation of VAT despite some crucial states 
holding themselves back — states without the political will 
would have waited to see how it all works out, in any case. 








What is not excusable is that when all the noise settles down, 
the VAT regime that we are left 
with will still be a flawed one — 
there are still far too many ex- 
emptions and special cases that 
leave room open for both abuse 
and unfairness. Even as the gov- 
ernment tries to iron out chinks 


LI 
Businessworld 


ui 


« 


troduced, it is important that it 
lays out a roadmap for full im- 
plementation ofVAT that is true 
to its principles. 





This weeks cover story looks at how the rollout is going, and 
what to expect next. Contributing editor Anjuli Bhargava and 
senior assistant editor M. Anand, who anchored the project, 
also spoke to the men and women involved in the crafting and 
implementation ofthe system to get a better perspective. We 
hope that their story will remove some of the confusion. 


Last weeks cover story on India and China generated a lot of 
response. It is clear that a lot of people find the subject fasci- 
nating. The most critical foreign policy issue before India to- 


| dayishowit will play the soft balance of power game between 


China, US and itself, especially in this region. For the game to 
go well, India's foreign policy establishment has to end its ob- 
session with our smaller western neighbour and raise its sights 
higher. The visit of Chinese Prime Minister Wen Jiabao is a 
good occasion for India to start playing the bigger game, with- 
out letting either the hostile rhetoric of the past or the mind- 
less bonhomie that is sure to follow now, to cloud its mind. 


Ja 


S 


TONY JOSEPH, EDITOR 
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M&M boss Anand Mahindra has 
hit upon a Chinese solution 


SANJIT KUNDU 


HE Rs 6,000-crore-plus (FY 
04) Mahindra & Mahindra 
(M&M) is planning to enter 
the Indian motorcycle mar- 
ket in September 2005 with 
products sourced from the $5-billion 
Chongqing Lifan Industry Group, 
China's largest motorbike maker. Ac- 
cording to sources, two models, one 100 
cc and the other 125 cc, are currently 











MAHINDRA & 


MAHINDRA 


a xt Moving into mobikes 


Non-urban thrust planned with Lifan tie-up 


undergoing testing at M&M's Zaheer- | 
abad plant in Andhra Pradesh. The en- 
gine research team from Nashik is down 
at this plant in force, testing the product 
for the past several weeks now. 

This will be the company's second 
foray into a new market in recent times. 
In March it signed a deal with the euro 
40.75-billion (2004) Renault of France to 
make its passenger car, Logan, in India. 

A senior manager from a rival man- 
ufacturer says that M&M will aim to 
bring in products that pack a lot of fea- 
tures rather than only compete on price. 
He also expects that M&M will leverage 
its wide dealer network to sell a large 
portion ofthe Lifan motorcycles in non- 
urban markets. 

While it is still unclear what brand 
the motorcycles will be sold under, indi- 
cations are that they would be priced in 
the Rs 32,000-35,000 bracket, with most 
models fitted with devices like anti-theft 
locks and electric starters. The top-of- 





RANBAXY 
Under pressure over Accupril 


ANBAXY Laboratories was hit by 
bad news last week. A US court 
ruled that its copy of global 
drug major Pfizer's blood pressure 
drug Accupril infringed the latter's 
patent. The court ordered Ranbaxy and 
its distribution partner, Teva, to stop 
 . Selling generic Accupril. Both say they 
will appeal to a higher court. If they 
lose again, Ranbaxy might be worse 
off than Teva. The Israeli drug maker 
has reportedly said that Ranbaxy will 
indemnify it against any patent 
infringement claim. Pfizer is expected 
to seek compensation for lost sales. 
So what will Ranbaxy have to 
stump up if Pfizer is awarded 
damages? It's difficult to judge since 
Ranbaxy has not disclosed its sales 


R 





between December, when it launched 
the drug, and end-March, when it was 
forced to stop. "The sales figures are 
not available," says a Ranbaxy 
spokesperson. 

Analysts have made some 
estimates. At full price (or the price at 
which Pfizer sold before the copies 
came in) its lost sales would amount 
to not more than $36 million, says a 
note by HSBC. HSBC has assumed a 
25 per cent market share for Teva and 
an 80 per cent price discount. (At the 
time of Ranbaxy's launch Accupril was 
a $550-million drug). In addition, 
Ranbaxy might have to write off 
inventory of $4 million-5 million, it 
suggests. Another estimate by analyst 
Rohit Bhat of B&K Securities says that 


Graphics: NEERAJ TIWARI 
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the-line model is expected to cost a little 
over Rs 40,000. 

In 2004-05, sub-125 cc motorcycles 
brought in volumes of over 4 million ve- 
hicles and grew by about 15 per cent. In 
contrast, the 125 to less-than-250 cc cat- 
egory, at about 700,000 vehicles, grew by 
aremarkable 60 per cent plus, marking a 
clear shift of the buyer towards higher 
capacity vehicles. So, it would make 
sense for M&M to have two products in 
the two segments and expect growth as 
well as volumes. 

Lifan has said earlier that it plans to 
sell 60,000 vehicles in the first year and, 
with this strategy, the target appears to 
be achievable. 

Lifan has already homologated a 
number of bikes ranging from 100 cc to 
200 cc at the Automobile Research Asso- 
ciation of India. For starters, the prod- 
ucts would be assembled at M&M's Za- 
heerabad plant. While the engine will be 
supplied by Lifan, a number of M&M's 


How the cookie crumbled 


Teva wins US nod for Accupril 
with 180 days exclusivity 
Pfizer patent suit pending 
Pfizer wit 15 pate int infringe- 
ment lawsuit, Teva can't 
launch 

Teva relinquishes exclusivity, 
Ranbaxy and Teva tie up to 


launch Ranbaxy generic 


Pfizer sues again 


Ranbaxy 
a to appeal 


Pfizer wins case. 
* and Tey 





Ranbaxy could lose a smaller sum of 
about $20 million. 

But there are some unanswered 
questions. Why didn't Pfizer sue 
Ranbaxy in December? It had already 
sued Teva earlier and won. (This had 
led Teva to tie up with Ranbaxy, since 
it didn't have its own non-infringing 
product.) Also, Pfizer had launched its 


original equipment component suppli- 
ers are conducting pilots for some other 
components. Around two years ago, 
Arai had rejected a number of Chinese 
bikes for failing to meet emission 
norms. So engine and exhaust systems 
will be vital to the new product that 
makes it to the market. 

Besides, indigenisation will almost 
certainly give M&M better control over 
quality. At least meeting, if not surpass- 
ing, the current quality standards will be 
absolutely essential for M&M if it has to 
take away market share from the prod- 
ucts being sold by Japanese and Indian 
companies today. At its price points, the 
new bikes will have to fight established 
players like Bajaj Auto's Byk and Boxer, 
Hero Honda’s CD-Dawn and CD100SS, 
Yamaha's Crux, Crux R and Libero. 

The Chinese company has also had 
a Rs 12-crore investment cleared by the 
Foreign Investment Promotion Board in 
November 2004 "to set up a wholly- 
owned subsidiary for assembling mo- 
torcycle engines" in Pune. For Lifan, the 
tie-up with M&M will give it the distrib- 
ution network that it, or any other Chi- 
nese bike company could not set up 
and, hence, could not break into the In- 
dian market. i 

ABHUIT MITRA & T. SURENDAR 








own generic of Accupril through 
subsidiary Greenstone. Market 
research firm IMS Health's data 
suggest that Pfizer's generic had a 
larger market share of 42.8 per cent 
than Ranbaxy-Teva's 40.4 per cent 
by end-February. "Pfizer may not get 
damages keeping all this in mind," 
says analyst Abhay Shanbhag of 
HSBC in the note. 

Ranbaxy and Teva have said they 
will push for an expedited hearing in 
the appeals court. “Ranbaxy is confi- 
dent that it will, on appeal, be able to 
make a compelling argument in sup- 
port of its non-infringement posi- 
tion,” says Jay Deshmukh, vice-presi- 
dent, intellectual property, Ranbaxy. 
In the meantime, Ranbaxy's drug will 
be off the shelves. This will be to the 
benefit of Pfizer and other competi- 
tors hawking generic Accupril. i! 

GAURI KAMATH 


ESPITE hectic lobbying by 
D companies and industry asso- 

ciations, the fringe benefits tax 
is set to stay, although in a modified 
form, say finance ministry sources. 

Officials are likely to remove from 

the taxable incomes list many of the 
business expenses that they feel are le- 
gitimate. These include spending on 
sales and business promotion, adver- 


FBT & WITHDRAWAL TAX 


Modified, but 
here to stay 








tisements, telephone calls and con- 
veyance. Sources said that for many 
businesses like call centres, conveyance 
is a legitimate expense. Similarly, taxing 
telephone calls of call centres is like tax- 
ing their ‘stock in trade’. 

As for the cash withdrawal (from 


. banks) tax, ministry sources said it will 


stay, but the floor would be raised to 


. Rs 25,000. Many agree that if the pur- 


pose is to get banks to report whenever 
cash over Rs 10,000 is withdrawn, the 
government can do so by simply issu- 
ing a directive to them to do so. The 
point is how will this information be 
used or taken further. 

Tracking all the cash transac- 
tions will be tough. Some years 
ago, the ministry had made it 
mandatory to quote the PAN num- 
ber when making deposits of more 
than Rs 20,000. This helped puta 
fear in the minds of the guilty that 
their deposits could be checked. “If 
it's not a bona fide deposit, now a 
chartered accountant advises his 
client to put the money in over five 
days and not to deposit more than 
Rs 20,000 per day,” says a source. 

A final decision on both these 
taxes will be taken after they are 
discussed with the finance minis- 
ter. So far, an informal panel set up 
under Parthasarthi Shome, adviser 
to the finance minister, has heard 
all the views and has come up with 
its recommendations. When con- 
tacted, Shome, however, refused to 
comment on the issue. w 

ANJULI BHARGAVA 


DINESH KRISHNAN 
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Internal transfers in Rs crore for FYOA 
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Internal transfers: The big blocks 


If the Institute of Chartered Accountants of India does not roll back its new rule on 
internal sales, a number of companies will have to write down their turnovers sub- 
stantially. A list of some of the biggest internal transfers and their share of sales. 


96 of 
sales 





transfer 
Reliance Industries 18,170.87 24.41 
IPCL 4,522.03 33.24. 
Indian Oil | 2,741.22 1.98 
Ispat Industries . 1,834.00 30.57 
Neyveli Lignite 1,599.40 37.21 
Sterlite Industries 1,580.38 32.39 
SAIL 1,124.64 4.38 



























company — ES 
GAIL 1,118.69 9.01 
HPCL 857.17 1.46 
Central Coalfields 848.48 19.26 
Tata Steel | 73516 5.81 
Bharat Coking Coal 566.76 18.40 
Nirma | 548.07 20.90 
Mangalore Refinery 543.33 4.06 
Source: CMIE 
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ANBAXY Laboratories said 
last week that it had decided 
to settle overpricing claims in 
the UK. The company has 
. agreed to pay £4.5 million (Rs 37 crore) 
to the UK's National Health Service 
(NHS) without actually admitting to the 
charges of forming a cartel with other 
off-patent drug companies and jacking 
up prices. 

The UK government had begun in- 
vestigations into overpricing of peni- 
cillin-based antibiotics and ulcer drug 
ranitidine by Ranbaxy about three years 








WORN enemies, the BJP and the 
CPI (M), confronted a similar 
dilemma at their party con- 
claves in the Capital this week. 
How do they reconcile dogma with the 
compulsions of realpolitik? 

Top bosses, BJP president L. K. Ad- 
vani (R) and CPI (M) general secretary 
Harkishan Singh Surjeet (L), charted a 
slippery course in their addresses as they 
attempted to marry rhetoric with reality, 
ideology with pragmatism. If Advani reit- 
erated his commitment to hindutva, the 
. Ram temple and the RSS, Surjeet vowed 
not to depart from Marxist doctrine. 

But underlying the expected obei- 
sance to stated postures was a conces- 
sion to the exigencies of today's political 
scenario. While roundly criticising the 
Congress Party's economic policies, Sur- 
jeet confessed that Left support to the 
UPA government would continue to pro- 
tect secularism. And Advani, while call- 
ing for the BJP to strengthen bonds with 
the RSS, virtually debunked one of the 
. latter's dearest planks, swadeshi eco- 
nomics. The opportunities offered by 
globalisation should be grabbed if it 
helps the larger cause, he emphasised. 

Again, despite his resurrection of the 
mandir mantra, the presence of Janata 
Dal (United) leader George Fernandes 
on the dais was a reminder that the BJP 


' probe stays 
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RANBAXY IN THE UK 


Criminal 


ago. The government-sponsored NHS 
alleged in July 2004 that Ranbaxy and 
another off-patent drugs company, 
Generics UK, had together cheated it of 
£100 million (Rs 820 crore) on ranitidine 
supplies between 1996 and 2000. Ran- 
baxy's payment settles NHS' civil action 
since it is repaying the full amount that 
the government says it owes. This way 
the company is avoiding a possibly 
lengthy and expensive legal battle with 
NHS, which is a huge buyer of drugs. 
But one thorn in Ranbaxy’s side still 
remains. The UK’s Serious Fraud Office 





(SFO), a body which investigates and 
prosecutes business fraud, has a pend- 
ing criminal investigation against it and 
other generics drug makers. In response 
to BW's queries, SFO's head of commu- 
nications David Jones said: “The (settle- 
ment) has no impact on the criminal in- 
vestigation being undertaken by the 
SFO into Ranbaxy and other generic 
drug suppliers. No criminal charges 
have yet been brought, though deci- 
sions are expected this autumn; cer- 
tainly by the end of the year.” 

Ranbaxy’s spokesman said that wh- 
ile, to some extent, the two (NHS's claim 
and SFO's probe) were based on “the 
same underlying facts”, they remained 
separate. “Ranbaxy UK considers that 
[it's a ] fair settlement, taking into con- 
sideration all ofthe circumstances of the 
case," he said. He added that it was for 
the SFO to decide what steps to take 
with regard to the criminal probe. E 

GAURI KAMATH 





THE BJP AND THE CPI(M) 


Similar predicament 


will continue to pursue the coalition 
path, which willy-nilly means putting 
core issues on the back burner. 

Ironically, their common dilemma 
has brought both parties to the same 
crossroads. In attempting to appease 
their cadre, neither the BJP nor the 
CPI(M) is paying attention to the myriad 
challenges that confront them today. 
Apart from rising dissidence among rest- 
less party cadre, both lack a prescription 
for expanding their vote base. 

This is arguably the biggest problem 
they face. The CPI (M) remains confined 
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to two states, Kerala 
and West Bengal, while 
the BJP is grappling 
with shrinking elec- 
toral support. Surjeet 
and Advani both men- 
tioned the problem of 
limited appeal in their 
speeches and stressed 
the need to widen their 
electoral base. Advani 
spoke of reaching out 
to the youth and start- 
ing a dialogue with the 
“larger fraternity”. It seemed to be a hint 
that the BJP must reach out to the Mus- 
lims, dalits and the OBCs, without whose 
support the party cannot fulfill its na- 
tional ambitions. Surjeet called for a 
"strong" CPI (M) that could be the ful- 
crum of Third Front politics. 

Itis a matter of regret that neither re- 
vealed a road map to guide workers to 
these goals. The message from both con- 
claves was status quo. Clearly, both lack 
the courage and the vision to reinvent 
themselvesfor21stcenturypolitics. & 
ARATI R. JERATH 
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YOUR HORIZONS. 


HE government has finally ad- 
mitted what just about every- 


F body already knew. The Tenth Plan's 
© target of 8.1 percent economic - 
=“ growth was too ambitious. Prime 
© Minister Manmohan Singh said that | 
e^ economic growth in 2002-07 is un- 
Zt likely to touch an average of 7 per. 
æ“ cent. He said that India needs an 
o aggressive investment push ifits — 
* growth rate is to eventually climb to | 
that magic 8 per cent level: 


Anyway, it’s good that there i is a 


> peddlers, both in the government - 


and the private sector, will have to 


. make more modest claims i in 1 their E | 
^ presentations. | 


As 


HY do the Chinese saveso - 
much? In. 1981, both: india . 


e F and China had roughly the same 

4. 4 savings rate: 20 per cent of GDP To- 
"^. day, our savings rate is 28 per cent, 
+& while China's is 40 per cent. This is 
“z, one reason why China manages to 

per grow faster than india, even though 
«*' we use our relatively meagre capital 
æ 2 with more care. 


One traditional view is. that the | 


€ urge to save is bom out of fear. 
"s China will someday have to restruc- | 
4 — ture its huge and inefficient public 
æ sector. Millions could lose their jobs. 
~ æ So they are keeping more and more 
«€ money aside before the inevitable 
«* ^, comes. The result is a savings rate 
2-9 that has been inching up over the 
«© past two decades. 


Chinese economist Wing Thye 


«€ Woo questions this thesis inare- — 
| «© cent paper. He says that it is the city 
* e dwellers who will suffer because of 

4S the reform of the public sector. 
= Those living in China's villages will 
=< notbe directly affected. Yet, savings 
«9 rates have gone up in both the ur- 
e ^ ban and rural areas. Some other ex- 
=œ planation is needed. 


|] by Nira ran njan "7 aj iadhyaksi ksh a " 


Woo' S own theory i is as follows: 


| "The desire to invest is an important Š i 


 reáson why the rural sector has i ine 
creased its savings rate." China saw : 
 abigwaveofruralindustrialisation — ! 
between 1984 and 1994. Rural en- | 


b trepreneurs could not borrow from - | 


| banks. They had to depend on their 
. | own meagre resources, Now the . 


with labour-intensive enterprises. 
| Competition is fierce. So there is 
€ | pressure on new-generation rural. 
4€ dose of realism about the econ- ^ | 
«^ omy's medium-term growth esti- 
> mates. Now all those Power Point 


enterprises to move into value- - 
added production. Says Woo: "This 


| new generation of rural enterprises 


is much more capital-intensive, and 


| thus requires a much lerger amount 
of start-up funds. And rural resi- 


| dents have responded to the higher 
| capital requirements by increasing 


| their savings rates." 


AS 


T" HE Intemational Monetary Fund 
' (IMF) released its latest Global 


| |n nancial Stability Report last week. 


"The resilience of the global finan- 


| cial system has further improved in 


the past six months," it says. This is 


| because of several factors — faster 





economic growth, buoyant financial 
markets and improved balance 


sheets of governments, companies 
and households. - 


But the report warns against 


‘complacency, which it says is the 


"most important risk factor in finan- 


cial markets in good times". “The 


combination of low risk premiums, 


 complacency, and untested ele- : 
ments of risk management systems _ 
- dealing with complex financial in- 


struments could eventually become 
hazardous to financial markets.” H 

But is there anybody out there in |. 
a mood to listen? There is a partyon _ 


in most financial markets, and the 


last thing that is going to stop the 


party is a warming —- however serj- 


ous and lucid it may be. It’s those 


animal i spitis aaa | 
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hind India’s hugely success- 


ful milk co-operative move- | 


ment, is in a fresh controver- 

sy. This time it is about the 83-year-old's 

lifetime chairmanship of Institute of 
Rural Management, Anand (Irma). 

In late 2004, an order by assistant 


charity commissioner, Anand. Bakul | 


Vaghela said that the provision that al- 


lowed Kurien lifetime chairmanship of | 


Irma does not hold, as having a single 

chairman for a long time is bad for 

[RMAs interests. But Kurien stayed on. 
In December 2004, Kurien dismis- 


sed Irma director K. Prathap Reddy for | 


ERGESE Kurien, the man be- | 
| aboard meeting on 28 February. 





“impropriety” as Reddy had approved | 
extended training for two Irma faculty | 


members at the IIM-A. "Dr Kurien... 
started micromanaging Irma, which af- 
fected the way Reddy functioned,” says 


a board member. In retaliation, Reddy, | 


citing Vaghelas order, questioned 





| 
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Kuriens lifetime chairmanship issue in 


Kurien has been Irma's founder 
chairman since 1979 and then got an ex- 
tension of three years till 1987. There- 
after, his tenure has been automatically 


| renewed every three years "out of re- 


spect’, as aboard member puts it. 

But this time, he may be forced to 
step down on legal grounds. 

The day to watch out for is 11 April, 
when the Anand civil court, which had 
stayed Vaghela' order, will pass its ver- 
dict. But ifthe judgement is against him, 
Kurien might move higher courts. And 
this is what is worrying the folks at Irma. 
Says a professor: "The convocation... is 
on 15 April. We just hope Dr. Kurien 
doesn't do anything to hamper that." 

Meanwhile, a panel headed by IIM- 
A director Bakul Dholakia has started 
looking for Kurien's successor. | 

SUPRIYA KURANE 
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Property fund for 
foreign investors 


C LOSE on the heels of its do- 


mestic property venture 

fund, HDFC says it wants to 
launch a $300 million-400 million 
property fund for international in- 
vestors in about six months time. 
“We’ve seen huge interest from in- 
ternational investors, but the money 
we've raised so far has been only 
from domestic investors," says K.G. 
Krishnamurthy, CEO and MD of the 
HDFC property fund. 

Last year SEBI allowed property 
funds to set up shop in India, how- 
ever they were to be targeted only at 
institutions and high net worth indi- 
viduals, since the regulator thinks 
property is a risky business for retail 
investors, as of now. 

Jointly owned by SBI and HDFC, 
the fund has received commitments 
of Rs 1,100 crore, of which Rs 850 
crore is from banks. It had targeted 
a fund size of Rs 750 crore with a 
greenshoe option of Rs 250 crore. 

The fund will largely focus on 
commercial real estate, residential 
property, hotels, service apartments 
and healthcare. It's likely to take eq- 
uity stakes in developers outside 
Mumbai and Delhi, the cities where 
land values have soared. "The devel- 
opers in these cities can easily raise 
debt, so they don't want equity sta- 
kes from us,” says Krishnamurthy. E 
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HE Mumbai high court 
stepped in with a temporary 
solution last week to the tus- 
sle over the city's mill land. It 
stayed fresh sale of the land and asked 
the Brihanmumbai Municipal Corpora- 
tion (BMC) not to clear any mill redevel- 
opment till 20 April. 

The ruling was in response to a pub- 
lic interest litigation (PIL) filed by the 
Bombay Environmental Action Group, 
which challenged the 2001 amendment 
to the development control (DC) rules 
for Mumbai's mill lands. These appor- 
tioned big amounts to mill owners and 
left almost nothing for the public use. 

Though the ruling is temporary, en- 
vironmentalists, mill worker unions and 
heritage conservationists are cheering 
it. At stake is 600 acres of land in the 
heart of Mumbai with development 
rights valued at Rs 22,500 crore. On this 
land are the city's famed cotton mills, 
which shut down 20 years ago. 

For a city crunched for space and an 
estimated 300 people migrating into it 
daily, 600 acres has many takers — 
builders and developers; former mill 
workers for low-cost housing; heritage 
architects to preserve the mill buildings; 
BMC to set up public amenities. 

The first amendment to the DC rules 
was made in 1991. It divided the mill 
land equally between the owners, the 
Maharashtra Housing Area Develop- 
ment Authority (it was to build low-cost 
housing) and BMC (it was supposed to 
create recreation facilities). 

In 2001, the DC rules were changed 
again and rather than the entire mill 
area, only ‘vacant’ land in the com- 




















SANJIT KUNDU 


pounds was to be shared. That pushed 
up the land share of mill-owners by 180 
per cent, and deprived the city of more 
than 350 acres of land that was to to be 
surrendered for public amenities and 
public housing. 

In December 2004, architect Charles 
Correa and HDFC chairman Deepak 
Parekh wrote to the chief minister, em- 
phasising the need for rational utilisa- 
tion of land in Mumbai. Correa went to 
the extent of saying that freeing the mill 
land is Mumbai's last chance to ensure 
orderly development. 

In response, the state government 
set up a committee headed by Parekh to 
find ways to rectify the anomalies in de- 
veloping mill land and gave it three 
months to submit its report. (Ironically, 
this panel has no workers’ or citizens’ 
representative and includes mostly 
mill owners, financiers and real estate 
developers.) While it works, mill-owners 
continue to sell chunks of land to buil- 
ders, who have acquired 121 acres of 
land compared to 25 acres acquired by 
the BMC and MHADA. 

With the court order stopping the 
land grab, the committee must now de- 
cide whether the 3-way split under the 
1991 amendment would make sense. 
Will 200 acres of land that would be 
available for low-income housing be 
able to ease Mumbai's housing crunch? 
If this 200 acres given for housing can 
accommodate only about 28,422 tene- 
ments, then it hardly offers any respite 
to the housing problem of the city. So, 
should the entire area be made into a 
green belt?What's the panel's view? 1 

SUPRIYA KURANE 





SECTION ofthe Rs 30,000-crore 
A pharma industry is unhappy 
with the government's new 

rules to monitor drug safety. The Indian 
Drug Manufacturers Association 
(IDMA), a lobby of home-grown drug 
companies, has written to the Drugs 
Controller General of India (DCGI) ask- 
ing for a review of some requirements 
like post-marketing safety studies. 

Firms marketing new drugs (not 
more than four years old in the Indian 
market) have to now submit Periodic 
Safety Update Reports (PSURs). (See 
"What PSURs contain’). These have to be 
brought out every six months for the 
first two years of the drug's launch, and 
annually for the next two years. They 
have to cover the entire patient pool on 
the drug during this period and also in- 
clude its safety status in other markets. 

The IDMA calls it a "tall order for 
small and medium companies", citing 
their inadequate manpower "to handle 
the intense workload." 


Heal thyself! 





Is that a good ; 10,000. 

enough os im What PSURs contain Monitoring 

for the govern-  @ Worldwide regulatory status side-effects is not 
ment pees this — Action taken on safety grounds by _—_ 8 tough ataskas 
protest? “If any other regulators it is ea: Lue. 
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difficult for it to 
just compile in- 
formation about reported side effects," 
asks Dhananjay Bakhle, medical direc- 
tor, Sanofi-Aventis, an MNC. 

For one, even though a drug may be 
extensively tested before launch, new 
side-effects come to light after market- 
ing. By one estimate, at least 30,000 pa- 
tients need to be on a drug in order not 
to miss a side-effect incidence of one in 


information to optimise use 


company med- 
ical representa- 
tives, regularly. With the Internet, keep- 
ing tabs on the status of the drug in 
other regulated markets isn't that diffi- 
cult either. “We are examining if there is 
a genuine problem. But there is no 
question of making an exception (for 
any section)," says DCGI Ashwini Ku- 
mar. Are companies listening? a 
GAURI KAMATH 
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Posco plant: Billiton not part of main deal 


ITH 14 April emerging as the date for the signing of Posco’s Indian invest- 

ment, clearer information seems to be emerging about the details of the 
understanding. First, the agreement is likely to be a bipartite one between the 
Orissa government and Posco. Any agreement between Posco and BHP Billiton, 
the Australian mining major, and in this case also the operations and mainte- 
nance party, will be a separate one. The other important aspect of the memo- 
randum of understanding, namely the question of 600 million tonnes of iron 
ore, seems set to go into the final draft without any changes. | 


Nokia: Now even made in India 


OKIA, the world’s largest manufacturer of mobile phones, is all set to 
tackle the competition in the fastest growing mobile market. It is setting 
up its tenth production facility in the world at Sriperumbudur near Chennai at 
an investment of $100 million-150 million (Rs 450 crore-650 crore). The 
Tamil Nadu government is likely to allot Nokia 210 acres to set up the plant. 
The Nokia City is also likely to house at least 30-odd component suppliers 
on around 100 acres. Many of the component makers already have facilities in 
Bangalore. Nokia’s earnings from India have been rising sharply. During 2004, 
India has emerged as the fifth-largest market for Nokia with sales of euro 
1,364 million as opposed to euro 539 million in 2002. The India sales are just a 
shade behind Germany with euro 1,730 million. The top three markets for 
Nokia are the US, China and the UK. 
“Establishing a new factory in India is an important step in the continuous 
development of our global manufacturing network,” said Pekka Ala-Pietila, 
President, Nokia. 


Bajaj Auto: Top shops for top wheels 


AJAJ Auto is planning to set up exclu- 

sive, company-owned showrooms for 
its ore -end bikes, which cost Rs 60,000 or 
more. Rajiv Bajaj, who took over as the 
managing director of Bajaj Auto last month, 
believes that people who buy high-end 
bikes like to be treated differently. That’s 
because the profile of customers who buy 
Say, a top-end Pulsar or the Eliminator (the 
latter will be relaunched later this month), 
are different from those buying commuter n 
bikes. They are urban, young, upmarket and E 
Internet savvy. Many of them exchange ! 
notes about the product (there's a website Br 
PulsarClub.com). Since these bikes also of- 
fer good margins, Bajaj hopes to pocket in 
the retail margin as well. As new segments emerge, marketers are trying to 
align the distribution chain to sub-segments in the market. "It's like selling Rs 1. 
lakh TV. A company would like to showcase the technology through exclusive 
showrooms; a consumer may feel better off going to an exclusive store," ex- 
plains a two-wheeler expert. Bajaj is testing out the concept with the first outlet 
in Pune — these are early days and the company didn't want to discuss the de- 
tails. But it will roll out in other major cities once it has evaluated the results. 

PALLAVI ROY, ANUP JAYARAM & RANJU SARKAR 
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ELL done Ficci. After almost 
three years of griping that 
Frames, its annual media and enter- 
tainment convention, is not moving 
forward, it is nice to report that it is. 
Frames 2005 took up issues that con- 
cern investors, customers and other 
stakeholders in the business. It had sev- 
eral good speakers, not necessarily 
ones who had sponsored its sessions. 
So, from China to mobile entertain- 
ment to financing growth in media (not 
just films), the convention shifted sub- 
_ stantially from being a self-congratula- 
tory, filmi event, to a truly Asian (ifnot 
global) one for the industry. The mood 
> was of caution mixed with wisdom. 


HE prize for the best talk, of the sev- 

eral that I sat through, goes clearly 
to Sing Wang, CEO of the Hong Kong- 
based Tom Group. Tom is one of China's 
largest media firms with interests in 
publishing, gaming, sports, TV and mo- 
bile. It has just bought Indiagames. 
Wangs presentation was one ofthe 
most lucid ones, taking us through the 
$39-odd billion Chinese media market 
and its intricacies. He talked about 
everything from the texture of the mar- 
ket to the position of global and local 
companies, and what drives them and 
what holds them back. For example, my 


.. biggesttake-out was that the lack of 


democracy and, thus, creative freedom 


Cautious optimism 
marked Frames 2005 














Frames Diary 


means thatthe content demand-sup- 
ply ratio is 10:1. Thus, in, say, TV, fora 
demand of 10 hours of programming, 
there is only one hour available to over 
2,000 channels that beam into the 
country’s 120 million homes. While 
Chinese filmmakers or TV producers 
can make sweet historicals and martial 
arts movies, political satires or colourful 
sitcoms are off. It is something for our 
information & broadcasting ministry to 
chew on as it tries to foist a ‘content reg- 
ulator’ on the broadcasting business. 
Freedom of speech and expression is 
good for business. Wangs talk and that 
of several other Indian and foreign 
speakers brought the much-needed 
pan-Asian flavour to the convention. 


HE other good chat came from an- 

other pan-Asian figure, Vivek 
Couto, executive director, Media Part- 
ners Asia. Media Partners does a lot of 
research on Asian media markets and 
consults with several companies and 
governments. It has done some work 
for Telecom Regulatory Authority of In- 
dia and some others in the country. Trai 
is also India's broadcast regulator. In a 
rather pointless session on 'Enabling 
regulatory framework for the digital 
age, Couto gave a simple and straight 
forward view of how regulation evolved 
in other countries — from the US and 
Canada to Korea and Hong Kong. In 
each, at some point in the 
industry's evolution, regula- 
tors have stepped in to kick- 
start growth in industries 
mired in questions of stan- 
dards, technologies and 
competing pressures. Trai 
chairman Pradip Baijal, 
however, said he could only 
recommend. So, will the 
I&B ministry please imple- 
ment some of those very 
nice policy recommenda- 
tions on radio broadcast- 
ing, television, cable televi- 
sion and others? Can we see 
aregulator who can make 
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Hong Kong-based Tom Group CEO 
left a lasting impression 


this market realise its true potential? 
& 


HAT concerned everyone was 

the bogey of foreign broadcast- 
ers that was raised by Zee Telefilms 
chairman Subhash Chandra at the 
opening session. It was a theme that re- 
peated itself when the Indian chapter of 
the Cable and Satellite Broadcasting As- 
sociation of Asia (Casbaa) was an- 
nounced. Why did Casbaa have only 
foreign broadcasters, asked observers? 
Well, because it is an Asian organisation 
that had only other Asian and foreign 
broadcasters. Several Indian broadcast- 
ers will soon become members. But 
why create this split? Kunal Dasgupta 
countered that very well saying that 
running Sony did not make him and 
the company any less Indian. 


EN there were those sidelights. 
Like the bit that Russia’s Sun Group 
has picked up a 26 per cent stake in Ajay 
Bijlis PVR Cinemas for Rs 76 crore. Bijli 
is on the lookout for more investors as 
he does the most aggressive ramp-up in 
the multiplex business. Frames, of 
course, still remains the best place to 
network and pick up such tid-bits. So, 
from drunk bankers spilling the beans 
to cautious technology types proudly 
showing you chips, it was fun. E 
VANITA KOHLI-KHANDEKA 
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The adventures of yellow. 

The artist mixed a very particular yellow: the colour of 
the sun, of happiness, of madness. Time dulled it 
down. The National Gallery uses HP digital imaging 
technology and large-format prints to examine the 
painting and guide conservation work—to ensure van 
Gogh's yellow lives on, to mean whatever you 


national gallery, london " think it means. www.hp.com/in/plus nationalgallery 
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NOT WITH CRICKET Yet 
another global super-brand is 
changing its clothes to suit 
the Indian weather. Tag 
Heuer, the LVMH watch brand 
globally recognised with mod- 
ern sports, has sworn off 
cricket and embraced Bolly- 
wood. Giving a pass to our 
cricketing superheroes, the 
brand has signed up, over 
time, glamour dolls Shah 
Rukh Khan and Sushmita 
Sen as brand ambassadors. 

Ravi Thakran, president, 
Asia Pacific, LVMH, says: 
“Despite using cricket, brands have got small returns in India. 
Some are yet to even make profits." However, that hasn't kept 
him from siding with ‘lifestyle’ sports like golf and polo. 

But where has this counter-intuitive strategy landed Tag 
Heuer? It has improved its share of the Rs 120-crore Swiss 
watch market in India, from 3 per cent to 18 per cent in three 
years of its presence here. It has nine exclusive showrooms in 14 
cities. Still, it’s way behind market leader Omega, which works 
through 30 official retailers. That's mainly because of Omega’s 
early entry in the market. To catch up, LVMH is launching other 
power brands from its stable like Zenith later this year. 

Thakran, who also looks after the company's business in 
China, says that for more lifestyle brands to come to India, infra- 
structure facilities like malls, airports and sports grounds have 
to be ramped up first. "China has scored over us in all these," 
says Thakran, referring to the Rs 2,500-crore Swiss watch 
market there. Now, where did we hear that last? 


MORE EYE CANDY Confectionary maker Candico wants to 
retail bulk candies across India. It presently has one kiosk in 
Gurgaon's DT Mega Mall, and it plans to set up 20 outlets (a mix 
of kiosks and stores) by the end of 2005-06. But how will it get 
there? Karan Gupta, executive director, Candico, believes more 
eye candy will do the trick. For that, the company is going for 
colourful kiosks on mall floors, a cheaper option than stores. 
Candy bouquets, tattoos, lollipops, and activities like clown 
shows are on the cards. This pick-and-mix concept has grown 
the US candy market 
at 5 per cent for more 
than a decade to more 
than $13 billion now. 
Competition will 
come from Sweet- 
world and Candy 
Treats, which now have 
12 and 40 outlets, re- 
spectively. It would be 
interesting to see this 
candy battle unwrap. 


DILEEP PRAKASH 
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HYUNDAI 


Forward 
in neutral 





N a season awaiting several big-ticket launches, a 
Hyundai Motor India ad has attracted the ire of the au- 
thorities. But interestingly enough, it's not the advertising 
authorities that have raised objections, it's an automotive 
authority. Hyundai has altered the ad after the Pune-based 


Automotive Research Authority of India (Arai), whose certifi- 


cation the Korean company 
was flaunting, wrote to it. 
Hyundai took on its com- 
petition head-on when, in 
the third week of March, it 
launched an ad campaign 
highlighting the  Santro 
Xings status as a certified 5- 
seater car. In a market that is 
going to get more crowded 
soon, Hyundai stood out 
with the ad which had a fresh 
theme (passenger safety) 
and a relevant public mes- 
sage ('carrying five people in 
a four-seater is illegal’). Tan- 
talisingly, the body copy 
says: "Some of our well- 
known competitors however 
are allowed to carry only four 
persons." Who are these 
competitors? The ad didn't 
specify, but given that this is 


i 


GP HY! 
Drive 


According to the Automotive Research Association ot bidia (f 
- Certificate, Hyundal Sante) has à seating capacity of 5 per 
including the driver; Some ot our Well known competitors No 
clad 


are allowed tà carry Only 4 persons ini 
carrying more in thant would be à viol 


ing the driver, Natu 


1, ARAL pa the Katusi qo thm inc Mattino jeg Mosii etim d orie im tec 


So why take à chance? 
Just buy the -seater Santro. 





TESURG UM PUSLCIRTEREST! Fore list of 4sealar compact cars, cho 











ROLLING stone gathers 
no moss. That's the 
tenet Ashutosh Bishnoi per- 
haps believes in most. Bish- 
noi, an MBA from Symbiosis 

Institute of Business Man- 
agement, Pune, has now had 
18 different jobs in a 22-year 
career. And he is rolling still: 
in mid-April, he will join 
HSBC as its business devel- 
opment head. Bishnoi's 
mandate at HSBC is to de- 
velop new asset lines be- 
yond mutual funds. 

Before this, he was with 
UTI Mutual Fund as execu- 
tive director (sales, market- 
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ing and business develop- 
ment). Earlier, Bishnoi had 
held various marketing posi- 
tions with Om Kotak, JM 
Mutual and DSP Merrill 
Lynch prior to UTI ME 

He started off in 1983 
with advertising, and stuck 
to it for 11 years, working 
with Dacunha, Trikaya Grey 
and J. Walter Thomson, 
where he helped set up their 
direct marketing arm. 

Then, driven by "the cha- 
llenge ofthe financial mar- 
kets" he decided to move 
into his present domain. 

"In my line of work, I 





the small car segment, the ad leaves little to imagination. 

It came on the radar of Arai, the statutory authority for 
automotive homologation (certification of the standards and 
specifications ofa car). Arai confirmed that it had certified the 
Santro Xing as a genuine five-seater, but it objected to leaving 
its certification open to wrong interpretations. 

Says Arai director Balraj Bhanot: "Arai has been unneces- 
sarily dragged into the controversy. Our certification is based 
on the examination of claims put forward by a company. 
Since we don't follow any segmentation of the passenger car 
industry save M1, M2 and M3, where all cars under 10-seater 
capacity are in the M1 group, so which cars Santro is compar- 
ing itself with is not clear. If somebody misinterprets our cer- 
tificate, we can withdraw it [the certificate]." 

But things are nowhere close to that. After Bhanot' letter 
dated 28 March 2005 to Hyundai, the company has altered the 
campaign — now clearly with the names of the models it is 
comparing itself with and without using Arai's name. As it 
happens, the certified 5-seaters in the mini/compact seg- 
ment mentioned in the new full-page ads are Tata Indica, Fiat 
Palio, Maruti Zen, Hyundai Getz and Opel Sail; the 4-seaters 
are Maruti WagonR, Maruti 800 and Maruti Alto. 

A little after Hyundai's '5-seater' ad, Maruti Udyog started 
its ‘No. 1’ ad campaign, placing the Alto as the ‘largest selling 
car in India’ in 2004-05, complete with domestic sales figures. 
According to the ad, Alto sold 126,223 units in India compared 

to No. 2 Santro's 103,301 units. Hyundai has 

openeda flank there, too. It has launched 
a campaign that says: 'Santro Xing is 
the largest selling compact car 
. made in India with 178,483 
| units in the financial year 
2004-05.' A footnote in the 
advertisement, however, 










says that the sales figure in- 
cludes exports, too. ibi 
AARTI KOTHARI 
AROUND 
came across many interest- little later, the Citi experi- 
ing people and theopportu- | encestood him in good 
nities presented them- stead, Bishnoi feels. 
selves," says Bishnoi, who Has it been difficult shift- 
claims that the thought of ing job profiles? No, he says. 
goingthrough aheadhunter | "Itsall about building and 
to get a break had never re- handling perceptions. A fi- 
ally crossed his nancial services 
mind. company wou- 
He cites the Id be more prof- 
example of Citi- itable ifits per- 
group, whose di- ception was 
rect marketing good,” he says. 
campaign he Let's see for how 
handled while at g long he works 
JWT. When the 2 onthatat 
offer came from 2 HSBC. wi 
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smart 


19 
RAPHY 


HE advent of digital 

cameras has made 
everyone want to shoot. 
And Smart Photography is 
trying to cash in on the 
craze. This latest and fourth 
entrant in the category is 
published by Hoshang 
Billimoria’s Next Gen 
Publishing. The team 
behind the Rs 50 monthly 
is the same as the one that 
brought out Infomedia’s 
Better Photography. Besi- 
des competent information 
on equipment and techni- 
ques, the magazine offers 
a quality mix of interview, 
insights and related news 
like Elton John doing a 
charity auction of 
photographs from his 
private collection. But does 
it keep one enthralled for 
all the 128 pages. Not 
entirely. It's the heavy-on- 
the-eye design and the 
occasional gushing lines of 
the magazine that start 
getting on you, slowly. 


ELL us if this doesn't 

sound intuitive. If you 
promote a serial madly — 
through hoardings, radio, 
TV and newspapers — 
people will watch it, at least 
for the first few weeks. 
Then why would three TAM 
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MEDIA ROOM 


papers, which explore this 
among other television 
trends, be invited to the 
biggest audience research 
convention in the world? 
That question bothered 
us when TAM CEO L.V. 
Krishnan and some 
other members of his 
team made a little 
presentation on the 
three papers they 
have been invited to 
present at the World 
Audience Measurement 
meet in Montreal this June. 
The answer was simple. 
They don't do this kind of 
work in the US or European 
markets. In the US, for 
example, only recently has 
A.C. Nielsen started 
sharing minute-by-minute 
ratings. It suits a large US 
networks like CBS or NBC 
to show the broad numbers 
to advertisers, so that the 
market fragmentation 
doesn't show. And they 
have a large say in how 
these viewership metrics 
are put out. In contrast, in 
India, a group of 
advertisers, broadcasters 
and media buyers decide 
on the sample size, 
rotation and methodology 
of the metrics. Good 
show, India! 


HE ruckus about its ad 

getting hijacked by The 
Times of India is actually 
good news for The Sun, the 
newspaper the Zee-Bhas- 
kar combine is launching in 
Mumbai. (It'S called Daily 
News and Analysis for 
now.) Media buyers are 
happy that finally someone 
in Mumbai is at least as 
aggressive as The Times. ll 

VANITA KOHLI-KHANDEKAR 

& DINESH KRISHNAN 





The author is consultant 
editor of The Telegraph. 


After a 
glittering 
stint as 
Chancel- 
lor of the 
Exchequer, 
Gordon 
Brown can 
only 
become 
PM. But 
Blair is in 
no hurry 
to leave 


y ashok v. desai 


Gordon Brown’s 
last budget 








ORDON Brown, Britain’s Chan- 
cellor of the Exchequer, presen- 
ted his ninth budget on 16 March. 
His first budget in 1997 — the 
year of Chidambarams first bud- 
get — broke a new path. His budget speech was 
a model of brevity; it took just over an hour. Its 
entire thrust was on what Brown intended to do 
with the budgetary process and what he meant 
to achieve in the Labour Partys five years. 

On the revenue side, Brown introduced an 
idea in 1997 which could be called orthodox in 
theory but was revolutionary in practice. 
Keynes had proposed in the 1930s that the bud- 
get balance should vary anti-cyclically: deficits 
in slack years should be balanced by surpluses 
in boom years. Brown turned this prescription 
into his Golden Rule: that over a trade cycle, the 
gevernment should balance its budget. And 
that is what he did. His first five years till 2001 
were years of high growth; he used them to run 
a budget surplus. There was much discontent 
about the continuing poor state of the health 
service. But he stuck to his guns and restrained 
expenditure to run up a surplus. He also han- 
ded over management of inflation to the Bank 
of England. It was made independent of the 
Treasury. It appointed a panel of economists to 
advise itself; on its advice the Bank raised or 
lowered interest rates to manage inflation. 

Despite his miserliness — or because of his 
steadfastness — Brown's stock rose. The 
Labour Party trounced the Conservatives in the 
2001 elections. At that point, Brown should 
have become Prime Minister. He and Tony 
Blair are close in age. When Labour came to 
power in 1996, there were rumours about a 
compact between them — that Blair would 





` step down after the next election and hand over 


the baton to Brown. But Blair did not step 
down, and Brown soldiered on in the Treasury. 
In his next term, Brown changed course. Di- 
vested of concern aboutinflation, Brown began 
to raise expenditure on the health service. In 
the three years to 2005-06, government expen- 
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diture on public services will have increased by 
13 per cent — a big increase in an economy 
whose real growth rate is 3 per cent a year. 

Ashe began to increase government expen- 
diture on social services, Brown also began to 
refashion the instruments of control. Earlier, 
the government just spent; when the spending 
did not result in any improvement in govern- 
ment services, everyone gnashed teeth till the 
next year, when the process was repeated. 
Brown introduced increasingly sophisticated 
measures of performance of social services, in- 
cluding surveys of consumer satisfaction. 
Thus, he knows that the output of health ser- 
vices increased by 4.1 per cent in 2003 — but 
that 9 per cent of extra expenditure was being 
lost in lower productivity. Thus, he could judge 
the Treasury's performance — and the public 
could judge his — with the figures the Treasury 
published. The Treasury has become Britain's 
Planning Commission — but a more sophisti- 
cated, professional one. 

Brown's next assault is on red tape. He has 
promised to reduce public sector inspectorates 
from 11 to four, other inspectorates from 35 to 
nine, and regulators from 63 to seven. And 
while we are struggling to introduce a single 
VAT, he has promised to introduce a single tax 
account with which businesses can settle their 
corporation tax and VAT liabilities together. 

Despite this consistently virtuoso perfor- 
mance, Browns future is clouded. For Blair will 
lead the Labour Party into his third general 
election in May, and this time there is no specu- 
lation that he will hand over to Brown. His stock 
has gone down after he joined Bush in the war 
on Iraq; the lower it goes, the more he is deter- 
mined to stick to the prime ministership. If he 
returns as PM, will Brown soldier on as Chan- 
cellor? Or will he seek greener pastures? Unlike 
our Sinhas, he will have other options. He could 
become head of an Oxbridge college, or chair- 
man of the board of a big company. But maybe 
we should bring him over as vice-chairman of 
the Planning Commission. E 
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Nagging back pain or an ergonomic, clutter-free desktop? 
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Switch to Logitech Cordless Mouse and Keyboard set and you'll be 
patting your back later, not massaging it. 


Your posture Your posture 
with corded with cordless 


Hunched Back Ultimate Comfort 





SMS to 
and WIN a QuickCam Sphere 
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A Webcam Designed to Turn Heads! T 
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Accenture 


Delivering high performance in 
India and around the world. 


As one of the world's leading 
management consulting, technology 
services and outsourcing companies, 
Accenture is committed to delivering 
the innovation that helps our clients 
become high-performance businesses. 
With over 100,000 people and offices 
in 48 countries around the world, 
few organisations are able to match 
our industry knowledge and process 
expertise, our global resources or our 
proven track record—that's probably 
why we've worked with over two- 
thirds of the FORTUNE® Global 500. 


And with more than 15 years of 
experience in India, we now have over 
11,000 professionals based in Bangalore, 
Chennai, Hyderabad, Mumbai and New 
Delhi. Leveraging their skills from 
these locations, we deliver consulting, 
technology solutions and business 
process outsourcing services to 
clients across a diverse range of 
industries. Indeed, as well as working 
with many of India’s most progressive 
organisations, we now provide 
services to over 100 global clients. 


Working in an innovative and 
collaborative team environment, our 
people focus on the delivery of 
transformational solutions—helping 
clients to enhance execution and 
achieve high performance. fo find out 
more, visit accenture.com/india 





/ 
There comes a time hen execution 
P . Is more important than theory. 
m. 


When all the theorising ends, 'à high performer knows 
you either deliver or you dhome By enhancing,your: 
executional skills, Accenture can help your business. 
become a high-performance business. 


Consulting « Technology «Outsourcing High performance. Delivered. 





HE heart of India's 9-million- 
sets-a-year television industry 
liesin the Noida-Greater Noida 
region, near Delhi. Within a 20- 
square kilometre radius are 
located some 10-odd compa- 
nies that manufacture televisions for 
many of India's best-known labels — 
LG, Samsung, Akai, BPL, Onida, Video- 
con, etc. The biggest of them all, some- 
what presciently named Bigesto four 
years back, makes close to one million 
TVs a year. Bigestos roster of clients in- 
cludes LG, Onida, Akai, BPL and Video- 
con. Then theres Dixon Utilities, which 
makes 8.4 lakh TVs a year, while a 
slightly smaller player like Calcom 
makes 7.5 lakh TVs annually. Even a 
smaller one like Evershine makes 3.6 





lakh TVs annually. So far, most ofthis ca- | 
pacity has catered to the domestic mar- | 


ket, with negligible exports. 


Significantly, many of these compa- | 
nies believe that they are on the thresh- | 


old of something big. And therein hangs 


a story that has gone mostly unnoticed | 


in India's consumer electronics boom 
— that of an emerging electronic man- 


ufacturing services (EMS). industry that | 
has more than doubled insizeinthelast | 
three years. (EMS is a term used by the | 


electronics industry to define what is es- 
sentially contract manufacturing. Here 
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ball game. 


Vikas Gupta of Bigesto believés 

that India’s EMS vendors can NO 
soon rival the Chinese, at least in “S 
some areas 


the complete design of the product is 


provided by the principal, which a third- | 
| party manufacturer puts together.) And | 
while many of the players are thrilled | 
about their growth, they add that the | 


real opportunity lies in the markets 


abroad. In fact, many of the players who | 


have been sending small shipments 


| abroad feel that over time — read the | 
next five-odd years — they could scale | 


up enough to have a significant global 
presence and also, maybe, rival China's 


| gargantuan EMS business, at least in | 


some areas (See'The Long March). 
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Electronic manufacturing 
service firms are making 
an impact at home. But 
going global is a different 





EMS evangelists like Bigesto execu- 
tive director Vikas Gupta say that 
though TCL is the world's largest manu- 
facturer of TVs with curved picture 
tubes, there is no reason why that posi- 
tion cant belong to an Indian company. 
With a capacity of 14.4 million TVs, TCL 
today dwarfs Bigesto. Dixon chairman 
Sunil Vachani adds that India could 
someday emerge as the EMS backyard 
ofthe world. 

Such statements need many quali- 
fiers. Both Gupta and Vachani are 
acutely aware that as volumes have 


grown, margins have fallen sharply, 


comparison, China makes the whole 

gamut of electronic goods in huge num- 

bers. It makes 80 per cent of the world's 

DVDs, 30 percent of TVs and 33 percent 
of mobile phones. 


the EMS business in India is 


volumes reached a certain 

size. Also, as Calcom chairman S.K. Ma- 
lik points out, companies like TCL and 
Konka started out as EMS outfits and 
were almost entirely focused on exports 





ston was a big TV brand, but 


moted by the PG. Group, 


making it difficult to plough large sums | entirely incidental. In China, the fierce competition of the 
of money back into the businessforex- | it blossomed because the 1990s swept it off shop 
 pansion. Then, even though manufac- | government was doling out shelves. The family then pro- 
turing of other electronic items such as | huge incentives to compa- moted Dixon, and almost 
microwave ovens, DVD players, printed | niesto set up manufacturing entirely vacated the branded 
circuit boards and washing machines | facilities — it had little to do TV business. (Weston still 
are slowly being outsourced, most ofthe | with the size of the domestic B Consumer sells, but in negligible num- 
growth has taken place only in TVs and, | market. Conversely, in India Electronics bers in rural India.) 
to some extent, in air conditioners. In | EMS took off only when local Again, Bigesto was pro- 
| 
i 


which had been set up by Vikas' father 


Pramod Gupta in 1977 to make compo- 
nents for black & white TVs. PG. used to 
sell to big brands such as Weston, Tele- 


P Yet, this doesn't mean that the | from day one. In comparison, thelegacy | vista and Beltek. But as these began to 
v premise of becoming global in | ofthe Indian companies has been very | flounder, threatening to take their ven- 
m scale is entirely fanciful. The way | different. None , save Calcom, started | dors down with them, Pramod Gupta 
us the Indian EMS business has | out being an EMS outfit — they became | diversified into manufacturing TVs. 





grown in the last few years is suffi- 
cient indication ofits potential. 
You could say that the rise of 


one somewhere along the way. 
For example, the Vachanis of Dixon 
own the Weston label. In the 1980s, We- 


.  GAPACITY 


.— (UNIT LAKHS) 


What was of course common to all these 
companies was that their factories were 
set up in areas like Greater Noida — 





EM ADVENTECH AC-6 — 


TV-30, PCB-15, DVD-5 
AC-2, Microwaves-3 


| BHURJI SUPER-TEK 
| BIGESTO —— 


| CALCOM VISION 


(in 2 years) 
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hence the cluster — that 
Offered substantive tax in- 
centives. For most of these 
companies though, the in- 


Journey Along The Value Chain 


International EMS 





Chinese Domestic ` 





TV and DVD volumes. 
Predictably, keeping 

with demand, EMS vol- 

umes have surged in the 


- in China | ODM&EMS | 

centives have now run ———q- ————13———— ee last few years. Installed 
their course. Motherboard, Cel inst | capacities in TVs have 
In the early 2000s, 2 pipes xi Workstation, White goods, | gone up from 4.5 million- 
which most EMS compa- © electronics, Data networking, TVs, | 5 million to 13 million in 
nies see as the inflection ™ PC peripherals, na ia viri | the last three years. In 
point, a few things hap- |... WLAN wo NERO Ee, «SR ae oes ACs, it has risen from 0.7 
pened. For one, as the x NA | - | million to 3.8 million over 
market place became « Cell phones, electronics, Cell phones, | the same period. (‘The 
crowded, companies -4 ursi - Mop i SEP NS | Backroom Boys' shows 
: ‘ orkstations, arrier class S, ioni 3 

slashed prices drastically Data networking | Telecom, High-end) Medical electronics, how the significant play 
to gain market share. “As | Consumer | ers stack up; the numbers 


margins fell, these compa- 
nies started outsourcing 
more and more to us, since we were 
cheaper,” says Bigestos Gupta. Consider 
that as recently as in 2001, Bigesto’s ca- 
pacity was a mere 300,000 TVs, barely a 
third of what it has today. 

This, of course, was part of a global 
trend. As durable manufacturing has 
become increasingly commoditised 
and markets more and more competi- 
tive, durable principals have followed a 
policy of steadily outsourcing their 
manufacturing to other players. 

Outsourcing also allowed durable 
principals to expand without investing 
in capacity. Says LG's general manager 
(EMS), K.K. Kaul: "Outsourcing through 
different factories means that we can 
sell all over India while maintaining low 
in-house capacity." Some argue that 
EMS offers far more flexibility than what 
principals can manage in their own 
plants. N.R. Mehtani, the chairman of 
Clearline Appliances, a Chandigarh- 
based maker of ACs for Voltas, says that 
while it would take Voltas a day or two to 
switch between models of ACs, Clear- 
line can do so within hours. 

This also allows companies to focus 
on what actually determines their mar- 
ket share — brand building and distrib- 
ution. “A company like Haier, for exam- 
ple, says that it doesn’t want to invest in 
manufacturing now, but would rather 
invest in brand building. So whatever 
budget outlay they have of Rs 20 crore 
or Rs 30 crore, they will spend on brand 
building. They will not put it behind 
manufacturing,” says Gupta. That ex- 
plains why Haier is using Greater 
Noida-based EMS Kinger to make its 
range of TVs. 

While it’s very difficult to give a pre- 








Source: iSuppli 


cise split between manufacturing by 
principals and outsourced manufactur- 
ing in the white goods business, indus- 
try watchers say that around 3-5 per 
cent of volumes are currently out- 
sourced. In TVs, the percentage is much 
higher — at 50 percent. 

If you disaggregate those numbers 
company-wise, you will see that LG is 
most active in outsourcing. It has a 
motto, ‘Capacity Without Investment, 
which its subsidiaries follow. Almost 55 
per cent of its TVs, all of its DVD players 
and 80 per cent of its ACs are out- 
sourced. In sharp contrast, Korean rival 
Samsung outsources very little — barely 
6 per cent of its TV and AC production. 
Again, Philips outsources 30 per cent of 
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have been culled from 
industry sources. How- 
ever, in the absence of an industry body, 
players have a tendency to inflate their 
numbers and deflate those of competi- 
tors. Also, capacity figures are deter- 
mined not just by how muchis installed, 
but how many shifts a company runs. ) 


UT are these volumes large enough, 
and is the industry mature enough 
to make serious inroads into the global 
EMS business? Remember that unlike 
the Chinese who have always been ex- 
port-oriented, the Indian EMS outfits 
have catered to the domestic market. 
As the chart above shows, while 
there is a whole range of products that 
fall within the EMS basket, clear distinc- 
tions can be made on the basis of how 


Calcom’s S.K. Malik with a TV that 
he is shipping to US prisons. He 
feels that India needs to be more 
export focused 
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complex they are to make. (When EMS | 
| your idiot box is pretty simple to make. 


outfits take on the responsibility of de- 
signing a product and not just manufac- 
turing it, they are called ODMs, original 
design manufacturers.) Thus, a TV or a 
DVD is a lower complexity product, 
while a cell phone or a set-top box is a 
product of higher complexity. 

What is interesting is that even in 
China, there is a yawning gap between 
local companies and international play- 
ers that have a manufacturing base in 
that country. Not only in terms of size, 
but also in terms of complexity of prod- 
ucts made. (International companies 
also include outfits such as Haier or 
TCL, which though Chinese in origin, 
are international in nature.) 

Nancy Dang, a Shanghai-based con- 
sultant with iSuppli, a Cal- 
ifornia-headquartered 
consultancy that tracks 
the EMS industry, says 
thatlocal Chinese compa- 
nies account for barely 20 
per cent of the country's 
EMS revenues. The bulk of 
it comes from the interna- 
tional players. 

In TVs, the largest lo- 
cal EMS outfit is Zhuhai 
Jinpin, with a capacity of 
5 million TVs annually; in 
refrigerators, it is Tianjin 
Xinbao, with a capacity of 
500,000. These volumes 
dont even look over- 
whelming. But the 
moment you throw in the 
capacity of the interna- 
tionals, it changes. In 
2004, TCL alone had a capacity of 14.4 
million TVs; for the TCL-Thompson 
combination, it works out to 22 million. 

An iSuppli paper argues that it is 
much more difficult for local companies 
to either make serious headway into the 
global EMS business or transition be- 
tween levels of complexity. Of the rea- 
sons mentioned, the two most impor- 
tant are a relatively smaller size that 
precludes influencing a global supply 
chain, and lack of design capabilities. 

The predicament for the Indian EMS 
business is no different. Though it has 
been growing in size, the EMS industry 
hasn't evolved much, if judged by the | 
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been mostly restricted to TVs is that 


Throw in a picture tube, get the printed 
circuit board in place and place them 


| within a plastic mould, and you pretty 
much have your TV. In fact, most EMS 
entrepreneurs say that they are more. 


assemblers than manufacturers. 

It also doesn’t cost much. LG's Kaul 
says that you can put up a production 
line for TVs for as little as Rs 75 lakh, 
while to set up something similar in 
washing machines will set you back by 
atleast Rs 20 crore - 30 crore. As a result, 
there are no pure EMS vendors in wash- 
ing machines. It is only when a com- 
pany has excess capacity that it sells to 
some other company. Moreover, given 
that demand for washing machines is 


still limited, there is no pressure on 
companies like LG or Samsung to look 
for EMS vendors. In refrigerators, 
though demand is high, the cost of 
putting together a manufacturing facil- 
ity (Rs 100 crore) remains a barrier. Also, 
televisions are the only item where 
components are almost entirely avail- 


able domestically. In washing machines | 


and refrigerators, the share of imported 
components is significant and that 
keeps EMS vendors slightly chary of 
building huge volumes, 

‘So, till such time that EMS capabili- 
ties develop in these sectors, it appears 
that the big, global moves will be 


kind of stuff it churns out. In fact, one of | restricted to television. (Some say that 
| DVDs are next in line, given that domes- 


the main reasons that the activity has 
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tic lutea are growing and costs of 
manufacturing facilities is low; but it's 
still too early to assess India's capabili- 


-ties there.) But here, the players are fac- 


ing a somewhat piquant situation. 
Though their volumes have grown, their 
profitability has fallen sharply. The in- 
dustry works this way: an EMS outfit 
buys the components (also sometimes 
supplied by the principal), assembles 
the TV and sells it back to the principal. 
While this final selling price may be 
high, it contains the cost of components 
bought, called bill of material. The only 
cushion that the EMS vendor has is the 
assembling cost, which essentially com- 
prises labour and few other overheads. 
But with margins for the brand owner 
declining — according to industry 


sources the gross margin on TVs are as 
low as 7-8 per cent, down from 25 per 
cent four years back — they have been 
loath to offer high assemblage cost to 
EMS vendors. 

As a result, margins in EMS are 
wafer-thin. Though exact numbers 
arent available, sources say the gross 
margins are as low as 3-4 per cent today. 
"Therefore, the only way to survive is by 
focusing on volumes," says Vachani. 

That explains why the bigger players 
are all rapidly ramping up, creating a ca- 
pacity overhang. (In private, entrepre- 
neurs say that they are taking long-term 
loans to finance their expansion since 
internal accruals are low and they want 
to remain privately held.) 
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And there are certain global trends 
in their favour. Consider that as China is 
progressing on the complexity scale, it is 
creating opportunities for India. In TVs, 
Chinese companies are now focusing 
only on flat TVs, or curved ones 25’ and 
above. The entire gamut of 19’, 20’ and 
21’ TVs is up for grabs. According to 
some estimates, this could be at 40 mil- 
lion sets per annum, almost four times 
the size of the entire Indian TV market. 
So back home, picture tube companies 
like Samtel, JCT and Hotline are busy 
ramping up their capacities. 

In fact, in 14’ picture tubes, India is 
about to take a lead. In China, they are 
made by only one company, Irico, with a 
capacity of 4 million tubes. Between just 
Samtel and Hotline, India’s capacity is 
expected to touch 5 million within a 
year. Industry watchers expect that 
something similar will happen in 20’ 
and 21’ picture tubes. And given that a 
local component base gives a huge ad- 
vantage, both in terms of lower costs 
and a manageable supply chain, the 
benefits of rapidly expanding picture 
tube volumes is enormous. 

What's more encouraging is that In- 
dian TV EMS'are now being noticed, 
perhaps because they are able to match 


Sunil Vachani of Dixon is working 
closely with his durable principals like 
LG to improve efficiency standards 
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the Chinese on prices. Vachani says that 
heisableto exporta21' TVto the Middle 
East for something like $77- 80 while the 
Chinese would do so at $76-77. "Our 
prices are comparable." That explains 
why companies such as Wal-Mart have 
already held talks with him. Industry 
scuttlebutt indicates that Gulu Mir- 
chandani of Mirc Electronics has al- 
ready bagged an order to sell TVs to 
Wal-Mart. Mirchandani wasn't available 
for confirmation. 

Wal-Mart isn't the only buyer snoop- 
ing around. There are many others, in- 
cluding ones from Germany and Rus- 
sia. Meanwhile, Calcom has bagged an 
order to sell 10,000 TVs to American 
prisons. These TVs will have transparent 
bodies, no remotes and, interestingly, 
no speakers, but earphones. 

In such a scenario, TV vendors are 
betting that in the next three years they 
will be able to sell anywhere between a 
million to two million TVs abroad. While 
by global standards this is still a small 
number, it will allow them to collectively 
influence the supply chain — at least in 
some pockets ofthe world. The assump- 
tion is that as Indian TVs are sold in suf- 
ficiently large numbers, it will create a 
virtuous cycle that will, after a while, 
grow the business exponentially. 

Interestingly, none of these compa- 
nies, unlike the TCLs, Samsungs, 
Konkas and LGs of the world, want to 
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launch their own brands. They are con- 
tent just being backroom manufactur- 
ers. Meanwhile, a few of them are also 
attempting to become ODMs. Sarabjeet 
Singh of Airvision has created his own 
television design, commonly called a 
black box. 

But despite all this, the entire Indian 
EMS business will still resemble what 
iSuppli categorised as ‘domestic’ in its 
assessment of China. That also means 
that its impact globally will be limited. 

But there are some straws in the 
wind that suggest that it may not neces- 
sarily be so. Given India’s skills in know- 
ledge-based industries, there are hopes 
that companies here could make strides 
in the ODM field. It’s a view held by peo- 
ple like MAIT’s executive director Vinnie 
Mehta. He argues that India’s way for- 
ward is design-led manufacturing, 
rather than pure manufacturing, where 
China is just too formidable. For exam- 
ple, Solectron is apparently looking at 
using its Bangalore factory to contract 
manufacture low-priced machines for 
Advanced Micro Devices. 

Then, a few ‘internationals’ are also 
beginning to set up shop here. The 
$7.5-billion Jabil Circuit — its clients in- 
clude Philips, GE and Whirlpool — has 
recently entered India after buying out a 
Philips manufacturing facility at Pimpri 
(Maharashtra) where it makes DVDs 
and TVs. Its president (Asia), Bill Muir, 
argues that though “the EMS business in 
India is still in its infancy, the country’s 
skills in design could give it an edge.” In 
fact, Jabil is setting up another new 
175,000-square feet facility at Ranjan- 
gaon (near Pune), which, when fully op- 
erational in 2005, will make a range of 
electronics items. Of course, the entry of 
players such as Jabil will mean that the 
EMS initiative will be wrested from the 
small players; it’s also possible that 
some may sell out. 

Again, LG is looking at setting up a 
facility in Ranjangaon that will focus 
entirely on exports. Remember, the Ko- 
reans had a huge role to play in creating 
China’s EMS capabilities. More signifi- 
cantly, Nokia’s and Elcoteq’s intention of 
setting up manufacturing base here will 
also go a long way in creating an envi- 
ronment that'll encourage EMS. 

But till all that happens, expect lots 
of TVs to be shipped out from India’s 
ports. = 
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gaon. She had gone to an auction of old furniture at 

the American Embassy in Delhi on 3 April, to see if 

she could pick up anything interesting — she 

ended up buying Rs 32,000-odd worth of second 
hand furniture. The big jolt came though when she was asked 
to shell out an additional Rs 3,600 as value added tax (VAT) by 
aVAT collector for the furniture she had chosen. When Mathur 
asked the embassy staff why she had to pay a 12.5 per cent tax 
on old furniture, the answer was that the furniture had not 
been "properly" taxed earlier. When she asked why she hadn't 
been told about this condition before, the embassy staff said 
that they'd just discovered it themselves. 

"Government officials dodge work at the best of times, so 
the embassy staff and I were quite amused to see this VAT col- 
lector at the counter this Sunday morning," says Mathur. Not 
everyone was as understanding as her though — quite a few 
buyers were livid that they couldnt leave the embassy 
premises with their purchases without a 'tax-paid' receipt 
from the collector. 


INDING a tax officer at work on a Sunday was a 
shock to start with. But there was more in store for 
Veena Mathur, a resident of Garden Estate, Gur- 
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Theshock and the angst is being felt in different degrees in 
all the 20 states that moved to VAT on 1 April — as well as in the 
six states that have decided not to implement the tax, at least 
for now. (One state, Haryana, had moved to VAT on 1 April, 
2003) The biggest indirect tax reform exercise of recent times is 
causing quite a lot of heartburn across the length and breadth 
of the country. The immediate fallout of the VAT rollout is a 
fear of increased prices, irate traders and confused compa- 
nies. The questions this story seeks to answer are: what is the 
extent of the confusion? Will it get any worse? How flawed is 
the system that has been implemented so far? And, finally, is 
the whole fuss worth it? To give the answer in a nutshell: yes, 
the fuss is worth it. But get ready for things to get a whole lot 
worse before they get any better. 





^ Ramesh Chandra 


> P. Chidambaram 





TAX 


It is not merely in states implementing VAT where confu- 
sion and anxiety reigns. Consider the jitters of a state that has 
decided to stay away from VAT for the moment. In Tamil Nadu, 
R. Subramaniam, secretary, Madras Chamber of Commerce 
and Industry (MCCI), argues rather melodramatically that 
Tamil Nadu is at the risk of seeing all its manufacturers flee to 
neighbouring states. "There is this very real threat that every- 
thing that was done in the last 25-30 years to nurture industry 
here could be undone,” he says. Joseph Nathan, general man- 
ager (taxation), EID Parry, echoes Subramaniam’s sentiments. 
“There is no doubt that trade is going to flow to neighbouring 
states; we are going to be the losers," he says. 

They expect Tamil Nadu to lose out because manufactu- 
rers in the state will not be able to take advantage of input tax 


Increased prices, irate 
traders and confused 
companies: is VAT worth 
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business is 
at a stand- 
still since 
1 April.’ 
Praveen Khandelwal, 
Trader 


E On his main concerns 

We want all indirect taxes to go. Prac- 
tically speaking, they have removed 
only turnover tax, which is anyway 
applicable in very few states. We 
want octroi, entry tax, etc., to go. 

The second issue is rates. So far, 
the empowered committee has been 
able to identify only 553 items for 
which rates have been fixed, 
whereas we have thousands of 
items. So where have the rest of the 
items vanished? After six years and 
82 sittings, only this much work has 
been done by the committee. Even 
till date this list of 553 items is not 
available with anybody! As for the 
Delhi government, it has managed 
to draw up a list of only 148 items. 
Under the sales tax regime, which 
unfortunately ended on 31 March, 
there were around 90 items in the ex- 
empted category in Delhi. Now there 
are 46. The remaining 44 items have 
either gone to the 4 per cent or the 
12.5 per cent [bracket]. But where 
these items fall is anybody's guess. 








E On what the traders want now 
We were never seeking removal of 
VAT. We want VAT to be imple- 
mented in its true letter and spirit. 
We were forced to study the VAT im- 
plemented in various countries and 
found three basic fundamentals. 
One, uniform taxes across the coun- 
try. Two, no other indirect taxes. And 
three, a common market across the 
country, and lifting of all kinds of in- 
ternal trade barriers. 





Now look at India: 28 states have 
28 different tax laws. Each state has 
its own mix of other taxes. And there 
is no common market. The finance 
ministers in India have been stoutly 
advocating a free trade zone at the 
Saarc level. What about having a free 
trade zone in India first? If I want to 
send goods from Delhi to Uttar 
Pradesh, I have to fill Form 31. If it's 
Rajasthan, then Form 18. If it is 
Haryana, some other form. So, all the 
fundamentals of VAT have been to- 
tally ignored. I cannot meet the com- 
missioner (sales tax) despite re- 
peated calls. You have implemented 
VAT. We are facing problems. Whom 
should we ask? Our business is at a 
standstill since 1 April. 


® On the allegation that they want 
to evade taxes 

This is a ridiculous statement. Delhi 
has 1.72 lakh of registered dealers/ 
traders. Out of 300-400 tax cases last 
year, how many traders were con- 
victed? Maybe 10 or 20. You cannot 
blame the entire community for this. 
Trade contributes around 70 per 
cent of total taxes and industry con- 
tributes around 30 per cent. So, if we 
are all evading, then how is the gov- 
ernment collecting 70 per cent of the 
tax from us? 

With this argument, they are 
condemning their own departments. 
What are the enforcement and in- 
vestigation departments doing? If 
we are tax evaders, why are they sit- 
ting in air-conditioned rooms? 
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credit and set-off. They think that this 
will result in their products ending up 10 
per cent more expensive than similar 
products manufactured in VAT-compli- 
ant neighbours like Karnataka, Andhra 
Pradesh and Kerala. A study conducted 
by the MCCI and accounting company 
Deloitte Haskins & Sells, says that Tamil 
Nadu’s consumers could end up paying 
up to6 percent more than consumers in 
neighbouring states. 

Strangely enough, consumers in 
Delhi, which implemented VAT on 1 
April 2005, are also worried that they will 
end up paying more because their state 
has implemented the tax. So, are prices 
going up because of VAT? Orare they go- 
ing down? That’s the million-dollar 
question everyone is asking. We asked 
companies and tax experts what they 
thought. Everybody seemed to have a 
different answer. BJP’s Jagdish Shettigar 
thinks VAT will not lead to any increase 
in prices. He says that the BJP-led states 
are refusing to implement VAT for rea- 
sons other than fears of a price increase 
(See ‘We will wait for the answers to our 
queries’ ). A press release issued by Con- 
sumer Electronics & Television Manu- 
facturers’ Association (Cetma) vice- 
president (Western region) D. 
Shivkumar as early as 18 March cor- 
rected the mistaken impression that 
prices of colour televisions, refrigera- 
tors, washing machines and air-condi- 
tioners may go down post-VAT. He said 
that his members were, in fact, going to 
take a tax hit of 1 per cent, but had de- 
cided to bear this burden themselves 
and not to pass it on to the consumers. 

"I do not anticipate any large in- 
crease in prices. In fact, prices may even 
come down," says Ernst & Youngs part- 
ner and VAT expert Satya Poddar. Mean- 
while, Confederation of All India Traders 
(CAIT) secretary general Praveen Khan- 
delwal asserts that prices will shoot up 
by a minimum of 25 per cent for con- 
sumers. His pessimism is shared by his 
colleague in West Bengal. Mahesh Ku- 
mar Singhania, chairman, Federation of 
West Bengal Traders' Associations de- 
clares: "With VAT, the possibility of a 
price rise is high. Of the 500 commodi- 
ties listed, prices will come down only 
for 15-20 items. It will go up for the rest." 

The traders think that prices will 
shoot up for two reasons. One, many 
products that were earlier attracting ei- 


PARTICULARS 


ther zero or 4 per cent as sales tax have 
now been summarily dumped into the 
12.5 per cent category. And two, more 
items are being taxed at the highest rate 
of duty than earlier. The traders started 
agitating against the introduction of VAT 
afew days before it actually came in and 
when BW went to press with this story, 
tradets were claiming that they had 
been manhandled and, in some cases, 


even arrested by the police. Says Khan- | 


delwal: "Today we are agitating. In 15 
days, you will see ladies and consumers 
on the streets. Prices will shoot up by a 
minimurn of 25-30 per cent." 

What does the finance ministry 
think? The ministry's VAT guru Partha- 
sarthi Shome was not too certain what 
the immediate impact would be either. 
"Only one thing is clear — some prod- 
ucts prices will go up and some will 
go down," he says. Shome has several 
other answers (See 'Some states not go- 
ing in for VAT actually makes things eas- 


QEM IN VAT STATE BUYING 
COMPONENTS MANUFACTURED IN 
(FIGURES IN Rs} 





anyone else. 

Nobody knows 
precisely what the im- 
mediate impact will 
be for a simple reason: 
which products will 
attract what rates in 
which states is still not 
particularly clear. It 
also isn't clear what 
credits can be claimed 
on which items in 
which states. 

Anuradha Chad- 
dha, a resident of Gul- 
mohar Park and your 
average consumer, 
says that Delhi shops 
are charging a bit 
more than they used 
to pre-1 April on the 


gaya hai". Meanwhi- 
le, people in Gujarat 
report that they are 
being asked to shell 
outa bit more “kyunki 
VAT nahi laga hai’: 
But these are 
short-term hiccups 
that were to be ex- 


question is whether 
we will have to live with a higher level of 
prices in the long run. The logical 
macroeconomic answer to that is if In- 
dia does not defy established interna- 
tional trends (of course, there is no guar- 
antee that it won't), we should not face 
any higher prices. As Ramesh Chandra, 
secretary of the empowered committee 
of state finance ministers on VAT, points 
out, the VAT rates were worked out on a 
revenue neutral basis. Therefore, if the 
money collected remains the same, 
there's no reason why prices should go 
up. That's a view most tax experts con- 
cur with — and a view borne out by in- 
ternational experience. Most countries 
have found that there is a one-time 
price rise. David Stevens, a tax expert 
with KPMG, UK, told BW: "Typically, the 
introduction of a VAT in many countries 
has led to a one-off inflationary rise, 
which has washed itself out of the sys- 
tem within the first year or two." In 
South Africa, prices actually came down 
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pretext that “VAT lag | 


ier’), but this question - 
has him as foxed as 


pected. The bigger | 
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because of VAT as it corrected many 
problems of the earlier system. 

Yet things have got tough, and will be 
getting a lot tougher before they get any 
better. The empowered committee had 
tried to iron out all the problems and 
bring uniformity in the state laws and 
rates. However, in practice, as VAT has 
been rolled out, many states have devi- 
ated from what they had originally 
agreed upon. The second major prob- 
lem is that despite all the months of 
planning, there has been a total lack of 
information on the real issues. Tax ex- 
perts say that at the very least, the em- 
powered committee should have put up 
a centralised VAT site on which every- 
thing would be available: state Acts, no- 
tifications announcing the change, the 
rates on different items and so on. Very 
little information is available to traders 
or to tax experts despite the fact that VAT 
has been discussed for over 10 years 
now. Companies that BW spoke to were 
still grappling with whether they would 
gain or lose, and thought that the infor- 
mation and the rollout of VAT could 
have been better managed. 

Much of the chaos prevailing today 
can be traced back to a few serious 
issues. One, the VAT being implemented 
in India is unique to India — and differs 
substantially from what people perceive 
VAT to be internationally. Two, despite 














‘Industry 
is very 


happy in 
Maha- 


rashtra’ 


-Bhavna Doshi, 
Partner, BSRCo 


® On the transition in Maharashtra 
In Maharashtra, we could not locate 
the notification announcing the 
switchover, although everyone was 
saying VAT is here. Manufacturers 
started applying the VAT rates in the 
morning. The rate schedule was 
available so people knew what rate 
to apply. But the issue was whether 
VAT had come in or not. 

It has been a challenge to get 
hold of the states' notifications 
announcing the changeover. Only 
six notifications were available on 
state websites on 1 April. 

The biggest problems arose with 
the pharma sector. It was decided — 
at the last minute — that the VAT is to 
be paid on the maximum retail price. 
So, in effect, the dealers have been 
left out of the VAT net. An exception 
has been made for the pharma 
sector, due to the chemists and the 
distributors lobby. If you carve out 
one sector, everyone will ask, ‘Why 
notus?’ 





E On whether companies are 
happier in general 

Industry is very happy in Maharash- 
tra. There was a complex system for 
setting off in Maharashtra already. 
But when a manufacturer in Maha- 
rashtra would buy raw materials and 
components, 3 per cent of the pur- 
chase value was not given by way of 
credit. It was retained by the state. 
Now they will get full input tax credit. 
Moreover, companies are happy that 

















states are continuing with exemp- 
tions. Say, you are manufacturer A, 
which is an exempt unit, and you sell 
to distributor B, who is also in the 
state. Normally, ifthe manufacturer 
sells at Rs 100, he will charge a VAT of 
12.5 per cent and sell at Rs 112.50. 
But since he is an exempt unit, he 
will not charge anything since his 
VAT will be zero (Rs 100 plus 0 will 
equal Rs 100). 

Now, if the distributor sells at 
Rs 200, he would have charged 12.5 
per cent of Rs 200, which is Rs 25. But 
in Maharashtra, when the distribu- 
tor sells within the state, what they 
will do is take Rs 200 minus Rs 100 
(which is the original exemption) 
and they will charge only 12.5 per 
cent on the value added, which is 
Rs 100, so the tax will be Rs 12.5 and 
not Rs 25. So, they have preserved 
the exemption. 


8 On the preparedness of states 

On paper it all sounds very good. But 
in practice, officers and auditors are 
not very well-trained. Initially, there 
will be difficulties. 


8 On problems of companies since 
some states are not moving 

It becomes very difficult for compa- 
nies to offer a standard price across 
the country. Also, in states that have 
not moved, there could be any rate 
— 12 per cent, 15 per cent, 19 per 
cent, or 8 per cent. It is impossible to 
do your projections for this year. 
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all the talk earlier, there are still some 
states that refuse to move to VAT, 
creating pockets of non-uniformity in 
tax structures. Finally, even states that 
moved to VAT have introduced their 
own distinct flavours and variations in 
the tax structure. 

“VAT, as it is internationally ac- 
cepted and designed, is like a Mercedes 
car which runs without a problem for 7- 
8 years. The Indian VAT reminds me ofa 
Russian Lada with a flat tyre that has to 
go back to the workshop soon after its 
rolled out,” says Poddar. Khandelwal 
says the same thing in a slightly different 
language: “All the fundamentals of VAT 
have been totally ignored by the frac- 
tured VAT introduced in India.” 

What both are arguing is the same 
thing. Ideally, VAT, as implemented in- 
ternationally, leads to a uniform taxa- 
tion system across the country with no 
other indirect taxes (like service tax). 
This helps in building a truly common 
market where full tax credit is available 
to any product sold in any part of the 
country. It encourages an invoice-based 
system with better levels of tax compli- 
ance. But the VAT that has been brought 
into India does not have many of these 
features. Other indirect taxes do remain, 
full tax credit is not available on sales in 
other states and there is certainly no 
common market. Also, there is huge 
confusion on which items will attract 
what rates in which states. 

Finance ministry bureaucrats and 
Chandra admit that India’s VAT is rather 
unique. But Shome points out that there 
are very few countries with federal 
structure that have introduced a VAT at 
the state level. Even fewer of those have 
as politically and economically diverse a 
system such as ours. Neither Brazil nor 
Canada quite fit the bill in terms of pop- 
ulation, political spectrum, economic 
laws and structures across states. So, we 
don't have the smooth flow of a com- 
mon market and the luxury of getting a 
tax credit no matter which part of the 
country a product is sold in. Each state 
has a say in the VAT being implemented 
— which is quite different from the Cen- 
tral government introducing a single 
common tax across states. 

Because of the prevailing confusion, 
most companies think they will end up 
taking a hit, at least in the short run. 
Samsung vice-president Sunil Goel 


says that initially his company will | 


lose out because the Indian VAT will not 
give credit for inter-state sales. He 
estimates that he will take a hit of close 
to Rs 20 crore this year. This is since the 
state in which his plant is located, 
Uttar Pradesh, has not moved to VAT. 
But when it does implement VAT, he 
might end up losing even more because 
he is purchasing inputs at a conces- 
sional rate of 2.5 per cent in the state and 
there is a sales tax exemption on colour 
televisions, which may stop. Soft drink 
manufacturers, mainly Coca-Cola and 
Pepsi, are likely to gain from introduc- 
tion ofthe new tax as theVAT rate on soft 
drinks is far lower than the sales tax rates 
on soft drinks in most states. 

But at least companies and many 
manufacturers seem happier that VAT is 
finally being rolled out (See ‘Industry is 
very happy in Maharashtra’). Even Goel 
thinks VAT will encourage better com- 
pliance and, hence, the organised sector 
will gain in the long run. That's because 


more of the unorganised sector will be 


brought under the tax net and tax ad- 
ministration will become easier. For the 
time being, corporate India is quite pre- 
pared to handle the teething troubles. 
This is good, because if Shome is to 
be believed, there will be many changes 
(VAT is not cast in stone) that will hap- 
pen before things finally settle down. In 





other words, the tax system will con- 
tinue to be refined and changed until 
things finally sort themselves out. 

The teething troubles have been 
compounded as some BJP governed 
states — and a few others as well — have 
refused to come on board for different 
reasons. Amazingly, BJP has done a total 
about turn on this issue, economic logic 
be damned. (BJP insists that it is not op- 
posing VAT per se, but merely waiting for 
some clarifications. (See “We will wait 
for the answers to our queries’) 

Meanwhile, Shome feels that a few 
States staying out of VAT is actually a 


“blessing in disguise”. He argues that if 


all states had moved together and cen- 
tral sales tax (CST) had continued, they 
would have had more problems than 


they do now. His logic: if all states had |. 


worked out detailed formulas in ad- 
vance and the CST was dumped, then 
even a single hold-out state would have 
ended up playing havoc with the tax sys- 
tem. The current rollout has the advan- 
tage of continuing with business as 


usual until everything settles down. Of - 


course, he is assuming that a smooth 
rollout of a uniform tax system with all 


onboard would have been impossible. 


Meanwhile, people in the states that 
have deferred VAT are not particularly 
convinced by what their ministers are 
arguing. Manufacturers fear that doing 
business in hold-out states will be more 
expensive and will lead to a flight of 
business to neighbouring states if the 
tax differential across borders is very 


high. There is a way to tackle that, of | 


course, as Haryana showed. Haryana 
officials say that when they moved to 
VAT on 1 April 2003, they ensured that 
their rates were very close to the rates of 
their neighbours to ensure that there 
was no diversion of trade from their 
state. In fact, if even half of what is being 
predicted for Tamil Nadu comes true, 
BJP-led states could soon be queueing 
up to join the VAT bandwagon. 

Other initial problems include the 
delayed classification of rates into the 
tax bands. A big worry for traders and 
companies is that states are, post VAT, 
flying their own kites with regard to 
rates. Many have put commodities or 
products of local importance on lower- 
than-agreed-upon rates. This is partly 
because, in the first year, they have the 
protection of the Centre for revenue 
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lost, if any. (If Haryana's experience is 
anything to go by, revenues will go up.) 
Sources tell us that even Asim Dasgupta, 
chairman of the empowered commit- 
tee, is not exactly setting a leading ex- 
ample by moving foodgrains in his state, 
West Bengal, from 4 per cent to 0 per 
cent. As one source explained: "The 
states can afford to be extravagant when 
they know the Centre is paying the bill. 
But next year, when the Centre's com- 
pensation is no longer 100 per cent, 
these things will iron themselves out." 

After all this, you cannot blame us 
for asking: is VAT worth it? The politically 
correct, and economically sound, an- 
swer is that it is. Chandra argues that it 
definitely is, despite the short-term 
pain. "Governance is not an easy job. If 
you wish to govern, you have to learn to 
take unpleasant decisions," he says. 

And Bharat Goenka, managing di- 
rector of Tally Systems, which is known 
for its accounting software, argues that 
the pain would have happened no mat- 
ter how much preparation had taken 
place before implementing the system. 
“You cannot learn swimming by reading 
a book. You can prepare for it, but you 
have to get into water at some time. And 
then, you discover a lot of new prob- 
lems," he says. 

In India’s case, things appear more 
complicated because we already have a 
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Former finance minister and BJP 
leader Yashwant Sinha had told BW 
several times when he was at the 
helm of affairs that one of his top 
priorities was to introduce value- 
added tax (VAT) at the state level. 
Recently, however, his party did 
atotal about turn on the issue. 
Avinash Celestine asked Sinha's 
colleague Jagdish Shettigar why. 


8 Why is the BJP against the 
implementation of VAT when it had 
backed the tax while in power? 
We have not opposed VAT. We have 
asked for certain clarifications. After 
VAT, there is supposed to be a single 
tax at multiple points, while doing 
away with multiple taxes collected at 
a single point. But in some of the 
states, local taxes are continuing. 
For instance, the West Bengal and 
Karnataka Bills still have a provision 
for entry tax. 

Our chief ministers, Vasundhara 


Raje [Rajasthan] and Narendra Modi | 


[Gujarat], have sought clarifications 
on this. Since these clarifications 
were not given, we thought that the 
time is not right. Also, the govern- 
ment should have tried to enter into 
dialogue with the traders. When we 
were in power, the same problem 
arose. At the time we wanted the 
state governments to talk to the 
traders and assuage their concerns. 


E What would you have done if you 





"We will 
wait for the 
answers 


to our 
queries' 


Jagdish Shettigar, 
BJP member 








were in power? 

There should have been a definite 
roadmap. The state drafts were to be 
cleared by the finance ministry. The 
finance ministry should have re- 
fused to clear the Karnataka or 
West Bengal drafts that accommo- 
date local taxes. It is not clear how 
these taxes will be accommodated 
in the VAT chain — at which stage 
will you provide the set-off. All the 
BJP states except Jharkhand have 
passed the legislation. But, there 
must be the right environment. You 
need to weaken the argument of 
those who have a vested interest in 
not having VAT. 


8 Will business move out of the BJP 
ruled states? 

Itis not an easy option for a manu- 
facturer to just pack up and leave a 
state. Manufacturers know that the 
BJP states don't oppose VAT. And if 
manufacturers did leave, they would 
have to go through all the required 
clearances again in the state they 
moved to. As far as traders are con- 
cerned, there is talk that they will 
move to non-VAT states. Again, I 
dont agree. I don't think that they will 
leave their established markets. 


E When will the BJP states 
implement VAT? 

We are looking for the earliest oppor- 
tunity to do so. But we will wait for 
the answers to our clarifications. 
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VAT at the Central level — the Cenvat. 
Since the Constitution allows the Centre 
to levy a tax only up to the manufactur- 
ing stage, it is truncated at that stage. 
Now, India is taking on the more com- 
plex job of VAT at the state level. 

But why must India do this at all 
when large federal countries like the US 
have not introduced a VAT? Tax experts 
say that this is because in India, retailers 
are too small and, therefore, difficult to 
tax. Explains Shome: “We cannot just 
collect consumption tax as a proxy 
manufacturing tax. We are losing out on 
the full tax base". 

Chandra goes on to explain that in 
India the total tax collected is far lower 
than what should be collected. He says: 
“I want to ask, where this money is go- 
ing? How does one ensure better tax 
compliance? You can live with that 
system, you can introduce more taxes, 
call it something else, you can keep 
multiplying the taxes levied or you make 
the public more compliant. We have 
chosen to try and make the public more 
compliant.” 

Chandras biggest problem is chang- 
ing the mindset of consumers, depart- 
ment officers and traders. People must 
demand invoices and bills, he says, and 
states must set up effective VAT moni- 
toring cells. These will help the states 
find out whether prices are coming 
down at the manufacturer level and 
study how the system is working. 

In the long run, almost everyone 
agrees that VAT will bring in uniform 
rates, simplify procedures, lower prices 
by removing the cascading effect of tax- 
ation and increase transparency in the 
way we do business. 

E&Y's Poddar says that VAT has a 
‘halo’ effect because it is perceived as a 
step forward from the existing sales tax 
system. Not only will more VAT be col- 
lected, the government will also end up 
collecting more income tax and other 
taxes. And if this halo effect rubs off on 
some tax-evading traders, maybe you 
and I will pay less tax and have more 
money in the bank. That definitely 
sounds worth it. m 
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‘Some states no going 
tually 
sier’ 


in for VAT a 


makes things e: 


IN his first major interview since the 
implementation ofVAT, advisor to the finance 
minister, Parthasarthi Shome, talked to BWs 
Anjuli Bhargava about his predictions for the 
future, and why people are so frustrated with 
VAT. Excerpts. 


E Traders are saying there will be price increases 

of 25-30 per cent... 

There should not be an overall inflationary impact. At a 
macro level, the entire exercise is supposedly revenue- 
neutral. But the states are saying they will suffer a revenue 
loss. So, how can you have the same amount or less rev- 
enue being collected and inflation going up? If that hap- 
pens, it will imply that the margins that the producers and 
traders are taking are more than what they are taking now, 
and that cannot be allowed to happen. The states have to 
set up monitoring cells to ensure this. 


Also, now the traders are coming in and their margins | 


are being directly taxed. But earlier these were not. The 
manufacturers, however, are now getting credit for inputs. 
So their basic price should come down. 


Only one thingis clear: that some product prices will go | 


up and some will go down. It some countries, like South 
Africa, prices actually went down. The tax system was so 
distorted that when it all went out, prices came down. In 


some Cases, prices can go up. If the VAT rates are fixed in | 


such a way that there is a revenue-plus impact, then there 
is built-in inflation. But if your VAT rates are fixed to be rev- 
enue-neutral, then overall prices cannot increase. 


8 But if prices do go up for the country as a whole, who 
will intervene? Will the finance ministry intervene? 

We follow the inflationary trends for the entire country. The 
VAT monitoring cells of the states have to track this at the 
state level very closely. 


Bi How will VAT work if some states refuse to go in for it? 

Some states not going in for VAT actually makes things eas- 
ier till the central sales tax (CST), a tax on inter-state trade, 
remains. CST means that we are still not a full common 
market. So, if some states stay out of the system, it's alright. 
But once there is a full-fledged VAT, and CST goes away, 
then if some states stay out of it, there will be a problem. 
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Why? Because then if an importer in West Bengal, a VAT 
state, buys some raw material from Gujarat, a non-VAT 
state, then the West Bengal VAT administration will tell the 
importer that whether you are paying a tax or not for the 
goods in Gujarat is your problem; I will not give you credit. 
At present, no one is going to give anyone any credit for 
what you buy in another state — VAT or non-VAT. 

But if these states do not come in, how does one re- 
move the CST? Who will get credit, for what and from 
whom? It will be a complex issue. 


8 Why are traders so agitated? 
Traders will have to keep detailed accounts of all purchases 
and sales made by them. Small traders will hardly pay any- 
thing. For a turnover of up to Rs 10 lakh, they are totally out 
of the system. Up to Rs 50 lakh, which is more than Rs 4 
lakh a month, they are only paying 0.25 per cent of their 
turnover. They only have to register. That's all. 

We are not interested in complicating their life. Now if 
your turnover is over Rs 4 lakh a month, is it that extraordi- 
nary or unfair of government to say: “Please keep bills 


| showing what you are up to?" 


E Ifthere is too much pain in the implementation, will 
this whole thing fall apart? 

International experience, especially in the case of Brazil, 
shows that this [VAT] is an ongoing and very dynamic or- 
ganism. Issues of local importance will keep emerging and 
changes will have to be made in the guidelines by the em- 
powered committee. VAT is not cast in stone. It can't be. 
Once itis introduced, changes will continuously be made. 


8 Will we at some point have to revert to the old system? 
Introduction of VAT is just the very first step. It's like getting 
into water. If it's too cold, maybe one touches it and comes 
back. But if it doesn't seem so cold, one can swim. 
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VER since IT has put India 
bang in the centre of the 
world technology map, 
there has been a buzz 
around the biotechnol- 
ogy sector in the country. 
Biotech, experts predict, will consoli- 
date India’s position as a knowledge 
economy. A 39 per cent growth rate in 
2003-04, the hugely successful IPO by 
Biocon, and a rave review in the Ernst & 
Young Global Biotechnology Report ha- 
ve sent expectations skyrocketing. Yet, 
with a turnover of $705 million in 2003- 
04 (just 1.5 per cent of the global indus- 
try) the Indian biotech industry has a 
long way to go. With the national strat- 
egy by the Department of Biotechnol- 
ogy, the government is now attempting 
to move into the fast lane. 

On 31 March 2005, Union minister 
for science and technology Kapil Sibal 
played Fairy Godfather to Indian bio- 
tech. The Draft National Biotechnology 
Development Strategy which he an- 
nounced appears to address most of 
the industry’s concerns. Its stated goal: 











the industry should have a turnover 
of $5 billion per annum, and generate 
1 million jobs by 2010. 

Says Sibal: “It’s a different mindset. 
We are addressing issues on the ground, 
setting out roadmaps with timeframes. 
So outlays and outcomes are targeted, 
and scientists can achieve results.” 
Kiran Mazumdar-Shaw, CEO, Biocon, 
agrees: “The strategy tries to address the 
key issues.... Investment in the sector, 
development of infrastructure, innova- 
tion, and integration of sections (like) 
academia and industry — these are the 
four pillars that will prop up the sector.” 

The most important issue that the 
strategy addresses is regulation. Bio- 
technology products are, by definition, 
made from living organisms — and are 
sometimes the end result of modified 
genes. As a result, at least six regulatory 
authorities have to give approvals be- 
fore the product reaches the market. 
These authorities often span several 
state and Central ministries whose ma- 
ndates sometimes overlap. Conseque- 
ntly, even a simple biotechnology prod- 
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uct can take a long time to get all the re- 
quired regulatory clearances. 

The strategy has proposed a compe- 
tent single National Biotechnology Aut- 
hority, with an independent administr- 
ative structure and common chairman, 
but with separate divisions for agricul- 
tural products and crops, pharmaceuti- 
cals/drugs and food, and transgenic an- 
imals. "This will ease the regulatory 
procedure and make a big difference to 
the agri-biotech industry," says Dr T.M. 
Manjunath, former director, R&D, Mon- 
santo Research Centre, India. Dracon- 
ian regulations can no longer be used as 
a reason for the lack of Indian biotech 
products in the market. There are cur- 
rently only 17 such products. 

Neither can lack of investment be 
blamed. Most biotech entrepreneurs 
complain about lack of interest from 
venture capitalists. Indeed, govern- 
ments have recognised this problem 
and tried to redress it. The science and 
technology ministry's Technology De- 
velopment Board, for example, has fun- 
ded biotech companies like Hydera- 
bad-based Shantha Biotechnics. In 
2003, the Andhra Pradesh Industry Dev- 
elopment Corporation-Venture Capital 
was set up to fund biotech companies. 
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The strategy recognises that biotech 
firms are “by far the most research-in- 
tensive among major industries” and 
“government support, fiscal incentives 
and tax benefits are critical”. 

While mainstream pharma compa- 
nies no longer need licences, biotech 
companies do. They need approval 
from the Foreign Investment Promo- 
tion Board for equity investments. The 
strategy intends to do away with that, 
and proposes 100 per cent FDI in the 
sector. It also supports exemption ofim- 
port duties on key R&D equipment and 
consumables, extending the 150 per 
cent tax deduction on R&D expendi- 
ture, and deductions for the expense to- 
wards filing international patents. Com- 
ing on the heels of the amended patent 


law that allows for product patents in. 


drugs and pharmaceuticals, this is likely 
to attract 100 per cent subsidiaries of in- 
ternational biotech companies, “Our 
high-quality, low-cost human resources 
are hard to beat,” Sibal believes. 

There is no doubt that skilled human 
resources are critical to the industry. Al- 
though currently engaged in biogene- 
rics, in the long run, it needs innovative 
products to thrive. With 300,000 post- 
graduates and 1,500 PhDs in biological 
sciences and engineering every year, 
there should be no shortage of Indian 
scientists for the industry. But the quality 
varies considerably: while many of the 
scientists are theoretically strong, they 
are found lacking in applied skills and 


@ Exempt import duties on R&D 
equipment and consumables 
O Extend 150% tax deduction 
on R&D expenditure and deduc- 
tions for expense towards 
filing international patents 


€ Appoint a National Biotechnology - 











@ It can ease regulatory. 
authority, and shorten the 
approval process for products 








® Will promote innovation; 
[3 Demand for specialisation 
in biotech would rise; and 
there will be more talent 
coming into the sector 





knowledge, and the ability to think later- 
ally, which are crucial fo innovative sci- 
ence. The strategy calls for a host of ac- 
tions to match supply with needs like 
training of teachers and modifying/ in- 
troducing curriculums that address nec- | 
essary issues. The number of postgradu- 
ate fellowships from the department will 
be increased tenfold. No doubt, it helps | 
that the Department of Biotechnology - 

had a 27 per cent allocation increase in 
this year's Budget. Postdoctoral fellow- 
ships have also been increased to at- 
tempt to reverse the brain drain. 

To boost a constant flow of ideas, the 
strategy also emphasises on public-pri- 
vate partnerships. Not only can there 
now be joint research projects, but joint 
staff too, with academics being allowed 
to hold positions in industry and vice 
versa. Many biotech companies in Eu- 
rope and the US were originally univer- 
sity start-ups. These measures could 
propelasimilarsituationinIndia. —- 

The strategy comes at a crucial time, 
as the amended patent law means resea- - 
rch-based industries like biotech will 
have to come up with novel products. 
The public has six weeks to make com- 
ments and suggestions before the strat- 
egy is adopted as final. The next hurdle is 
implementation. From regulations to 
changes in education, it will require the 
cooperation of, and dynamic interaction 
with, other ministries and departments. 
The strategy's DNA is in good order. Its 
life cycle remains to be measured. W 
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R Rajeev Mulchandanis work habits have 
changed over the past one year. Earlier, the 
Mumbai-based endocrinologist hardly had any 
time for medical representatives (MRs). Now, he 
schedules a separate time for them. He also 
takes detailed notes during their presentations. 
At the end of each month, he gives his notes to Battaerd 
Mansley (BM), a pharmaceutical marketing consultancy. 
The consultancy pays him a handsome sum for his inputs. 

BM collates such inputs every month from 2,500 em- 
panelled doctors, general practitioners and specialists 
from all over India. It then analyses the data and passes on 
recommendations to its clients. Its brief to increase the ef- 
ficiency of its clients’ sales forces. 

In the two years BM has been in India, it has bagged a 
dozen-odd clients. Its services are being lapped up because 
ofasimple reason: pharma companies in India are dramat- 
ically changing the way they market their products. They 
are adding more muscle to brands, shedding products from 
their portfolios, and hiring and training MRs differently, as 
you will read further down. But first, why the change? 

The big trigger for the change has been the product 
patents regime that came into being in India from 1 Janu- 
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How pharma marketing in India is shifting from 
pushing pills to building brands. 


Capturing mindshare How the marketing game is changing 
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ary. This singular event has transformed the very structure 
of the Indian pharma market in four major ways. One, In- 
dian companies can no longer apply the business model 
that kept them afloat for more than three decades — mak- 
ing copies of new drugs discovered elsewhere and reaping 
profits off them. Two, they will have to pull out a number of 
new generics, based on products patented after 1995, once 
their innovators bring in the molecules themselves. Three, 
the number of pre-1995 generic molecules that can still be 
launched is thinning out fast. Finally, the new patent 
regime is attracting more companies with deeper pockets 
and stronger brands into the $5.1-billion Indian market. 
Generics giants like Ivax and Pliva are setting up shop here. 
And innovators like Eli Lilly, Pfizer and Novartis are bring- 
ing in their patented and off-patent molecules. The com- 
petition is shooting up in all the segments. 

Regulations, too, are changing. Any new product now 
would have to go through bio-equivalence studies, which 
establish whether a drug is fit for the indigenous popula- 
tion. Compulsory pharma co-vigilance, a mechanism for 
keeping up post-marketing surveillance, is making com- 
panies more circumspect about the launches themselves. 

Suddenly, the game has shifted to building a few cham- 
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pion brands, instead of scatter-bombing the market with lots 
of molecules. Over 40 per cent ofthe 3,700 products that were 
launched in India in the past two years have disappeared. And 
the number of dropouts is only expected to increase. 

“The MNC onslaught leaves Indian companies with no 
choice but to follow through with similar practices. Only 
brands will survive," says the marketing president of a leading 
Indian pharma company. 

But how are companies distinguishing their brands in the 
clutter? How are they reaching out to the end customer — the 
patient — and retaining him? And how are they making the 
army of 1.5-odd lakh MRs influence the 5 lakh doctors into 
prescribing new and costlier medicines? 


r 
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Change Begins At Home 


For the first time, companies are applying marketing science 
to a field that used to be just hard sell. And the need to focus on 
a few winning brands is forcing many companies to trim their 
product baskets. When Glaxo merged with SmithKline’s 
pharma division, they had more than 200 products among 
themselves. Now, GSK, the combined entity, has just kept 30 
power brands for its own sales force to attend to. 

Rising marketing costs are forcing more companies to out- 
source marketing. An early sign of the trend was the arrival of 
Innovex, the contract sales arm of the world’s largest clinical 
trials company Quintiles, in India two years ago. “We felt the 
time was ripe to offer our services in India,” says Rajiv Ra- 
manathan, business head, Innovex India. 

The time was ripe for other new services, too. During the 
past four years, specialised healthcare advertising firms like 
Healthworld, Sorento and McCann Healthcare have come in. 
Rana Bawa, vice-president, McCann Healthcare, says the 
change started with the movement of FMCG managers into 
the pharma sector. The new managers pushed brands more 
aggressively. As a result of such efforts, Cadila's Fludac is ex- 
pected to provide tough competition to Eli Lilly's blockbuster 
anti-depressant Prozac if the brand is launched in India. 

Another indicator of difference is that marketing planning 
itself takes longer now. "Strategic planning today begins three 
or fours years before a product launch," says Amit Backliwal, 
CEO, BM India. "Earlier, marketing efforts were about hits and 
misses," says Shailesh Gadre, managing director, IMS Health. 

Then, companies are finding innovative ways of getting 
around the ban on direct-to-consumer marketing. Brands are 
segued into the consumer's consciousness through what is 
called ‘continuing medical education’ (CME) for consumers, 
apart from free health-check camps and mailers. The spe- 
cialised healthcare ad firms are servicing this space, too. 

Allying with NGOs is another way of promoting the corpo- 
rate brand and identifying with a disease segment. Pfizer and 

Novartis associate themselves with the Cancer Aid Society. 

While Pfizer gives grants for programmes, Novartis supplies 
drugs like Glevec (for a form of leukaemia) free of cost to a 
needy few. “It builds both the image and the business,” says 
K.G. Ananthakrishnan, senior director (pharma), Pfizer. 

Another way of digging deeper into a segment is to pro- 
mote disease awareness. GSK Biologicals, which has consis- 
tently worked on expanding the vaccines market through its 
awareness Campaigns, is now the second largest player in the 
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category. Sanjeev Dani, regional direc- 
tor (India), Ranbaxy Laboratories, says: 
“We are market leaders in statins (anti- 
cholesterol drugs). When we created 
category awareness, sales increased by 
at least 25-30 per cent.” 

Brand loyalty is another measure of 
success. So pharma companies are try- 
ing to go beyond just winning a cus- 
tomer — the focus is now on retaining 
him. Loyalty programmes like Aventis's 
Wishbone for osteoporosis and Eli 
Lilly's Humacare for insulin treatment 
have taken off in the past two years. The 
trend is just about catching on with 
Indian companies. Novartis, for one, is 
planning a programme for hyperten- 
sion patients around Diovan. A. Surya- 
narayana, CEO of disease management 
company Medybiz, says: "Indian com- 
panies still depend on channels to push 
sales, as they believe brand switching 
happens mostly at the chemists’ level." 


The New Army 


"The central activity for pharmaceutical market remains doc- 
tor contact,” says McCanns Bawa. So, getting the most num- 
ber of feet on the street is still important. No wonder compa- 
nies like Micro Labs and Nicholas Piramal are maintaining 
3,000-strong MR platoons to push its products. Multination- 
als like GSK (about 2,000) and Pfizer (1,500), too, have reared 
large field forces. 

But the focus is no longer on numbers alone — it's also 
about getting the best feet on the street. Companies now have 
to explain to doctors why they should prescribe new and cost- 
lier drugs. So MRs need to present more substantive scientific 
information on products, and that too more efficiently — 


practices that go longer than gifts in cementing durable rela- | 


tionships with the doctors. 

To ensure that, many companies have overhauled recruit- 
mentand training of MRs. Now, companies take care to induct 
mostly science or pharmacy graduates, and even MBAs. 

The hiring process itself has changed. Rajiv Gulati, chair- 
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man and managing director, Eli Lilly In- 
dia, says: "Selection is far more stringent 
now. Aspirants have to undergo at least 
three to five rounds of interview before 
we take them on." 

Once aboard, their training includes 
knowledge about the products of the 
company as well as its competitors. 
Pfizer even hauls its cohorts through a 
training module on how to handle post- 
merger teams and products. 

Once in the field, the MRs are given 
more support. Eli Lilly provides a 24- 
hour support centre for queries on 
products and stock levels. E-learning is 
another tool being used to keep the MRs 
updated. The whole idea is to make 
much more out of the Rs 300-400 that 
the companies spend on each MR call. 

All this is changing the way the com- 
panies treat the most important link in 
this whole chain — the doctors. 


SANJIT KUNDU 


Key Opinion Leaders 


To keep that link well oiled, Indian companies spend at least a 
fifth of their marketing budgets on doctors' gifts. "There is a 
whole industry around doctors’ gifts,” says Bawa of McCann. 
That's changing too. The focus now is on building relation- 
ships with key opinion leaders, or influential doctors with large 
practices who can swing the fortunes of a product. Innovex 
helps companies identify and cultivate such opinion leaders. 
Earlier, doctors were given gifts like office equipment, con- 
sumer durables, cars and whatever else the doctor asked for. 
Now, they are being given more inconspicuous gifts like airline 
travel miles, complimentary meals, journal subscriptions, fi- 
nancial support for CME activities, and event sponsorships, 
among other things. The stature of the physician is shored up 
bythe pharma company; the physician, in turn, advocates the 
company’s products at special forums, and more importantly, 
writes prescriptions for them. 
"It is more beneficial to build the intangible. Research 
grants almost always work much better," says BM's Backliwal. 
Hence, more doctors — mostly at government hospitals, 
where their experience is broad and pays low — are being 
drafted to conduct clinical trials needed for marketing ap- 
proval. Recently, a young resident at Mumbai's KEM Hospital's 
department of urology was approached to conduct a study for 
a diuretic. The findings were to be presented at a national fo- 
rum. The company took the HoD's permission to let the junior 
doctor conduct the trails. To the doctor, it was a rare opportu- 
nity to be heard at a national forum at the beginning of his ca- 
reer; the company, for itself, won a long-term ally. Whether the 
larger ethical question such practices raise is sorted or not, it's 
clear that pharma companies will move ahead along this path. 
The reasons that spurred the companies to walk the path 
are already playing out loud. “More than 40 per cent ofthe top 
100 brands in India have increased prices by 70 per cent re- 
cently,” says IMS's Gadre. What we don't know yet is what mea- 
sure of success awaits the companies at the end of the path. ll 
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“Nationally the 10" and 11^ five year plans targets 
100,000 MW of power of which 10% should be from 


renewable sources. 10000 MW by 2012 is a fairly dan. 
achievable target. Anda Guleiet this, going fro mM the emphasis on in situ electrification in 45000 remote 
present trends should come from wind”, says, 


Debashish Majumdar, MD, IREDA eur M s E 


by the Ministry of Non Conventional Energ gy $ 
(MNES) and IREDA. | 
IREDA, was setup, under the "A MNES, as a 
nodal body to provide efficient and fective financ- 
ing in Renewable Energy and Energy ency/ Con- 
servation project. The stumblin Irrier in the 
growth of renewable energy sources We ds anc is pri- 
marily the lack of financing. A spec ie. ed organiza: 
tion is required, which as Majumdar f pu S, "can seed 
the project, do the fi- & i 
nancing on a com- ' | 
pe. 














mercial scale, show- 
case successes, 
study ^ failures, 
change methodology 
of appraisal and cre- 
ate an environment 
for others like banks 
to enter the field." 
The aim was to cre- 
ate a leader that 
banks will follow. 


IREDA has pio- 
neered lending to 
nearly all non-con- 
ventional sectors for 
generating p 
Majumdar adds, m. a 
have done this Tus EL. € 

successfully in the wind secto KaR int rh isse co-gen- 
eration, biomass power and dcn ydro. plants." 
Wind energy which was a nov W years back is 
a booming industry today, vith India e tise rec- 
ognized globally. Ms 
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Apart from this, the Rural Electrification ee: 


villages through renewable sources, the Village En- 
ergy Security Programme (VESP) provides further op- 
portunities for IREDA's activities. As Majumdar says, 
“at a later stage we will have a role for schemes in 
micro-financing, for setting up economic activities 
which will consume the power generated.” 


The biggest benefit of financing such projects which 
are mostly in the remotest of areas, is the socio-eco- 
nomic development of the region. 


Energy saved is energy generated. So reducing en- 
ergy consumption by installing efficient equipments 
is being given renewed thrust. The new concept in- 


the switch over, with 
repayment of the 
loans taking place 
through savings on 
energy bills. 


In the future, other 
potential areas in- 
clude tapping solar 
energy, biomass 
generation and fund- 
ing for energy effi- 
ciency. Majumdar 
visualizes a big role 
for  IREDA 
consultancy, saying, 
"IREDA is a big 
] store house of 
knowledge and in- 
formation on 
renewables and development of renewables. There 
is demand from developing countries to replicate our 
model, consultancy will be a big revenue earner." 
Another area to be tapped is Carbon trading and to 
act as a bundling organization for carbon trading. 
Power trading of excess quantities of small genera- 
tors also holds promise. 





The biggest change will come as Majumdar reiter- 
ates, is through “policy, policy and policy." IREDA has 
a lot of feedback and information on what would drive 
the sector. Briefing the Ministry on these changes in 
India and abroad should provide impetus for future 
growth. 


Majumdar concludes saying, “we have been a leader 
and we would continue to be a leader. Think ahead 
act ahead and get others to follow, i 
believe in.’ i 
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1972: "Antitrust laws. . 


tions and marketing. From this standpoint, ex- 
istence of not one, but three or four vertically: 


W The committee should scan through the 
records of discoveries made worldwide in 








sae a distinguished PSU professional. 


There have been talks of merging ONGC, | 
OIL, the three refining companies and GAIL to. 
create a mega company that will rank 34th on. 
the Fortune 500 list. The argument advanced i is. 
that size is important while negotiating oil/gas. 
equity in the international: arena. And that suc- 
cessful oil and gas (O&G) companies world- - 


wide are vertically integrated. 


On the face of it, both the arguments are 
logical; and the contemplated megamerger | 
should be carried out post-haste. However, © 


consumer sovereignty — the freedom to 
choose goods and services at price and quality 


that fit the consumer's needs -also needs to be . 
protected by ensuring a level playing field E 


among competitors. - 


The US supreme court hid observed in 
„are the Magna Carta of 
free enterprise. They are as important to the 
preservation of economic freedom and our 
free-enterprise system as the Bill of Rights is to 
the protection of our fundamental personal 


freedoms." (United States vs Topco Associates) 
Therefore, we must prevent mergers and 


acquisitions where the effect may be to lessen - 
competition substantially, or may tend to cre- - 


ate a monopoly. While considering the issue of 
restructuring of oil and gas PSUs, we suggest 
that the following points be kepti inview: —.— 
lil While accepting that size is important, it is 


equally essential to have competition in the 


O&G industry to bringi in efficiency in opera- 


integrated companies is desirable. 


| recent years and analyse whether mega corpo- 


rations have performed better than the | 
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HIGH-LEVEL ‘Synergy for En- 
ergy’ committee was recently set | 
up to examine the restructuring 
of the oil industry. The commit- 
tee would be headed by V. Krish- . 
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medium-sized companies. The fact is, world- 
wide, mid-sized companies which can move 


. quickly and have a well-knit technical team 
have succeeded. On the home front, can any 
_ mega company match the success of Cairn En- 
 ergy, which is mostly the result of its well-knit 

and. cohesive technical team? We are inclined 


to quote the PM here, who said very aptly: “We 


canno longer be complacent and must learn to 
. think strategically, to think ahead and to act 
e swiftly and decisively. This requires a greater 
. degree of professionalism in the management 
 ofthecountry' oil and gas PSUs.” 

W When large discoveries are made, it is always 
possible to bring in resourceful partners for de- 


velopment and production. At that stage, it 
would be possible to share discovery with other 
oil companies in India to pool resources. 

ll When mega mergers take place, organisa- 


tion cultures, which are based on historical 
development of the organisations, could usu- 
_ ally be far apart. Consequently, a huge reorgan- 
isation exercise has to be undertaken with 
‘emphasis on evolving a common organisation 


culture. All this unproductive churning will 


take place when the organisation should be 


spending time and resources on acquiring 


fresh acreages, making discoveries, and carry- 


ing out development and production activities. 


"a l Confidence in the organisation and team 
‘spirit are prerequisites for building a strong and 


cohesive technical team. When organisations 


with vastly different cultures come together, 
there would be financial muscle, but can the 
human efforts be harmonised? | 


One of the smallest of our oil PSUs has fixed 
assets worth Rs 7,500 crore. It has a debt-to- -eq- 


uity ratio of .5:1 and PAT of over Rs 700 crore. 


How can we assume that it cannot organise 
enough resources to participate in worldwide 


E&P consortiums? Surely, our oil PSUs can mo- 


bilise sufficient resources, but more impor- 
tantly, with an established company culture, 
they have the nene of having a strong 
technical team. T a 
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Are you taking 
on too much 
debt? Learn to 
read the 
warning signs. 
By Rachna Monga 


RINDHAM Basu is only 23 and 
just six months into his first 
job. Resisting the temptations 
of a lavish lifestyle hasn't been 
easy for this call centre execu- 
tive from Bangalore. Now his 
three credit cards eat away more than 
half his salary. The result: the outstand- 
ing dues on his credit cards is 34 per cent 
more than his monthly income. 

Sameer Nayar, an executive in his 
30s, quit his job in 2002 and took an edu- 
cation loan to finance his MBA. As a 
result, he defaulted on his credit card 
dues and his balance ballooned from Rs 
35,000 to Rs 65,000. His card company 
agreed to accept monthly instalments, 
but, even after 16 months, he still has an 
outstanding balance of Rs 59,000. 
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Basu and Nayar are just two exam- 
ples of young professionals who have 
inadvertently got caught in the debt 
trap. While it is his spendthrift and live- 
for-today attitude that has pushed Basu 
into this tight corner at the start of his 
career, for Nayarit has been a case of un- 
avoidable circumstances. 

The number of people who have got 
enmeshed in debt may not have 
reached alarming proportions in India, 
yet. However, with income levels rising 
and interest rates going down, Indians 
are getting more and more comfortable 
about living with debt. And it is a thin 
line from there to the debt trap. 

The RBI's statistics on loan disbur- 
sals by banks indicate this change of at- 
titude. In four (Delhi, Pune, Chennai 
and Bangalore) of the seven metros, 
loan disbursals for buying homes, con- 
sumer durables and for personal use 
have grown by 100-150 per cent from 
2000 to 2004. An NCAER and Visa Inter- 
national study done in January 2005 
shows that the number of credit cards 
has increased from 3 million to 14 mil- 
lion over the past five years, and esti- 
mates that there are 30 million people 
eligible for credit cards in the country. 

“Five years ago, an EMI (equated 
monthly instalment) payment was 
roughly 50-60 per cent ofthe take-home 
salary. Today this stands at around 30 
per cent," says Hemant Kaul, head (re- 
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tail banking), UTI Bank. This has en- 
couraged people to spend more and go 
in for more borrowings. 

Many consumer behaviour experts 
say it's the younger generation — which 
is confident about future income, has a 
live-for-the-moment' attitude and is 
under peer pressure to maintain a lavish 
lifestyle — which is leading this change 
from a savers' to a borrowers economy. 
"Success has a materialistic connota- 
tion for them and the cost at which it 
comes is usually overlooked,” says Achal 
Bhagat, a psychiatrist at Apollo Hospi- 
tal. He feels that in 5-6 years, many Indi- 
ans would be living the American way 
— pay cheque to pay cheque. 

“Psychologically, spending money is 
comforting — like food — for all the 
things that are wrong in your life. Un- 
happy? Go and shop," explains Deena 
Katz, a US-based financial planner 
about the mindset of the shopaholics. 

At the same time, access to credit 
has never been so easy as it is now — 
banks and financial institutions have 
been working overtime to make credit 
easily available. Credit cards are being 
sold like pancakes; credit limits can be 
enhanced by just making a phone call. 
A pre-approved home loan can be 
availed of in 30 minutes; personal loans 
are approved on the basis of post-paid 
mobile bills... And to make things 
worse for those easily tempted, pre- 
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paying a car or a home loan invites 


more lenders, as they think that you are > 


wealthy enough to take on more debt. 
“It was hard to resist the free credit 
card offers doled out by so many bank 


executives right outside our office,” 


rues Basu. 
His experience also holds true for 


many others who lap up the cheap | 


credit on offer. Not many spend time to 
understand the fine print; and very few 
use the easy credit to invest in assets 
rather than go on a spending binge. 


For such spenders, however, there | 


are plenty of warning signs on the way. 


The Warning Signals 


Take Basu. He doesn't want to ask his 
parents for money, as he is employed, to 
bale him out. Instead, he has started to 
revolve his credit card balances. "This is 
the first sign of [things] getting out of 
control," says Veer Sardesai, a Pune- 
based financial planner. 

Yes, you may be paying your EMIs 
on time, but you could still be heading 
for the debt trap. Take a minute off and 
see if you can relate to any of the follow- 
ing scenarios? 


ll You manage to pay only the mini- | 


mum outstanding dues every month. 

W You are unable to pay off the out- 
standing credit cards dues at one stroke 
from your savings accounts. You take 
another loan to pay off those dues. 
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@ You tend to postpone payments for 
regular expenses such as house rent, 
telephone bills, etc. 

ll You postpone visiting your doctor for 
your regular check-up due to lack of 
money. 

@ You use credit cards to pay for things 
you used to pay for with cash. 

ll You eagerly wait for bonuses and 
increments to pay back your debt. 

@ You rarely take stock of your finances, 
but you know that you are spending 
more than what you can afford. 

Bl You can't resist shopping. 

Sounds familiar? Then it is most 
likely that you are spending beyond 
your means, and that trouble may be 
around the corner. 

Take the case of Abhishek Srivastava, 
a 29-year-old technical support officer 
in Mumbai. It didn't take him too long to 
discover that the four credit cards in his 
wallet were becoming heavier than his 
pay cheque. He says that he had contin- 
ued to pay the minimum amount due. 
"Soon, I realised that even after paying 
the minimum amount, my outstanding 
balance of Rs 75,000 barely came 
down," he says. 

After realising that the way the inter- 
est and other charges were levied was 
different from what he had been made 
to understand, Srivastava has now 
brought in his spending under control 
and uses only two ofhis credit cards. 
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Getting Out OF The Trap 


So what is the way out? See what Nayar 
plans to do. Despite paying a monthly 
instalment of Rs 3,000-4,000 for 16 
months, his dues stand at Rs 59,000. 
Though he has resumed working, he 
cannot pay offhis debt in one go. 

Nayar now plans to take a loan at 
10.5 per cent from LIC against his life 
insurance scheme. “Replacing a high- 
cost debt with a low-cost one should be 
the first move," advises Gaurav 
Mashruwala, a Mumbai-based finan- 
cial planner. That will at least bring 
down the cost of servicing the debt. 
If you have more than one loan to repay, 
find out what interest rate you are pay- 
ing on them. If it is higher than the mar- 
ket rate, negotiate with your lender to 
change the rate or switch over to 
another lender. This will help lessen 
your debt burden. 

Most people turn to a personal loan 
when it comes to paying back the huge 
dues run up against a credit card. Taking 
a personal loan at an interest of 17-22 
per cent is a better proposition than 
paying nearly 36 per cent on revolving 
credit card balances. But most banks 
also facilitate payment through EMIs 
where the interest rate charged is just 
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10-12 per cent. If you take a one-year 
personal loan to service an outstanding 
credit card balance of Rs 50,000, it would 
cost you around Rs 4,950 per month 
(with 17 per cent interest), while an EMI 
scheme would cost you only Rs 4,450 
(10 per cent interest). The latter, there- 
fore, is a better option. 

Second, negotiate with the lender. If 
you share a banking relationship with 
your lender, it may treat your case 
favourably. "In exceptional cases where 
a customer has made the request, we 
may consider restructuring a perform- 
ing loan," says Neeraj Swaroop, country 
head (retail banking, HDFC Bank. 

Third, look at your investment port- 
folio. Is there any investment which is 
earning less than the rate at which you 
have borrowed? Get rid of it. Look at 
your stock/mutual fund investments. 
You may be sitting on a notional gain on 
one of those. See if profiting some of 
those can reduce your debt burden? 

Finally, it is important to tie up the 
hand that takes out the money. Distin- 
guish between the basic ‘need-based’ 
and the not so basic ‘want-based’ ex- 
penses. Katz's advice to reduce credit 
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expenditure. 


Till now, they ' were comfortable spending around half their monthly income of 
Rs 45,000 on loan repayments, and had managed to make savings of around 


Rs 5,000 every month. 


D a But now, things have changed. The couple has a child, and Sonali has quit her 
Job, Their cash inflows have come down by Rs 15,000, but their expenses will only go 
^ up from now. If they don't restructure their cash flows, they will end up without any 
savings — and would be off their budget by Rs 10,0 000. 
p Rajiv Bajaj, managing director, Bajaj Capital, chalks out a plan on how the couple 
. should prioritise their debt payments and re-allocate expenses. 
| First, he advises the Mehras to clear their credit card balances and pre-pay their 
car loan from Sonall’s accumulated provident fund: balance of Rs 180,000. Second, 
they should bring down the cost of servicing the home loan by transferring to another 
lender at a prevailing rate of around 7.5 per cent. Third, the couple should go in for a 
"v vs Wfecoverforan amount equal to their outstanding home loan liability. A cover of Rs 
/* — 8,500,000 will come at a monthly premium of Rs 300 for 20 years. 
| These, along with limiting thelr monthly expenses, should help the Mehras save 


~ around Rs 3,200 every month. 


card-induced spending is simple: lock 
the card away until you have paid off 
your dues. Or at least don’t carry it with 
you. In extreme cases, where one cant 
really control one's spending, destroy it. 

So thenext time you visit the mall, leave 
those credit cards in your drawer. 


Borrow Smart, Borrow Wise 


Once bitten twice shy. Nayar and Srivas- 
tava now swear that not only will they 
use their credit cards sparingly, but also 
keep track of the interest charged. Bor- 
rowing smartly doesn't only mean get- 
ting the best deal or the lowest EMI. It | 


also means asking if you are availing | 


credit at a rate higher than what your in- 
vestments are earning? There are other 
questions to be asked, too. Will the loan 


you are taking create any tangible as- 


sets, or will itbe used only to fund an ex- 
pense? And moreimportant, how much 
of your total family income goes to- 
wards repayment of the loan? 

The basic factor that should deter- 
mine the amount of money you can 
borrow should be your cash flows. The 
thumb rule is repayments towards loan 
liabilities should notbe more than 35-40 


. Case study: managing | 


AJ and Sonali Mehra, aged 32 and 28 respectively, have almost all the 
luxuries that one needs in life. Raj works with a software company in Delhi 
and Sonali is a merchandiser with an export house. Three years back, they 
had taken a 15-year housing loan and a seven-year car loan, for which they shell out 
EMis of Rs 14,000 and Rs 7,000, respectively. Besides, every month they spend 
around Rs 3 ,000 through credit cards and another Rs 15, 000 to meet household 


debt 
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per cent of your take-home salary. But 
this applies when you have a mortgage 
loan. If there is no home loan in your 
books, all your other loan repayments 
should not exceed 20-25 per cent. 
“Invariably, it is borrowing for de- 
preciating assets such as consumer 
durables or foreign travel which causes 


-the problem,” points out Mashruwala. 


An asset-creating loan is one which you 
can leverage after the debt has been re- 
paid. The value of a home will appreci- 
ate and cover up for the loan amount; 
borrowing to buy a durable or for for- 
eign travel should be minimised. 

And try to choose the least-expen- 
sive credit option. For instance, the big 
dilemma about home loans is whether 
to go for the fixed or floating rate option. 
Nobody can predict the interest rate 
movement over a 7- 10 year period. Cur- 
rently, the interest rate on floating rate 
loans is lower by 0.25-1 per cent than for 
fixed rate loans. But before you decide 
to go fora floating rate option, ask your- 
self whether you will be comfortable if 
the EMI or the loan tenure fluctuates? 
Also the fixed rate loan may not be fixed 
for the full tenure, as there could be 
clause to reset the interest rates at a fu- 
ture date. Most of the lenders now pro- 
vide a flexi-home loan option, where a 
portion of loan is priced at a fixed rate 
and the rest at a floating rate. 

Also, try to squeeze the maximum 
tax benefits from the home loan. If two 
people own the home jointly, they can 
individually claim tax deduction up to 
the specified limit. For instance, if a cou- 
ple jointly own a house, each of them 
can claim an income-tax deduction. 

For financing consumer durables or 
a foreign trip, check out your PSU bank. 
It will probably offer personal loans at 
cheaper rates. SBI and Punjab National 
Bank offer personal loans at 11-13 per 
cent interest. As for education loans, the 


most common myth about them is that 


a collateral is required, and many peo- 
ple end up taking high-cost personal 
loans instead. But education loans of- 
fered by PSU banks need no collateral 
for an amount of fup to Rs 4 lakh. = 
| (Names of some of the people i in the story 

have been aee on request. ) 
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The BW-Synovate Survey of Borrower Attitudes 


Synovate conducted this dipstick survey for BW in Delhi, Mumbai, Bangalore, Chennai and Kolkata. 194 respondents belonging to SEC 
A1 & A2 in the age-group of 25-40 years were surveyed. They largely belonged to senior- and middle-management level. 
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One commentary both the world’s savvy and naive in- 


vestors wait to hear is Warren Buffett’s annual message to | 


the shareholders of his company, Berkshire Hathaway. Un- 
like a typical static letter from a CEO, this one stands out 
with honest comments and lively bits of wisdom. The letter 


for the year 2004 is no different, even though Berkshire’s | 


book value gain of 10.5 per cent fell short of the 10.9 per cent 
gain in the S&P 500. Rachna Monga shares the highlights. 


Warren Buffett 





On investor behaviour: Buffett owned up to Berkshire's 
2004 shortfall by saying: "Our lacklustre performance wasn't 
due to any stumbles by CEOs of our operating businesses... | 


| 






didn't do that job well last year.” He hoped to make multi-bil- | 
lion dollar acquisitions, but found very few securities to buy | 


and, therefore, ended the year with $43 billion in cash. 
According to Buffett, American investors could have taken 


advantage of American businesses’ terrific results by simply | 
investing in an index fund. Instead, investors resorted to ex- 


cessive trading or spent more on investment management. 


Make your opinion count even 
- before you become an MBA. 


Buffett says: "Investors should remember that excitement and 
expenses are their enemies" 

With all the gloom and doom reports about markets float- 
ing around, here is a post-it message for all: "Try to be fearful 
when others are greedy and greedy when others are fearful." 

On the investing horizon: Four companies —American 
Express, Coca-Cola, Gillette and Wells Fargo — have been pre- 
sent in the Berkshire portfolio for almost 12 years. "We view 
our holdings as fractional ownerships 
in businesses... this thinking has been 
the cornerstone of my investment be- 
haviour since I was 19." The original 
investment of $3.83 billion in the four 
was worth $24.68 billion in December 
2004. Despite that, he thinks this per- 
formance is far from spectacular. 

On timing the market: He admits 
that he didn't properly catch hold of 
the swings in the market pendulum. 
Says Buffett: "That may seem easy to 
do when one looks through an always- 
clean rear-view mirror. Unfortunately, 
however, it's the windshield through 
which investors must peer, and that 
glass is invariably fogged... Neverthe- 
less, I can properly be criticised for 
merely clucking about nose-bleed val- 
uations during the bubble... I talked 
when I should have walked." 

On corporate governance: Buf- 
fett's role as an independent director in Coca-Cola (in which 
Berkshire holds 8.3 per cent) was questioned. He argues that 
since Berkshire held $8 billion in Coke stock, his decisions 
could not be biased as any institutional investor with so much 
stake would be fully interested in the companys well-being. 
He spoke of a ‘whistle-blower line, which allows employees to 
send complaints about personnel or business practices with- 
out fear. “I learned of important problems that I otherwise 
would have missed.... Berkshire would have been more valu- 
able today if I had put in a whistle-blower line decades ago." 
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Businessworld launches 'Speak Out', an interactive forum for the B-School fraternity and aspirants to express their 
views on relevant issues. Visit the B-School channel on , share your views with peers 
and start making your opinion matter. 
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Herd mentality 





LOT of people have been ask- 

ing me lately just what caused 
the Sensex to crash from 6915 
to 6367 in March. I tell them it 
happened because there 
were more people willing to 
sell shares at a price, than people willing 
to buy. My reply doesn't impress them, 
but that is the only answer any 
intelligent person familiar with invest- 
ing would give to explain the market 
movement. 

It takes me back to the time when I 
noticed a sub-broker working in the 
next-door office. In those days, the TV 
didnt bring the stock market home. The 
sub-broker would come back from the 
ring everyday, thoroughly exhausted, 
and endlessly explain the market move- 
ment to various clients on the phone. 
He always carried a card in his pocket. 
On one side of it, there would be about 
six reasons, written in black ink, for 
markets to go up: institutional buying, 
operator buying, good results expecta- 
tion, satta (speculation), lower badla 
rates, etc. On the other side, there 
were another set of reasons, writ- 
ten in red ink, explaining why the 
markets went down: institutional 
selling, operator selling, bad re- 
sults expected, insiders selling, 
payment crisis, etc. 

He answered all clients' 
queries randomly, selecting one 
point on each occasion as a reason 
for the day's market movement 








and explaining it with conviction. For 
me, he was an exception to Abraham 
Lincoln's famous quote: you cannot fool 
all the people all the time. 

Now, let me borrow an excerpt from 
an article by Gerard Minack raising a 
similar point. Why did Nasdaq crash 
from the bull market peak of 5132 in 
March 2000? Even after five years, Nas- 
daq is 60 per cent below the peak at 
around 2000. Even five years down, one 
cannot convincingly answer why the 
markets crashed in March 2000. Was it 
because of expensive valuation? If yes, 
then it was expensive the month before, 
the quarter before — in fact, given the 
point it fell to, it was expensive maybe 
even five years before. 

Was it because interest rates went 
up? The Fed had raised rates in June, Au- 
gust and November of 1999, as it did in 
February 2000. It also raised rates in 
March and May that year. Was it because 
the technical indicators like RSI (relative 
strength indicator) and MACD (moving 
average convergence/ divergence indi- 
cator) were sell signals? But similar sig- 
nals had prevailed many a time before. 
Was it because there was record fund 
raising by initial public offerings (IPOs)? 
Then again, all the IPOs did not happen 
on just one day in March 2000. 

The conclusion: markets are mar- 
kets and sometimes it takes nothing, 
or almost nothing, to trigger a move- 
ment. Just as the famous Butterfly Effect 
predictability: can the flap of a butter- 
fly's wings set off a tornado in another 
part of the world? 


Is it worthwhile trying to 
understand market 
movement? Or does it 


make more sense to single- 
mindedly focus on the 
fundamentals of your stock? 
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It is really difficult to predict market 
movements. Markets are a symbol of 
the collective behaviour of human be- 
ings. So it is much better to accept the 
reality that equities are risky, than 
to try and understand and explain mar- 
ket movements. 

There is no scientific way to 
predict it. Anyone with that ability 
would have retired young, having made 
tonnes of money, rather than toil before 
a television camera or write columns 
on market movement. If large numbers 
of people happen to behave in a similar 
manner, their collective act produces 
the desired result. It’s a case of herd 
mentality. Equity markets are pretty effi- 
cient, and bring prices to fundamentals 
very quickly. 

I recommend a simple test: pick up 
any equity investment made 10 or 15 
years ago. Compare the return given by 
that stock (including dividends) versus 
the profitability growth of the company 
in that time period. There is a stark cor- 
relation between the profitability 
growth ofthe company and the stock re- 
turn. The reasons on which we spend 
lots of time and energy like FII/ opera- 
tor/ insider buying or selling/ relative 
strength indicator giving the buying or 
selling signal have no impact on stock 
returns in the long term. 

Isn't this a case of not seeing the for- 
est for the trees? Pose a simple question 
to yourself before any equity invest- 
ment (not speculation): Will this com- 
pany be in existence after 10 years? Will 
the profits growin this 10-year period? If 
the answers to both are positive, go 
ahead and make your investment. 
The risk to reward ratio is in your 
favour. m 


The author is chief investment officer, 
Prudential ICICI Mutual Fund. 

The views expressed in this column 
are hisown, and not that of the 
company. Write in your queries to 

us at pf@bworldmail.com. 


Transparency 


Integrity 
Security 


Confidentiality 





Help us to serve you better by 
taking the following precautions 
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* Memorize your PIN and Password and do not reveal it to anybody. 
* Maintain loan agreements and related documents carefully. 
* Keep your Cheque Book/Pass Book safely. 
* Preferably cross your cheques. 
* Report loss of Credit/Debit Card, Cheque Books, Pass Book etc. immediately. 
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$tate Bank of India 
With you - all the way 


www.statebankofindia.com 


For any queries call us on the helplines given below. 


Ahmedabad : 25510883 Bangalore : 25943030 Bhopal: 2576851/5288018 Bengal: 22436531 Hyderabad : 24756925/24757003 
Bhubaneswar: 2406580/2406582 Chandigarh: 2707391/2711128 Chennai: 28214635/25341657 Delhi: 23361631/23361070 North-East: 2638760 
Kerala: (S) 2323052 / (N) 2323062 / 2326402 Lucknow : 2201492/2201496 Mumbai : 26445525/26445524 Patna: 2209078/2209080 
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More for retail investors 


extend the Mapin deadline, 
the capital market regula- 

tor has more good news for 
stock market investors. Sebi 
has extended the alloca- 
tion limit for retail 
investors in book- 
built public issues 
from 25 per cent to 35 
per cent. 

In effect, prospective 
issuers will have to reserve 
more shares for retail investors. Until 
now, 50 per cent of shares in any public 
issue were reserved for allocation to 
qualified institutional buyers (QIBs) like 
mutual funds and FIs. And 25 per cent 
each was earmarked for non-institu- 
tional investors (corporates and NRIs) 
and retail investors. 

As per the new norms, while 50 per 
cent of the shares will still be reserved for 
QIBs, the share of non-institutional in- 


A FTER the announcement to 


vestors will come down from 25 percent : 

















to 15 per cent. Further, the investing 
window has been enlarged — with a 
retail investor now being de- 
fined as a person applying 
for shares worth Rs 100,000. 
Previously, anyone invest- 
ing up to Rs 50,000 came 
under the category. The 
new provisions apply to 
companies going for public 
issues, whose offer docu- 
ment is filed with Sebi after 
4 April 2005. Even the bidding period 
has been reduced by three days to expe- 
dite the whole offer process, so that the 
funds aren't locked in for a long time. 
Both these moves are attempts by 
Sebi to attract more investors into the 
stock markets. However, its recent at- 
tempt to bring down the cost of demat- 
erialisation doesn't seem to have had the 
desired effect. Some depository partici- 
pants have already started increasing the 
charges on other transactions. = 
RACHNA MONGA 











Morepen 
Labs’ 
investors 
unite 


W 


HAT do you do when 
fixed deposits of more 
than a lakh of rupees 
have gone sour? When the is- 
suer of fixed deposits fails to meet its 
promises, and doesn't give a satisfactory 
response to your requests? In Delhi, dis- 
gruntled fixed deposit investors of 
Morepen Laboratories have shown the 
way, forming the Morepen Fixed Depos- 
itors Welfare Association. 

"When we approached the company 
individually, there was no confirmation 
about when we will get the money back. 
When we approached the economic 
offences wing and the ministry of com- 





pany affairs, 
the minister suggested that 
we form an association," says N.K. Puri, 
an exporter by profession, who is the 
president of the association. 

Morepen officials have already 
approached the association and assured 
the members that payments will be 
made as per the regulations of the Com- 
pany Law Board. The 60- member asso- 
ciation is now inundated with registra- 
tions for membership, which costs 
Rs 100. Will this investor activism help? 
Watch this space. a 
RACHNA MONGA 
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iS YOUR MONEY EARNING? 
Fifteen new equity funds have 
hit the market over the past 3-4 
months. If you have given in to 
the temptation of ‘available at 
Rs 10’, you should check out 
how the funds have deployed 
their corpuses, or whether they 
have been fully invested at all. 
Fact is, most of these funds 
haven't fully invested the 
money in the markets. It takes 
considerable time for a fund 
manager to deploy a large cor- 
pus. It is understandable for 
funds like Principal Focussed 
Advantage and Reliance Equity 
Opportunities, launched over 
the past one month, to hold 34 
per cent and 50 per cent of 
their corpuses in cash, respec- 
tively. Even Franklin India Flexi- 
Cap Fund holding 15 per cent in 
cash is understandable — it had 
mobilised around Rs 2,000 
crore in February. 

The same cannot be said of 
Tata Infrastructure Fund which 
held 30 per cent cash in end- 
March — it was launched in De- 
cember 2004 and had mobilised 
around Rs 800 crore. “We have 
been gradually deploying the 
cash on market declines, to 
protect the investors’ interest,” 
says Ved Prakash Chaturvedi, 
MD, Tata AMC. Whether this 
results in good performance 
would be known only over the 
long term. But with volatile mar- 
kets and piles of cash in hand, 
the skills of fund managers are 


being put to a tough test. L3 


NEW BIMA NIVESH 

Life Insurance Corporation has 
reintroduced its once-popular 
Bima Nivesh policy. The single 
premium investment policy now 
has marginally higher guaran- 
teed returns. The guaranteed 
return for the 5-year plan has 
increased from 4.8 per cent to 5 
per cent; for the 10-year plan, it 
has been raised from 5 per cent 
to 5.5 per cent. Investors look- 
ing for fixed returns can con- 
sider the scheme. More so, as 
the 6.5 per cent tax-free RBI 
bonds have been withdrawn in 
the previous Budget and the ex- 
isting 8 per cent taxable bonds 
offer a post-tax yield of around 
5.6 per cent. 





PROMOTIONS 


Believing in People Power 


NTPC's people-oriented approach inspires its employees to give their best 


employees. Power sector giant NTPC has been 

ranked No.3 in Businessworld's Great Places to Work 
survey and bagged the same spot in the Hewitt Best 
Employers Survey. NTPC uses its manpower resources 
very optimally. The company that generates 24,000 
mega watts has 23,300 people — a man megawatt ratio 
of 1:0.9. And, even as the power sector has been thrown 
open and competition trying to poach every available 
talent, attrition rate is virtually non-existant at NTPC. 
Clearly, there are many lessons to be learnt from this 
PSU on how to be a caring 
company and elicit great 
performance. 
According to Director HR, 
NTPC Mr. K.K.Sinha, the or- 
ganization believes in 
growth with a human face, 
and pursues a people-cen- 
tered development ori- 
ented philosophy. He 
shares some secrets on | Je 
what makes NTPC sucha | | 
great place to work: | < y 


On the high degree of moti- ‘hn OH 
y 


I ts an overwhelming vote of confidence from its 


Right from the beginning 
NTPC has had a strong per- 
formance-oriented culture. 
We believe that nothing 
motivates employees 
more than the work itself. 
We give stretched targets 


employees 
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many group awards - every year we award the Golden 
Globe NTPC group performance award for productiv- 
ity, for safety, for best hospital, best housekeeping and 
so on. 

Then, we have a series of corporate identity 
programmes that build a strong sense of camaraderie 
- the NTPC flag is hoisted on a Raising Day, there is an 
NTPC song which whenever we meet as a group we 
sing together. We have some compulsory outbound 
training in a very planned intervention at every level 
as well as organization behaviour workshops that 

strengthen team spirit. 


On training 

On an average NTPC 
spends 7 mandays of 
training per employee. 
During the financial year 
2003-04 we have spent 
around 17 crore towards 
employees' training. 
There is a training need 
analysis built into the sys- 
tem, according to which we 
introduce need-based 
training at various levels. 
There are planned inter- 
ventions at every level 
of career development - 
foundation programmes 
for deputy managers, cap- 
sule programmes etc. Be- 
sides, we also focus on all 
round skills - developing 
leadership skills, team 








ki 
to people. Besides, there is 

an incentivised challenge 

of work assignments. We have a strong compensation 
package. The cost to company for a trainee is Rs 7 lakh. 
For the middle and senior level there is a post retire- 
ment medical social security net. Every employee who 
superannuates from the organization knows that he and 
his spouse will be taken care of till their last days. 

The secret to eliciting high performance is by taking 
care of people. When you respect employees, the re- 
sponse is high performance. 


On the spirit of camaraderie 

Nature is a big culture builder. Many of NTPC's plants 
are located in remote areas, where people live in small 
well-knit townships. The environment and situation 
throws people together and they have more interactions. 
But, at a conscious level too the organization has many 
in built systems to develop camaraderie. For instance, 
there is performance reward on group basis. There are 


Mr. K.K. Sinha 
Director HR, NTPC 


building and so on. 

The training is not only 
need based but also focused on career development 
requirements of individuals. We have signed a MoU 
with IIT Delhi for 2 years of MTech. Thirty people are 
sent every year. Similarly, there is a MoU with MDI for 
our employees to acquire business management skills. 
We believe that it's an investment yielding high returns. 


On the HR vision 

Our HR vision to create a learning organization - one 
that is adaptable and flexible and continuously keeps 
building capabilities in the organization so that its al- 
ways ready to meet and manage changes capably, both 
induced internally (by diversification into various 
areas, etc.) and externally (by competition coming in). 
We are an equal rights, equal opportunities employer 

and have a system of getting periodic assessments and ` 
feedback from employees, which we act upon for 
inducing continuous improvements. 
















ITH a few exceptions, I 
have enjoyed working for 
all my bosses. The ones I 
didn't enjoy working with 
were good people, but 
one cannot always have 
the perfect chemistry. 

My first boss was Mahesh Chand 
Bahree, the then *works secretary' of 
Delhi Cloth Mills (DCM). The works sec- 
retary's office handled godowns, trans- 
portation, insurance, procurement of 
coal and, strangely, the comptist pool. 
This pool was made of about two dozen 
unionised data entry clerks whose job 
was to enter worksheets into compto- 
meters — mechanical adding machines 
to verify the payment of incentives to 
workers. The factory was DCM' parent 
unit, which no longer exists. It was a 
dirty, noisy, largely unhealthy, and gen- 
erally poorly-run factory. 

Bahree started as a spinning master 
in the company. Early in life, a shuttle 
had struck him, rendering him blind in 
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one eye. He was then shifted to an ad- 
ministrative job. He was a big man with 
a big heart. He called me ‘Sonny Boy’ — 
partly out of fondness and partly to let 
me know that, in his eyes, I would re- 
main a kid for a long time to come. As a 
management trainee, I was in his de- 
partment. It was my first big job and I 
didn't mind his tutelage. 

There was nothing glamorous about 
the functions he led, but the impression 
he always managed to create was that 
he was running a battleship and was 
the commander-in-chief. The people 
in the department were mostly union- 
ised clerks and workers whose job was 
to move bales of cloth into a godown, 
identify them for payment of duty and 
destination, and load them onto trucks 
bound for 450 locations in different 
parts of the country. 

Towards the month-end, the num- 
ber of bales to be shipped always 
peaked to show higher sales. Due to ex- 
cise regulations, shipments had to go 
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revisits the bosses who 














out within a certain time of the day. To 
ensure that his people — all unionised 
and working for a loss-making unit — 
felt that they were going to war, he was 
always there to lead from the front. 

Bahree, an engineer by education, 
would go to the loading bay, pick up a 
can of marking ink, and make destina- 
tion markings on the bales. Along 
the way, he always shouted out abuses, 
jokes or a word of cheer to his people. 
He spoke to them in the local dialect 
and addressed the oldest worker — a 
toothless bald man whose age no one 
knew — as ‘Chacha’, often teasing him 
about his ‘/ugai’. 

In every action of his, he ensured 
three things: to enjoy himself, to have 
the respect of his people. And finally, he 
would never allow the excise officials to 
mess around with him — this, during 
the prime of the Licence Raj and when 
every lowly government clerk behaved 
like a revered lord. Under Bahree, | 
learnt two lessons: a job is never dull or 





interesting. People make it dull or inter- 
esting. A job is never stupid or strategic; 
itisthe man who is stupid or strategic. 

All was well till one day, when the 
textile workers went on strike and sat at 
the factory gates, stopping all move- 
ment of goods. The entire production 
was locked in. Huge export consign- 
ments were locked in as well. Days 
became weeks, and weeks became 
months. The company, which was 
running out of funds, moved court to 
allow it to remove the finished goods 
and sell them. 

The court gave a favourable order 
but the police didn't want to evacuate 
the goods forcibly in the fear that the 
workers would get violent. They reck- 
oned that ifthere was some way to enter 
the factory unnoticed and get the ship- 
ment ready, they would give us an hour 
to move the trucks in, load, take them 
out, and ensure safe passage till the 
trucks came onto a 
road barely 500 metres 
from the factory gate. 
But it was felt that the 
striking workers, on 
seeing the operation, 
would rush to the 
nearby worker's colony 
and bring in women 
and children along 
with other co-workers. Anything could 
happen. The single golden hour was all 
that the police was willing to give for 
managing the operation. 

Bahree wanted to take the chance, 
but could not allow himself to be seen 
anywhere near the factory. Any picket- 
ing worker would have recognised him. 
I volunteered, and told him that I could 
shave off my beard and enter the fac- 
tory, dressed as a security officer in uni- 
form. The law allowed full protection to 
security people at the plant. 

It was at once a daring and juvenile 
plan. If the trick failed, I could have got 
lynched. Mahesh Bahree thought for 
awhile, and then gave my plan the OK. 
The next day, dressed in khaki uniform, 
I entered DCM's oldest mill, heavily 
picketed by striking workers. As I briskly 
alighted from a security vehicle, pulled 
the beret over my sunglasses and moved 
in through the small opening of a 
padlocked gate, the strikers gave me 
contemptuous looks and went about 
their game of cards. 





Once inside, the stage was set. And 
on cue, trucks escorted by the police 
came in. Less than an hour later, the en- 
tire shipment was moved out before 
anyone could gather their wits. What 
strikes me about Bahree today is that 
he had trusted a 22-year-old manage- 
ment trainee with an operation, the 
success of which was uncertain. He 
taught me to take risks — to allow 
people the freedom to try out things 
without the fear of consequence. 

Years later, I came across a beautiful 
line from Mother Teresa. She wrote: 
"God does not require us to succeed. He 
only requires us to try." 

My experience at Delhi Cloth Mills 
was complete after a difficult moment 
oftruth. I had a showdown with the en- 
tire system when the head of the comp- 
tist pool, one of Mr Bahree’s trusted 
men, locked horns with me. He had 
made a disparaging statement about 


A job is never either dull or interesting. 





People make it dull or interesting. 
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the management, and I demanded that 
he be transferred within 24 hours. Look- 
ing back, it was an unreasonable and 
immature demand. I also told my boss 
and his boss that I would put in my 
papers if the stipulated disciplinary 
action was not taken. 

I waited for a day and put in my 
papers because he was not transferred. 
At this point, the executive director — 
a respected and feared man named 
B.D. Pathak — called me. He heard 
me out as I told him how the man 
had offended my self-respect, and that 
the issue was about defiance and 
insubordination. 

Mr Pathak asked me to sit down and 
told me a wonderful thing. He said that 
when a seed is trying to sprout from 
under a rock, the rock's presence is 
all-powerful. It has the power to obs- ' 
truct, even to crush, the sprouting seed. 
Butas the seed sprouts anda tiny, fragile 
sapling grows from 
under, it softly circum- 
vents the rock above it. 





And one day, it be- 
comes a large tree. On 





A job is never stupid or strategic. 





that day, the rock re- 
mains at its feet. We 





Itisthe man who is stupid or strategic" 


MAHESH CHAND BAHREE ( 


| 
retired from Barahindurao, Delhi Cloth 
& General Mills in 1980 
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have to have the tenac- 
ity of the tree, Pathak 
asserted. 

I took my resignation back. Later in 
the day, Iwent to meet the man who had 
offended me and embraced him. 
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AT five years at Delhi Cloth Mills, 
I decided to move on and wanted 
to join the nascent Indian IT industry. 
There weren't too many companies 
around then. Someone told me about 
a maverick company called HCL, where 
I could try for a job. At two-thirds 
the salary and a step down from my 
role at DCM, I joined HCL as an entry- 
level salesperson. 

I meta man there named R.K. Gupta 
who was my boss. He taught me some- 
thing unusual on my very first day at 
work. Coming from a smokestack, feu- 
dal textile mill to a computer company 
— where you could call your boss's boss 
by the first name and bum cigarettes 
from him — was a huge culture shock 
for me. Dressed up to create the right 
impression on the first day, I entered 
RK's cabin to get to know him. After the 
brief niceties, he asked me to sell him a 
computer. I cleared my throat and gave 
him a sophisticated, 
long winded spiel, care- 
fully listening to my 
own voice all the time to 
make sure I was sound- 
ing impressive enough. 

After a couple of 
minutes, he grimaced 
in pain and said in 
Hindi: “Yaar Subroto, 
kuch aisi baat bol, jisko sunke customer 
kursi chhodke khada ho jayega." (Say 
something quickly enough that makes 
the customer jump out of his chair.) It 
was my first lesson in selling. Cut to the 
chase. In the very first two minutes, say 
something that hooks the customer. In 
other words, it is not sophistication. It is 
about empathy, and making the experi- 
ence of selling memorable. You have to 
say something that makes you interest- 
ing — draws your customer into giving 
you her full and undivided attention. 

Thomas H. Davenport, noted au- 
thority on Knowledge Management and 
author of The Attention Economy, will 
tell you how short people's attention 
span is. If you do not get their attention, 
you do not get their mindshare. The 
time you always have is just two 
minutes. Every dealmaker has to re- 
member that the first two minutes 
invariably decide whether or not you 
will get the next two hours. 

I followed RK to the next company, a 
fledgling computer company called PSI 


NAMAS BHOJANI 
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“We live in a world in which perception 
is the reality. It takes time to build that. 
While it takes time to build perceptions, 
it takes longer for perceptions to change” 


DR SRIDHAR MITTA 


managing director, 
founder-CTO, e4e India 


that was always strapped for cash. We 
worked together and I learnt many 
things from him. When the imprest 
money would arrive at the Delhi branch 
office, there were always the bills to be 
paid, the travel accounts to be settled, 
and salaries to be given out. All of these 
were in backlog for months. 

RK had a simple rule: the secretary 
was paid first, the salesmen’s travel bills 
were settled next, the junior-most engi- 
neer was given an advance against his 
unpaid salary, then I was paid some 
money and what was often left as a pit- 
tance was all he would take home. 

The routine remained constant 
for the three years we worked together 
in PSI. RK never complained, often 
running into his fourth or fifth month 
of going without his own salary. RK 
also taught me complete transparency 
with customers. He never bluffed his 
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customer — he was al- 
ways ready to break the 
bad news first. As a re- 
sult, his customers al- 
ways loved him even 
when the company 
could not deliver. 
Working at PSI was 
not easy. And 
after months of cash crunch, I decided 
to move out and eventually ended 
up starting a company called Project 21. 
The company did well but could not 
get financing from banks at the time. 
After three years of hand-to-mouth 
existence, I decided to return to the 
industry. This time, I joined Wipro. 


ERE, my most memorable man- 
ager was Dr Sridhar Mitta. Dr Mitta 
was the first man Azim Premji had hired 
when he and his finance chief, Ashok 
Narasimhan, decided to move into 
the computer business. Dr. Mitta was 
working with ECIL after obtaining his 
PhD from the US. He was brought in to 
start Wipros R&D. 
I learnt how to manage nerds from 
Dr Mitta. Wipro, in the 1990s, was highly 
respected for its indigenous R&D 
that designed hardware, ported operat- 
ing systems and implemented network 
protocols. The R&D team comprised 
80 nerds who were a life form unto 
themselves. They were highly compe- 
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tent, idiosyncratic people with con- 
tempt for lower forms of intelligence in 
general and business folks in particular. 

I was of the latter variety, brought 
in to help transform the inward looking, 
domestically-focused cost centre into 
an international ‘lab-on-hire’. Dr Mitta 
was my boss. From him, I learnt that the 
first step towards managing the so- 
called ‘difficult people’ is listening to 
them. This may sound like no big deal. It 
becomes a big deal because, often, 
bosses do not know how to listen to peo- 
ple by first suspending all pre-concei- 
ved notions, biases and judgment. The 
smallest nerd could walk in, pull up a 
chair in front of Dr Mitta and tell him an 
absurd technical idea or a strange 
personal issue. Dr Mitta would listen in- 
tently, and then say his piece. 

Sometimes, the nerds would come 
out with bizarre ideas or, worse, do 
something bizarre. The range of such 
things is wide — from putting the wrong 
end of the connector into the socket, to 
driving into stationary objects in the 
middle of a deserted road, to mixing up 
the flight number on the ticket jacket 
with the gate number from where an in- 
ternational flight is to take off. 

From Dr Mitta, I learnt that every 
nerd was entitled to two such bizarre 
acts every year. The key was not to react 
to it, but instead, to actually enjoy it. In 
fact, once an operating manager could 
accept and even celebrate such things, 
he could even keep count of unused 
entitlements and maintain a carry-for- 
ward log. If you knew that, managing 
the R&D types wasnt a big deal. 

[also learnt from Dr Mitta the mean- 
ing of humility. As chief technology offi- 
cer of the corporation, he was the epit- 
ome of accessibility and complete 
egolessness. He taught me that knowl- 
edge and arrogance are antithetical. The 
littlest man on the street could walk up 
to him and ask the stupidest question, 
and Dr Mitta would respond by going to 
the whiteboard on which the most com- 
plex issue would soon be reduced to a 
set of three block diagrams in which 
‘open systems’ would solve all of life's 
problems. 

His appearance was, and remains, 
so non-descript that you would have to 
pinch yourself to believe that this is the 
man who laid the foundation for a veg- 
etable oil company to venture into 




















building complex computing systems. 


Y R&D assignment started with 

the task of setting up Wipros US 
office in California. In 1993, on my 
return to India, my challenge was to 
make Wipro's R&D get a better look- 
and-feel compared to its past. In all 
those years, as a frugal corporation, the 
place had a lower-middle class, poor 
Brahmin feel. As I went around my job, 
managers from other divisions devel- 
oped the feeling that I was not cost 
conscious, and this was reflected in my 
360-degree feedback. 

I was very upset and went to see 
Dr Mitta about it. In his characteristic 
style, he heard me out. Then he told me 
that we live in a world in which percep- 
tion is the reality. And he told me that it 
takes time for perception to get built up. 
So the solution was to go back and 
do my work, butto beware of my actions 
and utterances. | went back and did 
all of that, taking absolute care. 

The next year, the feedback repeated 
itself from the same peers. I went back to 
Dr Mitta and expressed my frustration. 
He listened to me and said: “While it 
takes time to build perceptions, it takes 
even longer for perceptions to change.” 
I was dumbfounded by the Zen-like 
statement, and realised how much truth 
there was in it. In doing our work, we 
need to be sensitive to feedback and 
work to correct ourselves, but we should 
not expect drastic changes in what peo- 
ple think of us. We should not lose spirit 
because of obstinate public opinion. 
Some of it is rooted in truth, and we 
must have the humility to accept it. 

Under Dr Mitta's 
sagely guidance, I flou- 
rished. I rose to become 
the first chief executive 
of Wipro’s Global R&D. 
Over a period of five 
years, the transforma- 
tion was so complete, it 
was amazing. It had to 
do largely with the in- 
trinsic quality of the 
people who consti- 
tuted the R&D. From an 
inward-looking cost- 
centre, it had become a 
solidly profitable lab- 
on-hire in the corpora- 
tion. The nerds had be- 
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come businesspeople. In all this, I re- 
alised that I was beginning to feel rest- 
less — I was ready to do something 
larger. Dr Mitta and Ashok Soota, who at 
that time was the vice-chairman of the 
IT Group, asked me to articulate what I 
wanted to do. I remember telling them 
to identify an area or thing that kept Mr 
Premji or Ashok awake at night. I 
wanted to work on that one thing. I was 
ready for a Mission. 

In December of 1996, the call came 
from Mr Premji's office. He wanted a line 
manager to come and set up a corporate 
quality initiative that would bind all 
of Wipros five disparate businesses and 
make Wipro world-class. 1 moved 
on from being the chief executive 
of Global R&D to set up ‘Mission: Qual- 
ity' as part of Mr Premji's office. In the 
process, I came to work for and closely 
observe one of corporate India's most 
celebrated men. 

But my first lesson from Mr Premji 
would come before that. This was back 
in 1988 when I had just joined Wipro. He 
walked into my half-cabin one day, and 
began reviewing my work. He had come 
with an agenda: the debtor situation 
had gone out of hand, and he needed it 
to be cleaned up. He asked me to handle 
the task. I said my hands were full. Mr 
Premji then asked me how I spend my 
time. I was spending 40 per cent of my 
time on sales coordination, 40 per cent 
on customer relations, and 20 per cent 
of my time on training, I told him. He 
replied: "Continue to give 40 per cent to 
sales coordination, 40 per cent to cus- 
tomer relations, and 20 per cent to train- 
ing, and give 25 per cent to debtor 
management." I was 
puzzled with the 
maths. I told him: “Mr 
Premji, that does not 
add up.” And he rep- 
lied: “No, it does. When 
leaders are loaded 
125 per cent, they are 
stretched. When they 
are stretched, they de- 
liver their best.” I took 
the additional 25 per 
cent, and delivered 
one of my most memo- 
rable assignments at 
Wipro. Now, I was go- 
ing to work directly 
with the man. w 
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Punjab State Feature 








A land of 


enterprise 
ali 


opportunity 


unjab is not called the smiling 
soul of India for nothing. 
Blessed with a fertile land and 
many rivers, it seems the sun truly 
shines upon the state. And the people 
of Punjab are true sons of the soil - 
hardworking, enterprising and full of 
joie de vivre. The state has always 
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Punjab: 


been quick to spot every poten- 


a success story - for example, 
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goods, paper a an d p per K casing 
Around 1.3 million people are em- 
ployed in the industrial sector in the 
state. 70 per cent of India's total pro- 
duction of bicycles and parts, sew- 
ing machines, hosiery and sports 


. goods is "Made in Punja ” Currently 
- most of the industries in Punjab are 
 small-scale in nature. There are 0.2 
million small-scale industries and 633 
large and medium scale industries. 


Exports from Punjab are estimated 
to be more than Rs; 48000 million per 
annum. 


Strong Clusters of Growth 


ae E One of the advantages of Punjab is 
that unlike other states, which have 
- one or two strong industrial centres, 


here, there are several cities that are 


emerging as major industrial clus- 


ters. Ludhiana, Jalandhar, Patiala, 
Phagwara, Batala, Goraya, Mandi 
Gobindgarh and Mohali are already 
established while Dera Bassi, 
Chanalon, and Rajpura are emerg- 
ing as new and important clusters 
which are attracting industrial invest- 
ment not only from Punjab but also 
from outside. The cities of Punjab, 
in fact, provide the best features 
of big and small cities. The facilities 
available at. Ludhiana, Amritsar, 
Jalandhar, Mohali and Patiala, for 
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instance, can match the biggest 
metros in India. Most of these clus- 
ters are well connected by train and 
road to the capital. A dense telecom- 
munication network also ensures 
connectivity at all times. 


An ideal climate for investment 


After a period of political and social 
turmoil, Punjab has settled down to- 
day. Its average growth rate of 10 
per cent is among the highest in the 
country. Punjab also has the highest 
per capita income in India. The Cen- 
tre for Monitoring Indian Economy 
has rated the infrastructure in the 
state at 191.4 against the national 


average of 100. Today's Punjab thus 


offers distinct advantages for invest- 
ment and industry. 


Ansals to spark off a retail revolution in Punjab 
A host of reputed brands will be entering Punjab for the first time piggybacking on the international class Ansal Plaza 


his Baisakhi will be special for 
: Ludhiana, thanks to the Ansals. 
Come April and the upcoming Ansal 


Plaza in Ludhiana will see hectic activity 
as reputed brands like McDonalds, KFC, 
Lee, Reebok, Liberty, Planet M, 
Oyzterbay, Moti Mahal Delux, Study by 
Janak, Meena Bazar, Nike, Levis, Wran- 
gler, Adidas and Royal Sporting House, 
start their fit outs in the brand new mall 
with an international look. The mall will 
formally launch only a month later. 

With this, the pioneering Ansals have set 
another new landmark - they have become 
the first to set up such a swank mall in 
Punjab and promise to usher in a retail 
revolution by bringing in leading brands 
into the state for the first time. 
According to Deepak Sachdev, Director, 
Ansal Township and Land Development, 
the Ansals decided to set up a mall in 
Ludhiana when they found that a lot of 
footfalls at their mall in Delhi were from 
residents of Punjab who came all the way 
to shop. The Ansals decided to service 
them at their own doorsteps and the 
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The current CM, Captain Amarinder 
Singh has signalled his intentions by 
ushering in new policies that are con- 
ducive to industrial and agricultural 
growth. Take for example - power. 
Despite the availability of abundant 
and cheap electricity, the state gov- 
ernment has taken a major decision 
to expedite new power projects. A 500 
MW power plant has been awarded 
to a private company. Two units of 
Guru Hargobind Thermal Plant of 210 
MW each have been commissioned. 


Reaping gains from Agriculture 


The challenge in agriculture for the 
state is that 97.6 percent of cultivable 
land is already under the plough. 
So agriculture production can only 
be increased through enhanced 


response from retail brands 
has been phenomenal. 
Even before the 1.5 lakh 
square feet mall formally 
opens, there is 100 per 
cent occupancy. Piramyd 
- the store that has created 
such waves in Mumbai - is 
the anchor brand choosing 
to launch its foray into the 
north by opening at Ansal 
Plaza, Ludhiana. The 
Home Store has opted to 
take a whopping 8,000 sq. 
ft. of space in its first ven- 
ture in Punjab. 

Care has been taken to create a fine bal- 
ance - so there is a mix of formal fine 
dining restaurants with casual joints that 
are open 24X7, the Ozone health club 
will have synergy with the sportswear 
showrooms and sports equipment show- 
room. From supermarkets to book- 
Stores, to food to recreation and enter- 
tainment zones, the mall will have 
enough attractions to keep a family of 
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Punjab State Feature 


Punjab at a glance 


* Area: 50362 sq kms (just 1.5 per 
cent of India's total area) 

* Population: 23.51 million 

* Rural: 16.56 million (70.45%) 

* Urban: 6.95 million (29.55%) 


Per capita income: Rs 19,500 
(highest in the country) 

* Per capita bank deposits: Rs 4,565 
(highest in the country) 

* Rural electrification: 100 per cent 
(first to be fully electrified) 





cropping intensity, change in crop- 
ping pattern and cultivation prac- 
tices. Already the state government 
has taken some proactive steps such 
as getting into contract farming. 
Punjab Agro Foodgrains Corporation 
has been appointed the nodal 
agency for this. Corporates like Rallis 
India, Mahindra Shubhlabh, Escorts 
and DCM Hariyali have been in- 
volved and around 37,000 farmers 
have been associated in the contract 
farming programme. Clearly Punjab 
is determined to hold on to its title of 
‘Food Basket of the Country’. 






E 
JA TS 
Am A 


Deepak Sachdev - Director 


Ansal Township and Land Development 


shoppers engrossed for a good 6 to 7 hours. 
And this is just the beginning. By year-end, 
an Ansal Plaza will open its doors in 
Jalandhar. In all, the Ansals plan to set up 
five malls in Punjab in the next couple of 
years. “Every eight or nine months, we 
will be launching a new mall", promises 
Sachdev. | 

For further information call Ashish Jerath 
at 09818587772 
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Hero Cycles: Pedalling its way to success 


he journey from a small sup- 
ply house in Ludhiana to a glo- 
bal giant has been a challeng- 


ing one. But then Hero Cycles, which 
has pedaled its way. successfully into 
82 countries, is used to surmounting 
obstacles and negotiating rough 
tracks smoothly. 

In 1956, when the Munjals first 
founded the Ludhiana-based cycle 
manufacturing company, Hero 
Cycles produced a modest 25 bi- 
cycles a day. Today, 17,500 bicycles 
roll out of its state-of-the-art plants 
daily with one cycle being produced 
every four seconds! One in ten Indi- 
ans has owned a Hero Cycle some- 
time in his/her life. Not surprisingly, 
Hero has commandeered a lion’s 
share of the bicycle market with 39% 
share. And from those small begin- 
nings Hero Cycles has grown into a 
more than Rs.1030 crore company 
and is the flagship firm of the 
Rs.10, 000 crore Hero Group. 

Its prodigious production output has 


Spreading comfort globally - NEVA innerwear sets PNIS VAN 
the standards in comfort and international quality 





he house of NEVA 
| has within a short 
period of time man- 


aged to capture the imagi- 
nation of the Indian con- 
sumers through its array of 
international quality 
innerwear products like 
Briefs, Vests, Lingeries, Ac- 
tive wear and Thermals. A 
sister concern of Duke Fash- 
ions, NEVA has truly made 
its mark in the innerwear 
market. Duke Fashions of 
course has become a house- 
hold name since its incep- 
tion more than three decades ago 
with its Duke brand of T-shirts. 

NEVA maintains high standards of 
quality and has some of the best 
in-house production facilities in the 
country for knitting, dying and 
garment manufacturing. Every NEVA 
product also draws on special techni- 
cal assistance from Euro Maxx Cloth- 
ing Co. Inc., New Jersey, U.S.A. 





earned Hero Cycles a place in the 
prestigious Guinness Book of World 
Records. At the same time, there is 
utmost stress on quality. Hero Cycles 
has a MOU with Na- 
tional Panasonic for 
Total Quality Control, 
thus paving the way to 
becoming recognized 
by the Superbrands 
Council. The Interna- 
tional rating agency 
that rates brands glo- 
bal has listed 
Hero Group as a 
"superbrand". And 
why not? Whether it 
is the first to launch a 
mountain terrain bike 
in the country, a racer 
bike or usher in a new 
look model, Hero has been a trail- 
blazer. 

Hero's success stems from its strong 
leaders. The Munjal brothers - 
Dayanand, Brijmohan Lall, Satyanand 


Already avail- 
able across the 
country with a 
large distribution 
of over 4000 deal- 
ers, NEVA is fast 
expanding inter- 
nationally. With 
markets in the 
Middle East and 
others to come in 
the near future, 


NEVA Garments 

Nirmal Kumar Jain a p dps 
Managing Director, NEVA Garments Ltd, PnendOus growth. 
Pepping up the innerwear market 


NEVA recently launched PEP, a new 
range of men’s innerwear. Launched 
at an introductory price of only Rs. 
99/- for a twin pack of briefs and vests, 
PEP is available in a variety of colours 
and styles. The brand has, in a very 
short time, met with huge success. 
PEP brings to you the best in quality 
innerwear. 100% super-soft combed 
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O.P. Munjal 
Co-Chairman and MD 


Punjab State Feature 





and Om Prakash - have always led 
from the front. Hero Cycles CEO O.P. 
Munjal, affection- 
ately referred to as 
“Bauji”, attributes the 
company’s success 
to the fact that the 
entire workforce is 
woven into the fabric 
of a family. As he 
says, “We celebrate 
festivals together. I 
try to interact with all 
the children (read 
employees) on a one- 
to-one level”. 

The Munjals also 
take their social 
responsibilities seri- 
ously. Whether it is setting up 
schools, colleges, a wing in a hospi- 
tal or a community hall, the Hero 
Group has always tried to give back 
something to the society. 





WORLD CLASS INNERWEAR 


cotton fabric. Special treatment for 
shrink control. Good resistance to 
colour fading. Unique silicon softness, 
even after several washes. Sweat ab- 
sorbent materials, offering itch-free 
comfort throughout the day. And the 
innovative pouch design, which un- 
derlines your manliness, caressing 
the body in a firm way. 

According to Mr. Nirmal Kumar Jain, 
Managing Director, NEVA Garments, 
"The objective of launching PEP is to 
offer the upcoming middle income 
youth an international quality prod- 
uct at an affordable price. No other 
brand offers the consumer such a 
unique combination of world-class 
quality, innovative features and rea- 
sonable prices." 

Today, NEVA boasts of a market share 
of over 2096, making it the largest sell- 
ing brand in winter quilted thermal- 
wear. It aims to continue setting the 
standards and bringing the Indian 
consumer world-class quality at an 
affordable price. 
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THERE IS A HERO FOR EVERYONE. FOR EVERY AGE GROUP, 
EVERY NEED AND TO SUIT EVERY STYLE. 
GO AHEAD, GET YOUR HERO! 
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BROWSING 


K. George John 
Chairman & MD, TBWA India 


I AM alate night reader. I just read 
CITY OF DJINNS by William Dal- 
rymple. Someone once said: "And the 
end of our journey will be to return to 
where we started and see it anew." 
Dalrymples account of his year in 
Delhi did that for me. It de-familiar- 
ised the environment I have known 
for over 20 years and renewed my ap- 
preciation of this city, surely one of 
the greatest in the world. 
Iamre-reading GOOD TO 
GREAT by Jim Collins. Rarely does a 
management book offer insights bas- 
ed on objective fact, not high-flown 
theory. Collins is the antithesis of the 
‘flavour of the month’ school of man- 
agement thinking. His rigorously re- 
searched inquiry into what separates 
great organisations from the merely 
good is an inspiration to us all, and 
not without a few surprises in its in- 
sistence on the fundamentals and the 
so-called 'soft skills' over hard-nosed 
MBA rules. No leader should go to 
workwithoutreadingthisbook. E 


ALERT 

Much Travelled Yarns 
By Joyseej Mukherjee 
(Frog Books) 





It isn't always erro- 
neous to judge a book 
by its cover, or, at 
least, its title. This 
slim work is true to 
its name. These short 
stories take place 
from Vienna to Puri. And most of 
them have a nice twist. Especially 
good is The Train To Puri. 
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Calculating 


AMIT WILSON 


seeds of its answer? Sayan 
Chatterjee seems to think so. 
His book, Failsafe Strategies, 
suggests that how you ask the 





swer... and this is not a book on Zen. 

Failsafe Strategies explores the risks 
of creating and executing a business 
strategy that uses an outcome-to-objec- 
tives framework. While it takes much 
patience to work through the seman- 
tics of B-school jargon, the framework 
itself has much to recommend it. 
Chatterjee says that most companies 
have an inside-out approach: they 
design solutions based on their 
capabilities. 

He points out the 
pitfalls of such an ap- 
proach with a telling 
anecdote. When NASA 
found that the ordinary 
ballpoint pen would not 
work in outer space, it in- 
vested a substantial am- 
ount of effort and money 
in designing a pen that 
would. The Soviets, faced 
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SELECTION 


Defininga 
national icon 


BOOK on Sachin Tendulkar is 

always topical. As the collective ob- 
session of a nation, he is usually at the 
centre of some news — if not for his 
cricketing exploits, then for his off-field 
activities. Witness the national debate 
over whether Sachin should have paid 
the customs duty for his gift Ferrari. 

Author Vaibhav Purandare, himself 
an aspiring cricketer at one time, has 
studied his subject in great detail and 
made Sachin Tendulkar: A Definitive Bi- 
ography, a book for the connoisseur 
who has the time to savour, deliberate 
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| with the same problem, had a simpler 
solution. The cosmonauts were handed 
pencils! An outside-in approach, where 
the objective was couched in terms of 
the desired outcome, led to a cheaper 
but equally effective solution. 

This framework is based on the 
two pillars of clarity and choice. Chat- 
| terjee says that business leaders and 

entrepreneurs must work through 

their business plans with clarity of 
| objective, and of the risks involved. 
He suggests that by using an outside-in 
approach, one can choose between 
multiple paths of reaching the same 
objective, a la NASA versus the Sov- 
iets. These multiple paths usually 
require different capabilities, and some 
may need time and 
resources to be devel- 











FAILSAFE 
STRATEGIES 


Profit & Growth From 
£ Risks That Others Avoid 
By Sayan Chatterjee 
Wharton School 
Publishing/ Pearson 
THAT OTHERS AVOID Education 


Pages: 284; price: Rs 499 


and discuss every ball bowled. 

The story begins well before Sach- 
in's birth — at the time when Ramesh 
Tendulkar, Sachin's father, decided to 
move to Mumbai from his native Ali- 
baug for higher studies. It's fascinating 
to learn how Ramesh, who went on to 
become a well-known Marathi poet and 
professor, balanced a job with his stud- 
ies and even found time to coach crick- 


SACHIN 
TENDULKAR: 
A DEFINITIVE 
BIOGRAPHY 


By Vaibhav 
Purandare 


Lotus/Roli Books 
Pages: 426; 
price: Rs 395 
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oped. As such, the choices must be 
made with a clear recognition of the 
risks involved. 

AS an appendix, the author dis- 
cusses in some detail the rise and 
fall of Enron. In contrast to popular 
literature and media, he praises Enron 
for its success in the gas and electri- 
city businesses, and cautions against 
throwing out some of Enron's business 
innovations with the bath water. He 
points out that the fall of Enron was 
not due to moral hazard or poor gov- 
ernance. Instead, poor clarity of the 
risks in their strategy sowed the seeds 
of the downfall. 

With this book, Chatterjee covers an 
area of strategy that gets poor airtime 
from both academics and practitioners. 
Much of strategy literature focuses on 
issues of leadership, etc. This book, in a 
refreshing variance, looks at strategy as 


a risk management tool. He correctly - 


points out that in creating a business 
plan, an entrepreneur or a business 
leader can address several risk factors. 
Chatterjee has discussed the issue 
of risk in strategy simply, but not sim- 


plistically. Like a good teacher, he is both: 
an instructor and a storyteller. Forex- | 


ample, he cautions against demand risk 





-| F' academic, A SOCIAL HIS- 





SAYAN CHATTERJEE is professor of 
management policy at the Weatherhead 
School of Management, Case Western 
Reserve University. He has been 
researching the sources of business 
risk since the early 1990s and is now 
translating his ideas into actionable 
information for business leaders 


from underestimation as much as from 
overestimation. He tells the story of 
EMI, the company that developed the 


- hugely popular CT-scanner. It lost the 


market to the likes of GE because it 
did not have a contingency plan to 
scale up and meet a higher than antici- 
pated demand. 

The first part of the book deals with 
this risk and points out ways of design- 
ing strategies with low capability risk, as 


well as ways of lowering this risk during | 
execution. The second half of the book 


deals with demand and competition 
risks. In the most interesting part of this 
book, the author describes the several 
paths that Microsoft tried and failed be- 


foreit managed to reach its pre-eminent 


position in the software business. He 
quotes Bill Gates saying: “It was in 1983 
that we decided to make a graphic inter- 


| face for the PC... When was Windows a a 
. success? Probably 1990." 


MOR al a ‘book written by an 
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Chatterjee says that business lead- 
ers must develop multiple paths for mi- 
grating from current businesses as their 
strategy reaches its potential, or as the 
risk originally envisioned is exceeded. — 

The high point of the book is the 
discussion on exit strategies because 
"every business has a natural size". 
Here, the author talks about the plans 
Microsoft has for migrating away from 
the Windows platform. That twist in the 
tale is for you to read. 

The book is an excellent discussion 
of risks and strategies for business lead- 


ers and entrepreneurs. As a consultant 


and academic, Chatterjee has been 
privy to interesting developments in 
various industries, and these show up in 
the book. He readily admits to the short- 
coming of such case studies — that past 
performance is not a good indicator of 
future potential. As such, based on the 
framework in the book, he goes out ona 
limb to make a few predictions for Dell 
and the Google-versus-MSN battle, 
While we wait for the results, I give the 
book four stars for some excellent anec- 
dotes and insights. 


Amit Wilson i is setting up a venture 
of his own 





is clearly. a scholar whose B 


















allels | TORY OF INDIAN ARCHITEC- 
lows | TURE (Oxford University = 
|. Press) is quite a surprise. itis  " 
Er | absorbing and, at times, engaging. d 

The author has chosen to - | Despite its erudition, the book attempts | 
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^. the latter's finesse or academic rigour — and community. centres? — 

. and, like most biographers, tends to: be... Author V. S. Pramar, who passed 
overly si ithetic | t e. | away last year, retired as head of the 
Bi School of Architecture at M.S. University 

| of Baroda. He was an authority on the 
| wooden architecture of Gujarat, but: 
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Lamy from France.: These are the four candi- 

dates in the running to become the World 

Trade Organisation (WTO) director general (DG), with 
Supachai Panitchpakdi’s term ending on 31 August 2005. 

The lobbying phase ended on 31 March and we are in 

a period of what are called ‘confessionals’. This means all 

148 members will privately inform the WTO, that is, the 

three-member team led by Kenya's ambassador Amina 

Mohamed, who they support and who they cannot ac- 

cept. Aided by these plus and minus votes, within a week, 

one candidate should be eliminated. By 31 May, the new 


ARLOS Perez del Castillo from Uruguay, Jaya 
Krishna Cuttaree from Mauritius, Luiz Felipe 
de Seixas Correa from Brazil and Pascal 


from Latin America barring Brazil. But with Lamy in the 
fray, Castillo is unlikely to get the developed world's sup- 
port. Lamy seems best placed to win because the devel- 
oped world is likely to back him, as will a section ofthe de- 
veloping world. The G-20 is not just about agriculture and 
other interests of developing countries. It is also about the 
WTO decision-making process, which is likely to oppose 
Lamy. Unfortunately, the G-20, with a core of Brazil, India, 
China and South Africa, represents interests of the better- 
off developing countries. This means that a host of 
smaller countries may still end up supporting Lamy. 
That's why there is hectic lobbying and deals being cut 
for the next round. The US regards the World Bank as its 
personal property, but hasn't yet indicated whom it sup- 


DG's name should be known, ports for the WTO. That the EU 

with a second and a third can- y = has approved Paul Wolfowitz 

didate eliminated in the sec- India must support Br azil S for the Bank suggests that there 

ond and third rounds. candidate for WTO chief is a deal between the two on 
Although the WTO's deci- and not fall for any sops theWTO. 


sion-making emphasises cho- 
ice by consensus, it doesnt al- 
ways work that way. When 
Renato Ruggiero retired in 
1999, polarisation between de- 
veloped and developing coun- 
tries led to the six-year term be- 
ing split up into two three-year 
terms for New Zealand's Mike 
Moore and Thailand's Pani- - 
tchpakdi. He was the first DG 
from a developing country. In- 
deed, WTO's precursor, GATT, 
never had a chief from the de- 
veloping world. In an organisa- 
tion like the WTO, nationality, it can be argued, shouldnt 
matter; members should simply plump for the best man 
(there are no women candidates) for the job. But that is an 
argument no one takes seriously. If there is no consensus 
by 31 May, there will be voting. Developed countries dont 
wantthat. Other than Ladbrokes, the betting company, no 
one has a view yet on who is likely to be the next DG. 

Ladbrokes thinks Castillo is the favourite, followed by 
Lamy. Brazil and Mauritius don't stand a chance. Indeed, 
despite several smaller, developing countries and groups 
like CARICOM, ACP and the G-90 Alliance supporting 
him, there is near consensus that Cuttaree is technically 
the least equipped candidate for the job, and most likely 
to be eliminated in the first round. 

What about Castillo, who is Uruguayan? The develop- 
ing world is unlikely to back him because he ditched the 
G-20, the leading developing world caucus, in Cancun. 
Had it not been for the World Bank and Lamy, he would 
have been America’s first choice, bolstered by support 


from the EU-US camp 





The US is expected to opt - 
for Lamy with an assurance 
thatthe Bank will have a deputy 
in the Frenchman Jean Pierre 
Landau. Germanyis likely to be 
sweetened with backing for its 
UN Security Council member- 
ship. And Lamy himself has 
deals to offer. He is ostensibly 
in favour of reforming the 
EU's farm subsidies and can 
dangle the carrot of tariff pref- 
erences for smaller economies, 
apart from juicier baits such as 
the five slots of deputy DGs 
who are nominated by the DG. 

What is India's plan? There is the temptation to adopt 
the path of least resistance by supporting Cuttaree in the 
first round because that would be the politically correct 
thing to do. In the second round, it could support Lamy 
because the Frenchman is more likely to win and is also a 
known devil. There is also the bait of a deputy DG posi- 
tion. Itis no secret that there is an officialin the commerce 
ministry who is hankering for a posting in Geneva. Hope- 
fully, such temptations will not weigh with India. Having 
been a driving force behind the G-20 and the host of a new 
initiative by this group, India should support Seixas Cor- 
rea outright as China has opted to do. The G-20 has be- 
come a serious threat to the EU-US duopoly and India 
should not allow the Big Two to drive a wedge between 
Brazil, India, China and South Africa. Hopefully, the Prime 
Minister's statesmanship will override the commerce 
ministry's short-sighted approach and a tendency to play 
for small gains. T 


ASHISH SAHI 


BUSINESSWORLD 14 18 APRIL 2005 






The No. 1 European airline in India with most take offs. 
Offering the biggest network, best on time performance. 


So you can rest assured on reliable shoulders. 


\ 













ake sure tha a experience complete satisfaction as you travel 












he 5 mé io the largest network in Europe & USA. With VEI 

itation or : ton. combined with its superb on time There’s no better way to L'A Lufthansa 
mance, Luft ais lurally-the first choice carrier to Europe and “eS? es 

Fly with cor n ) e C Y 7 4 


‘pea : A STAR ALLIANCE MEMBER yt” 
lufthansa-india.com  — 


~ 
A 


IBM recommends Microsoft® Windows" XP 
Professional for Business. 


centrino" 





MOBILE 
TECHNOLOGY 


. IBM ThinkPad T42 notebook 
| (Part No. 2373K 1A) 


Eg Ite Centrino" Mobile Technology 
EH] intel® Pentium" M Processor 735 (17 GHz, 400 MHz FSB] 
d Intel" PRO/Wireless Network Connection 802 tbi 

Microsoft® Windows" XP Professional — 
~ SMB RAM AO GBHOD S400 mm 
-AWEN Radeon 700 
~ CO-AWOVD Combo ie” 
ma a0 jg wieess M OO O 

. Biuetooth/Modem (CDC), 1GB Ethernet (LOM) _ 

NAY Sec Ferne (LUNN) 

~ Integrated biometric 

, 6-oeliLiclon Battery cae 

398 cms (14 in} TFT monitor — — 

~~ 3-year customer carry-in limited hardware 

_ global warranty __ 


z Rs. 99,900" | 


You're looking at the world’s most Secure iBMThnkPad T43 notebook 
|. (Part No. 2668NQ1) 



















fingerprint scanner — 





wireless PC. now you can have security at your fingertips. Literally. | Eg Intel Centin” Mobile Technology 
| ET ine Pentium? M Processor 760 (2.0 H7, 533 MHz FSF 
That's because these IBM ThinkPad notebooks feature Intel® Centrino" Mobile Fine PRO/Wireless Network Connection B0211 bj. 





b Microsoft" V ndows* x Pro ROM 


Technology, so yeu can access your work wirelessly anytime. And with our 














biometric :1 ntegrated Fingerprint Reader, access is easier than : " "its UG zu Etheimel ae. MM 
ever. Instead of entering tons. of passwords, it all happens with just one : = fingerprint scanner — 
swipe of your finger and one password. These innovations, combined with | EL SXGA + (1400 x1500) 

our security Chip and software, provide a level of security that no one else | .| 3-year international customer carry-in limited 


| harwarewamany —  /— — s 


offers as a standard feature. Giving you the most secure wireless PC 


available. Hands down. And the easiest way to unlock it. 


PRICE 


The most secure wireless. 
Only on a ThinkPad. 


Call 1600 443333 or visit a 


to buy direct, locate an IBM reseller or for more information. - 


Metri e EA RE AMA Rs tA ENTIA VENOM ER m e P imma PONCE VEER o MI ee Le cem AE IES 


IBM. ThinkPad, ThinkCentre and ThinkVantage am fainai or mera Su ot hierati Turm Machines Cormeen’ in the Us ae itin pen uw company in Or Service names may it rama or service aed Kot thei ionak 
Microsoft and Windows are registerad trademarks of Microsoft Corporation. Certain Microsoft software product(s) included with this computer may use technological measures for copy protection, IN SUCH EVENT, YOU WILL NOT BE ABLE TO USE THE PRODUCT iF 
NOT FULLY COMPLY WITH THE PRODUCT ACTIVATION PROCEDURES. Product activation procedures and Microsoft's privacy policy wil be detailed during initial launch of the product, or upon certain reinstallations tor the software product(s) ar reconfiguration: 
computer, and may be completed by Internet or telephone {toli charges may apply). 1, “Estimated street price. Sales tax and other levies extra. Visual used may not represent the at tual product. Offer and prices subject to change without prior notice. intel intel logo, ini 
Intel inside toga, intel Centrino, intel Centrino toga, Celeron, Intel Xeon, intel SpeedStep, tanium and Pentium are trademarks or tegistered trademarks at Intel Corporation or its sabsidiaries in the United States and other countries. "Internet available only within RIM covers 


Customers need to subscribe to RIM Data Services. Rescue and Recovery, Access Connections, System Migration Assistant, Embedded Security Subsystem, PC Doctor, Access IBM and Lotus SmartSuite are available only on select models and not on Linux/D0S 
O@M 





POLITICS OF PATENTS icc THE POSCO AFFAIR 


Businessworld 


" JN 
LSO Q S 
VEN b 


N INDIA 


Vhatthe - 
finese 


m - = Employees 
— Provident Fund 
Organisation 


The inside 
story of how 
the largest 
reform 
project in 
eovernment 
is being 
scuttled. 

At stake is 
your money 


INDIA'S LARGEST SELLING 
BUSINESS MAGAZINE 





: PRSE. 


3 
Bane 
RES 


PS 
S s 


s See 
US 3 d VP 5 x d 2 ORA : i A A VY xS erie 
Ei, (S 3 à 3 ee S ES 2 OS SOM 
E 2 y T SERENO! 
AISI st) 
AEREA 


e 


D 
Ce 
VOCENT 


fa 


AS 
Be 

D: 
RERE 


a 
: 
SE 


etre 
Mun S N 


at 


v 





Source. BearingPoint, 2004 





. Enterprise Business Scenario —— 





Windows Server 2003 Full Support (24x7Y: 1096 af servers are Enterprise Edition, 90% Standard Edition 






Red Hat Full Support (24x7): 10096 of servers are AS Premium 






Red Hat Limited Support: 1096 of servers are AS Premium (24x7), 90% ES Standard (12x5) 





Novell's SUSE Linux (24x7Y: 1096 of servers are Enterprise Server, 90% Standard Server 
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A recent study of licensing and support costs conducted by BearingPoint, 
a leading independent consulting firm, found that these acquisition 
costs for Windows Server™ 2003 are comparable to Red Hat Enterprise 
Linux or Novell's SUSE Linux Enterprise Server "despite the common 





à perception that Linux is free or very inexpensive." However, if you 
$ require full 24x7 phone support on all servers, licensing and support for 
E Windows Server 2003 can cost up to 7396 less than Red Hat Enterprise 
2 Linux" over five years. 

E For the full study, visit microsolt.com/getthefacts 
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On Vigilance 


Q) Thank you for an 
interesting read on pharma 
co-vigilance ('Safe 
Chemistry, BW, 4 April). As 
an orthopaedician, I 
interact everyday with a lot 
of people from diverse 


aspects of the medical sciences. Pharma co- 
vigilance would require a lot of coordination on the part of 







all healthcare professionals: doctors, physiotherapists, pharmacists 
and nurses who monitor patients in ICUs. It’s a tough but necessary 
task for everyone in the medical profession, and I hope we get it right. 


Shruti Kaul, posted on BW website 





FEMINISM 2.0 

Women do have more career options 
now, but the options come with a lot of 
compromises (‘Mission Possible’, BW, 
4 April). A three-month maternity 
leave is insufficient for most new 
mothers. If you choose an intermed- 
iate option and take a break for a year 
or so, you are generally forgotten by the 
time you return. Unfortunately, such 
breaks in work are still regarded badly 
in India. And there are very few 
companies that even allow it. There's 
still a long way to go. 

Anusha Balakrishnan, via email 


LOVING YOUR WORK 

People who feel that jobs are 
disposable are increasing manifold 
(‘The Era Of Disposable Jobs’, BW, 
4 April). My previous company in 
Chandigarh opened an office in 
Bangalore. They hired people with 
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moderate experience at double the 
salary we normally give. Still, the qual- 
ity of work was not commensurate. 

People in small cities are more 
committed. I think the solution lies in 
going back to basics. The search should 
be for people who are in a field for the 
love of it, and not only because of 
monetary gains. The values that a 
person holds should be taken into acc- 
ount, rather than just his education, 
profile and company background. 
Divjot, posted on BW website 


W Many large companies in the service 
industry hire freshers and offer them a 
dream place to work. Then the freshers 
find out that it's not a dream at all. 
They end up doing low-end, low-pay 
work. So they think: "They are using 
me as cheap labour, so I will use them 
as a free training base." 

A little honesty about job profiles 
and a serious mentor who appreciates 
the small contributions would help 
solve this problem. 

Deepak Tanna, posted on BW website 


CORRIGENDUM 

In "To Trigger A Biotech Boom’ (BW, 

18 April), the introduction to the story 
incorrectly stated that the draft 
national biotech strategy targeted “one 
million jobs” by 2001. One million jobs 
are projected to be created in the sector 
by 2010. We regret the error. 


| o Witenat  —— | 


| . editor@bworldmail.com | 
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Problems 
At The 


PF Office 


It was meant to be the largest reform 
project in the government — the 
systems clean-up of the Employees' 
Provident Fund Organisation. But 
the ambitious clean-up act chalked 
out by former EPFO commissioner 
Ajai Singh is in jeopardy — due to a 
combination of bungling and 
scheming. At stake is Rs 128,000 








ILLUSTRATIONS: ANTHONY LAWRENCE 


Two sides of reforms: Ajai Singh (top left) and former chief vigilance 


commissioner N. Vittal (top right) tried to clean up the EPFO. But crore — the retirement money of 27 
Anirudh Rai (bottom left) and S.K. Khanna are slowing the effort. million members. 
IN THE NEWS 8 Patents India’s recent flip-flop at the World Intellectual 


Property Organization has raised doubts in the global com- 


24 | G lobal Wa rm i n g munity about which side it is on. 


8 | POSCO The deal for the biggest project FDI in India has, 
from the looks ofit, only been postponed, not scuttled. 


10 Pharma Despite its serious side-effects, only Ran- 
baxy has withdrawn the Bextra drug from the Indian market. 
Other marketers wait for an administrative crackdown. 


10) VSNL Is Ratan Tata's stepping down a strategic move? 


16 CPM's New Blood Fifty- 
six year old Prakash Karat replaces 
old warhorse Harkishan Singh Sur- 
PIBPHOTO | jeetas general secretary, and there 
Chinese Premier Wen Jiabaos visit has lifted the importance | are four new faces to the politburo. 





of India-China bilateral ties to a new, global level. What changes will they bring? 
26 East-East Dialogue rorget the border. Films Prakash Karat, known as a hard- » 
and flights will do more to improve neighbourly relations. liner, will now steer the CPI(M) 


AMIT DATTA 
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30| Margin Blues 


Corporates are under pressure as margins of half the firms in 
the Sensex have fallen in the third quarter. What's in store? 


42 Truck Finance A unique outsourcing model. 
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48| SpiceJet One more low-cost 
airline gets ready to fly the Indian skies. | 
CEO MarkWinders on how he hopes to | 
inspire more Indians to fly. | 
Mark S. Winders, CEO, Royal Airways > 





IN VOGUE 


ss| View Of The Top 


MindTree COO Subroto Bagchi 
ends his two-part series on 
leadership with portraits of two 
unique bosses in the IT sector. 





inspirational leadership 
72 Bookmark A book that is overconfident. 


COMMENT 


22 | Omkar Goswami China's growth till 
2010 will be 8.5 per cent and this pace will con- 
tinue because of its political imperative. 


THAT’S IT 


66 Mala Bhargava Nokia hopes its 
‘visual radio’ will redefine the FM experience 
on smartphones. 
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After the euphoria 


HINESE premier Wen Jiabaos four-day visit last 

week generated a fair amount of euphoria as 

was only expected. The 11-odd agreements 

signed during the visit, the hint that China 

would support India's bid to become a member 
ofthe UN Security Council, Wens visit to the Bangalore IT 
campuses... all these events and utterances hogged the 
headlines throughout the week. 


The visit underlined a point that Businessworld has been 
making for some time now — that it makes a lot of sense for 
India and China to cooperate and coordinate their actions in 
a host of areas. What should not be forgotten in the 

euphoria following the visit though 
is another point that BW has 

also been making — that there 

are bound to be areas in which 
Indias and Chinas interests will 
clash, and others where the two 
will compete against each other. ae 

Going forward, much will depend y ON 
on Indias ability to identify where to : T 
coordinate and where to compete 
with China. 
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To understand precisely what 

the Chinese premiers visit 
accomplished, turn to our China 
package starting on page 24. Our 
China correspondent, Jehangir S. 
Pocha, who had come down from 
Beijing to cover Wens visit, looks at 
where the India-China relationship 
stands. Guest columnist and 
diplomatic editor of The Telegraph, 
K. P Nayar puts the significance of the various agreements in 
perspective. 
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Now, to move on to some less pleasant news. The 
Employees’ Provident Fund Organisation (EPFO), which 
manages your retirement money and mine, is going from 
bad to worse. A year ago, we had examined the mess inside 
the EPFO in a cover story called “The Rs 154,000-crore worry’. 
We had also looked at the ambitious plan drawn up by the 
then central provident fund commissioner to overhaul its 
systems and correct the ills plaguing the organisation. Our 
cover story this week, written by principal correspondent 
Vikas Dhoot, traces how the plan to reform the EPFO is being 
scuttled. That’s on page 32. 


PROSENJIT DATTA, EXECUTIVE EDITOR 
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: . sation in Casablanca in February. 


^. entistand expert on IP he was In- 


' not support the recommenda- 
~ tions made by an informal con- 


. ing position" on the issues being 


OES India know what its 
stand on the internatio- 
nal harmonisation of pa- 
tent rules is? That's what 
the world is asking 


. asDelhi does some amazing flip- 


flops at World Intellectual Prop- 
erty Organization (Wipo), the 
apex global organisation for in- 
tellectual property (IP) issues. 
India has told a bemused 
Wipo ina note verbale that it does 


sultative meeting of the organi- 


That session had been chaired by 
R.A. Mashelkar, director-general, 
Council of Scientific & Industrial 
Research. A globally reputed sci- 


dias representative. (See “The 
Next Battle Ground’, BW, 11 April). 

The note clarified that there is 
no change in India’s “long-stand- 


addressed at Wipo. That is, India 


— is firmly with the Group of Fri- 


ends of Development (Group), a 


. 14-nation bloc in Wipo led by Argentina 


and Brazil, which is pushing for a more 
nuanced approach to standardisation 


; of patents. The Group wants to drive 


Wipo activities towards development- 


' oriented results. It has been critical of 


the Casablanca resolution which had 











Ministry of Science & Technology 


WORLD INTELLECTUAL PROPERTY ORGANIZATION 


The patent flip-flops 


Who is driving policy? 





Natwar Singh 


Development 
OR 
Kapil Sibal 


listed upward harmonisation of patent 
laws as a priority. 

The flip-flops come at a critical time. 
On 13 April, Wipo wound up an inter- 
governmental meeting where the sim- 
mering differences between the US and 
its allies, and the Group almost spilled 






MEA through the Permanent 
Mission of India to the UN 






Ministry of Human Resource 







over. Three wearying days 
of closed-door meetings, 
mostly between small 
groups, proved inconclu- 
sive. Wipo agreed that the 
talks on the development 
agenda will be continued 
in June and July. Even Sin- 
gapore, which is locked 
into a tight IP protection 
regime with the US 
through its ‘state-of-the- 
art’ free trade agreement, 
said on 11 April that IP pro- 
tection cannot be a one- 
size-fits-all regime. 

But India, earlier seen 
as a key negotiator on this 
issue, is now being viewed 
with an increasing degree 
of suspicion — by both the 
allies and the opposition. 
Although Indian officials 
have thrown their weight 
behind the Group, it is still not part of it. 
Worse, its stand changes within weeks. 

The question that is being asked is: 
who is driving India's policy on IP and 
the Wipo agenda? The note verbale, em- 
barrassingly for Delhi, implies Mashel- 
kar chaired the Casablanca meeting in 





POSCO'S ORISSA PLANT 


It’s that ore again! 


v T'S the biggest event that almost 


didn't happen. The MoU between 

the Orissa government and the 
$12-billion Korean steel company 
Posco for a mega plant in Orissa. Days 
before the signing on 14 April 2005, 
Posco said it was pulling out as Orissa 
was shifting the goalposts too often. 

The good news is that it still could, 
and probably would happen. Says a 
Posco official based in India: ^We only 
want to solve the pending small issues 
before we sign. All the critical issues 
have already been taken care of." It 
was these bits and pieces that 


prompted a move back to the drawing 
table. While Orissa has started talking 
about a signing date in April, Posco is 
not going that far. Both parties, how- 
ever, agree that this is a postpone- 
ment and not a breakdown of talks. 
The MoU missed its second date 
on 14 April again over the iron ore is- 
sue. Both Orissa and Posco confirm 
that 600 million tonnes is the agreed 
upon figure, but the current problem 
has to do with how this amount is to 
be used, whether any sale out of this 
would be allowed and how. Another is- 
sue has been the iron ore Posco wants 
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for its South Korean units. One of the 
options was an agreement outside the 
Orissa MOU with the commerce min- 
istry as party. The picture now emerg- 
ing seems is MMTC might enter into a 
long-term purchase agreement with 
Posco to export iron ore over and 
above the 600 million tonnes. 


Prior to 14 April, decibels in the 


Orissa assembly rose with allegations, 
including giving and taking kickbacks 
flying around. But Bhaskar Chatterjee, 
principal secretary (steel and mines), 
Orissa, denies them: "There can be no 
question of kickbacks. Posco is not 
that sort of company and the chief 
minister [Naveen Patnaik] would en- 
sure it never happens." ts] 


PALLAVI ROY 


his personal capacity. Officials here say 
as secretary, Department of Scientific 
and Industrial Research, he would not 
have attended the meeting without 
clearance from science & technology 
(S&T) minister Kapil Sibal. Mashelkar 
did not respond to queries. 

But why should the S&T ministry be 
involved in Wipo talks? Traditionally, IP 
has been the purview of the HRD min- 
istry and its officials attend the sessions 
fairly regularly. But HRD minister Arjun 
Singh is not known to be engaged with 
the issue of IP rights. 

However, the Department of Indus- 
trial Policy & Promotion of the com- 
merce ministry, part of the inter-minis- 
terial group formulating policy on IP is 
known to favour the US line on upward 
harmonisation and commerce ministry 
officials have sometimes found them- 
selves at loggerheads with India's de- 
clared position on IP rights. In Decem- 
ber 2003, joint secretary A.E. Ahmed 
started a bureaucratic storm because of 
his reluctance to oppose a US move to 
take the Patent Cooperation Treaty into 
substantive patent issues. He was mo- 
ved out, but not before raising a ques- 
tion mark over India’s position. 

Evidently, some bureaucrats, with 
the tacit support of their ministers, have 
been pushing individual agendas in 
Wipo. Till there is a cohesive line, there 
could be more embarrassments. B 

LATHA JISHNU 


D.S. BRAR 
Venture capitalist 


ORMER Ranbaxy Laboratories CEO 
D.S. Brar had always considered be- 
ing a venture capitalist. As an advisor to 
Temasek, the Singapore government's 
VC fund, he would be doing just that. 
Temasek has shown interests in the 
pharma sector with its investments 
($63.5 million for a 7.7 per cent stake) in 
Hyderabad-based Matrix Lab. 
Meanwhile, after Brar's investments 
in GVK Biosciences, the pharma R&D 
firm was to be renamed probably Ino- 
gent Discovery Services. The new name 
better reflects the company’s work that 
includes medicinal chemistry, informa- 
tics, and site and datamanagement. B 
GINA S. KRISHNAN 





BUSINESSWORLD 9 25 APRIL 2005 








IH. chainman of SNL 


— A that Tata was 


VSNL 


Why did Ratan Tata 
step down? 


HE recent 

move by the 

Tata Group 

chairman 
Ratan Tata (R) to step 
down as the 


has more to it than 
meets the eye. An 
official statement put 
out by the group said 


GURINDER OSAN 


stepping down to 

spend more time in the international 
strategies of his group companies. But 
then, the Tatas are going to invest more 
than Rs 30,000 crore in their Telecom 
business in the next five years. Does he 
want to drive the telecom business — 








considered the next growth driver for 
the group — from the front? 

As it happens, there are two 
important things that the Tatas want 
from the government for VSNL. When 
the company was divested by the 





HEMANT MISHRA 


government, the Tatas were promised 
that VSNL would have the monopoly 
for international long distance traffic 
till March 2004. That period was cut 
short by two years. Now, the Tatas want 
compensation from the government 
for those two years. 

Second, the government still holds 
26.12 per cent stake in VSNL which 
gives it the power to veto important de- 
cisions made by the Tatas who hold a 
46 per cent stake in it. The Tatas' tele- 
com plans require a lot of funds, some 
of which may come through VSNL. In 
the past, the Tatas have used VSNL's 
money to expand their business. 

Now, Ratan Tata is also a member 
of a committee advising the govern- 
ment on boosting foreign direct invest- 
ment (FDI) in sectors including tele- 
com, where the government has incr- 
eased FDI to 74 per cent. He, therefore, 
appears to have stepped down from 
VSNLs chairmanship to avoid any 
conflict of interest. He is replaced by 
Subodh Bhargava, who is an indepen- 
dent director on the VSNL board. W 

T. SURENDAR 





AST week, US drug major Pfizer 
L was forced to recall its billion- 

dollar painkiller brand Bextra in 
the US, and eventually in Canada, Eu- 
rope, Malaysia, Singapore and Hong 
Kong. The US Food & Drug Administra- 
tion (USFDA) said the drug valdecoxib 
was linked to cardiovascular side effects, 
and fatal allergic skin reactions. In India, 
numerous copycat versions of valde- 


| . coxib are sold. A recall would shave off 


Rs 90 crore from the domestic industry's 


— topline. Of the 50-odd marketers of 


valdecoxib in India, only Ranbaxy, with 
sales of a meagre Rs 7 crore from this 
drug, has announced a voluntary recall. 
Lupin, also a marginal player, is plan- 
ning the same. But at the time of going 
to press, the market leaders in this cate- 
gory — Glenmark, Nicholas Piramal 


' and Torrent — stayed put. 


Senior industry executives say there 
is no uniform policy that Indian compa- 
nies follow when drugs are withdrawn 
internationally. "It depends on how 
much is at stake — the stocks in the 
market, the sales from the product,” 


. saysone industry veteran. Companies 


might stop promoting their brands ac- 
tively to doctors, he says, but they hope 


| own steam. 





BEXTRA WITHDRAWAL 


that the stocks will continue EAC a 


Waiting... watching 


to sell for a while on their 
Only the government, * 
then, can enforce a pullout. 
Says Drugs Controller Gen- 
eral of India (DCGI) Ash- 
wini Kumar: ^A decision will 
definitely be taken, but I 
cannot say when. In case 
Indian industry has any 
data, it can be examined," 
Kumar says. (It is relevant to 
mention herethat the DCGI 
recently banned rofecoxib, a drug in the 
same class of painkillers, after innovator 
Merck voluntarily withdrew it from 
world markets.) Since an effective side 
effects reporting system in India is still a 
work in progress (See 'Safe Chemistry 
BW, 4 April 2005), it is unlikely that the 
DCGI will get any new data about valde- 
coxib’s effect on Indians soon. 
Valdecoxib, like rofecoxib, is less 
likely to cause gastric bleeding than 
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some older painkillers like diclofenac. 
This is a boon for arthritis patients since 
they have to take painkillers for a long 
duration, and, hence, are prone to gas- 
tric side effects. But doctors say there are 
enough alternatives. Significantly, a 
USFDA statement adds that Bextra 
lacks “demonstrated advantages com- 
pared with other pain and inflamma- 
tion drugs”. So what will Indiado? W 
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FTER IT services, it's Indian 
private equity's turn to take 
its place in the billion-dollar 
club. In a month from now, 





. Mumbai-based ICICI Venture will be- 


come the country's first homegrown 
private equity investor to touch the 
$1-billion mark in terms of total funds 
under management. Armed with the 
billion-dollar tag, I- Venture plans to go 
after big-ticket ($100 million-plus)deals. 





SANJIT KUNDU 











ICICI VENTURE FUNDS 


Knocking 
at the 
billion 

dollar club 


Foreign funds like Warburg Pincus, 
Temasek Holdings and General Atlantic 
Partners currently dominate the Indian 
private equity market. Warburg, the 
largest player at present, has $9 billion in 
funds under management globally. 
Among Indian players, Delhi-based 
ChrysCapital comes a distant second to 
I- Venture, with $450 million in its kitty. 


Between 1988 and 2003, I-Venture | 


raised $600 million across eight funds. 
In 2004, itlaunched the $240-million In- 
dia Advantage Fund. Its latest fund, In- 
dia Advantage III, which will invest ex- 
clusively in real estate, has already 
raised $200 million from domestic insti- 
tutions and NRI investors. The fund ex- 
pects to raise another $50 million within 
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a month. This will take I-Venturess total 
kitty to $1.09 billion. 

"We can now take on an anchor role 
in large deals. Being an Indian fund, 
which now has the requisite size to lead 
investments, rather than just be a co-in- 
vestor, we would benefit an Indian com- 
pany much more than a foreign in- 
vestor" says I-Venture managing 
director and CEO Renuka Ramnath. 
What's also significant about I-Venture's 
kitty is that a sizeable chunk has come 
from the domestic market. 

According to Ramnath, the first In- 
dia Advantage Fund set the pace for a 
pan-industry focus. "Instead of looking 
at two or three sectors, we decided to 
broaden the focus to Indian companies 
that want to move to the next level," she 
says. Typical deal targets would include 
Indian firms looking to acquire assets 
overseas, carve-outs by multinationals 
looking to restructure businesses, and 
management buyouts. The broader fo- 
cus has also led I- Venture to experiment 
with deal structures — it recently con- 
cluded a non-equity, R&D financing 
deal with Dr. Reddy's and has set up an 
equal joint venture with US realty devel- 
oper Tishman Speyer to address the do- 
mestic real estate opportunity. * 

SNIGDHA SENGUPTA 








MG ROVER BANKRUPTCY 


Will it hurt Indian allies? 


7 OLLOWING the breakdown of 
" F talks for a joint venture between 
UK's MG Rover and China's Shan- 
ghai Automotive (SAIC) on 8 April 2005, 
the British carmaker has gone under ad- 
/ ministration. Administration is a form 
.. of bankruptcy where accountants, in 
. this case PricewaterhouseCoopers, are 
brought in to try to save the business. 

Besides affecting around 6,000 MG 
Rover plant workers and 15,000-odd 
suppliers, the fiasco will have repercus- 
sions on Indian companies Tata Motors 
. andtractor maker Sonalika group. 

Tata Motors had signed a product 
agreement with MG Rover in Septem- 
. ber2003to sell its compact car Indica in 
Europe. The agreement was to supply 
100,000 cars, branded as the City Rover, 
to MG Rover over five years. But in a year 





and a half, it has managed to sell just 
10,000. A Tata Motors statement says: 
"Given the volumes ofthe domestic and 
the growing international business, the 
temporary disruption of exports to the 
UK is not expected to have any signifi- 
cant impact. In 2004-05, the City Rover 
accounted for about 0.5 per cent of Tata 
Motors' total volumes." 

The MG Rover tie-up was not the 
only export platform for Tata Mo- 
tors. Now Tata is pushing for 
exports through inde- 
pendent dealers. 
The City Rover deal 
was more about 
breaking into the 
European market 
with a global prod- 
uct than about 
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numbers sold, say officials. There will 
surely bean impact, but till company of- 
ficials decide to talk, it will be difficult to 
assess exactly what it will be. 

Sonalika group, on the other hand, 
thinks it may benefit from the MG 
Rovers plight. Says group chairman L.D. 
Mittal: "We had entered a technical tie- 
up with MG Rover in March 2004 to as- 
sist us in improving the SUV developed 
by us. Now, their engineers will have 
more time for us now." LI 

AARTI KOTHARI 
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HE household sector has in- 


Uu bee creasingly and more directly be- ^ 
come the 'shock absorber of last re- zd 


sort' in the financial system," says 
the latest edition of the Interna- 


ment looks at how households, 
which till recently were relatively in- 
sulated from financial risks, have 
now have to bear much of it. 

Think of the switch in many 
countries, from defined-contribution 
we to defined-benefit pension plans, 

. ** ^ from guaranteed-retum investment 
* products (like US-64) to products 






=< conditions, or even the move from 
æ" fixed-rate housing loans to variable- 
a rate housing loans. 
«^ The IMF’s analysis is mainly fo- 
æ% cused on developed countries, 
^5 where, for decades, the received 
4€ wisdom was that it was the govem- 
* ments job to provide a welfare state 
«4 — unemployment insurance, a defi- 
= nite pension on retirement, and a 


=< safe haven for investments by mid- 
æ dle-income and poor households, all. | 


p e supported by heavy taxation. _ 
i Now parts of the developed 


pad » world are moving towards a scenario | 


«— where the outlook, even for the mid- 
æ die-income group, is extremely un- 
2.5 certain. Even the Bush administra- 
./ «€^ tion in the US is trying to reform 
c, "= social security and move to a sys- 
4€ tem of private retirement accounts. 
«© |nindia, we seem to have by- 
, «^. passed that stage of the creation of 
ge a welfare state like those in the 
“© West. We are not talking about the 
4* «, Indian poor, or more than 90 per 
we cent of the Indian workforce that 
4 works in the unorganised sector and 
“~ æ never enjoyed any state support. 
, wie The organised sector, which pro- 
=æ" vided at least some amount of job 
2,-& Security, has shrunk in absolute 


i ` terms. It employed just 8 per cent of 


^ = the workforce. And even in this sec- 
wa tor, the Penang molor: of 





tional Monetary Fund’s (IMF) Global - 
Financial Stability Report. The docu-_ 


1 whose returns are linked to market - 


i "b, Avinash Celestine 





| - year. The 30 per cent jump (year-on- 
_ year) in non-food credit in March | 
2005 as compared with 18 per cent 
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new jobs that are being created are 
being done so on a contractual 


borrowing and investing agan. That 
from the Centre for Monitoring the 
the credit went to housing loans (55 | 
September 2004, only two sectors, 
. counted for almost all growth in 


| itis certainly not using bank loans to 
do so to the same extent as before. 


B N their survey of day traders for 


! barger found that those that 


- worse trading performance than 


contrary to folklore and what one 


. thatlast remark saying that deeper 
| research or a bigger sample could 














rather than permanent basis. 

AES 
J UCH has been made ofthe - 
big jump in bank lending this 








growth a year ago has led observers 
to finally proclaim that India Inc. is - 





may not be quite correct. 
Data available till October 2004 


Indian Economy shows that most of 
per cent increase year-on-year), 


wholesale trade (54 per cent) and 
real estate (34 per cent). In fact, till 






petroleum and infrastructure, ac- 






credit to medium and large industry. 
So, while industry may be investing, 






















the National Bureau of Economic 
Research, US, researchers Andrew - 
Lo, Dmitry Repin and Brett Steen- É 
E 


showed more intense reaction to H 
monetary gains and losses hada 


those who kepta cool head. Also, 
gets from books like Liar's Poker, 
is no specific personality trait com- 
mon to all traders. "This raises the 
possibility that different personality 
equally well as traders after proper 


instruction and practice," say the re- 
searchers. However, they qualify ; 


reveal iso seid traits. 8 A 


EERE cetacean sempre tienen inten NONU 
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. This allows high- speed downloads on 
. time. Says group CMD 
Service will be avail- - 


. India." Last week, Bhar- | 


|. lakhsubscribersby March 2006. ` 
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Bharti 3C -ready — 


D HARTI Televentures may invest 
. Rs 4,500 crore over the next 18 
months to launch: 3G services. 





mobile phones, enabling users to watch. 
video clips and even. |. | 
trade in stocks in real- 











Sunil Mittal: "We are 
ready with the 3G. 
network. I feel the - 


ableinl8monthsin | 
ti started mobile ser- ` 


vices in Assam and the 
North-east, becoming the 


first all-India mobile service firm. It has 


invested Rs 120 crore and expects 1.35 
B 





.Elcoteq R&D unit too 


^T^ HE euro 2.95-billion electronics 
 . manufacturing services (EMS) 


company Elcoteq Network Cor- 
poration is looking to-set up a global 
product research centre in India. 
Last week, Elcoteq said it would in- 
vest $100 million in a plant in Bangalore 


that would make 10 million mobile 


phones a year. This will be as big as the 
Finnish firm's biggest Chinese plant. 
Says chairman Antti Piippo: "This inau- 
guration is more than the launch of a 
manufacturing facility. It would revolu- 
tionise India's EMS sector." 

Of the Bangalore plant's output, 80 
per cent would be meant for India and 
the rest for Bangladesh, Pakistan, west - 
Asia and east Africa. Elcoteq did not offi- 
cially say who the Indian plant will pro- 
duce for, but reports are it is Philips. 

Indian plants are also being planned 
by Nokia in Chennai and LG in Pune, 
while Motorola is expected to set one up 
in Bangalore. Following in their foot- 
steps, component suppliers (like Tyco 
Corporation, Molex and Nypro), too, are 
coming to India. m 

| Stories by ANUP JAYARAM 
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S the saffron parivar ex- | 
ploded in a sordid public 
fight over the ageing lead- 
ership of the BJP on the 
other side of the political 
spectrum, the CPI(M) made the genera- 
tional change with minimum fuss this 
week. At a public rally in the Capital, 














Young blood is right 
for Indias Left 


CPI(M)'s new leadership to work towards 
creating a third political front in the country 


56-year-old Prakash Karat took over the 
reins of the party from the nonagenar- 
ian general secretary Harkishan Singh 
Surjeet and four new members entered 
the politburo. 

In one shot, the average age of the 
CPI(M)'s apex decision-making body 


fell by some 20 years to 63, marking the © 


long overdue formal transfer of power to 


a band of leaders who have been in- | 


creasingly involved in shaping the 
party's national political strategy. 

Karat's appointment is the culmina- 
tion of his meteoric rise in the CPI(M). 
His intellectual grasp of Marxist philos- 





ophy made him the natural successor 
to E.M.S. Namboodiripad as the party's 
main ideologue. A Malayali by birth, 
Karat grew up in Tamil Nadu, where he 
attended the Madras Christian College. 
He did an M.Sc. in political science 
from the University of Edinburgh. 

Butit was his sparkling career in stu- 
dent politics in Delhi’s Jawaharlal 
Nehru University, which became 
known as a Marxist bastion partly be- 


| cause of his efforts, that set him on his 


way to the top in the CPI(M). "For most 
Marxists of my generation, Prakash is 
the leader, even though we may have 








Jindal Poly 


SIZE DOES 


films. 





Our plant at Nasik has increased its capacity to produce 
BOPET film to 86,000 tpa and BOPP film to 45,000 tpa. 


With these expansions, our Nasik Plant is one of the 
world's largest production facility for BOPET and BOPP 


Further expansion in capacity is planned in 2006. 
We exported 55% of our BOPET film sales for the 


Films 





Our production lines from DORNIER, BRUCKNER, 
KAMPF and APPLIED FILMS use state-of-the-art German 
Technology and equipment. 

We have started recently an 8.2 meter wide, 5-layer BOPP 
film line with flame treatment facility for the first time in 
India. 
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our differences," says JNU professor 
Kamal Mitra Chenoy, who happens to 
be a CPI activist. He recalls that Karat 
was a star on campus, president of the 
students' union in 1973-74 and a per- 
suasive Marxist intellectual. 

Karats M.Phil. dissertation was 
published by Orient Longman as a 


book called Language and Nationality 


Politics in India in the early seventies, 
which, according to Chenoy, remains 
one of the most outstanding works 
written by a Marxist of his era. 

Interestingly, it was Karat who intro- 
duced Sitaram Yechury, the other well- 
known ‘young’ face of the CPI(M), to 
Marxism in JNU in 1973. Yechury fol- 
lowed in Karat's footsteps to become 
JNU students’ union president and 
scaled his way up the party ladder as 
quickly. While he may not match Karat's 
intellectual talents, Yechury's personnel 
skills have proved invaluable as a nego- 
tiator in today's coalition politics and as 
a spokesperson for an age dominated 
by television. 

It is significant that in the CPI(M)'s 








| 


relationship with the Congress, Yechury 
is the person who maintains regular 
contact with Sonia Gandhi, not Karat. 
Again, it is Yechury who deals with 
other allies like Samajwadi Party's Mu- 
layam Singh Yadav and RJD's Lalu 
Prasad Yadav. "But make no mistake," 
said a party source, "Karat has the final 
say." He scathingly dismissed public 
perceptions of Karat as a 'hardliner. 
"There is only one line in the CPI(M) — 
the party line," he emphasised. 

The remark captures the quintes- 
sential ethos of the CPI(M). There is no 
room for individual 
quirks in a party that 
firmly believes in the 
Marxist doctrine. 
Whether it is Karat, or 
his wife Brinda, who 
became the first 
woman to join the 
CPI(M) politburo, or 
Sitaram Yechury — all 
leaders are bound by 
the party code. 

The line was spelt 
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Brinda Karat: The first fe- 
male voice in the politburo 
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out clearly at a special congress in 


| Thiruvananthapuram in 2000. Every 


leader was expected to tread that line. 
The document articulates the party's 
stand on a gamut of issues, including 
foreign investments and privatisation 
of public sector units. 

The task before the new generation 
of leaders is not to create a new Left or 
rework the ideology. Their challenge is 
to expand the CPI(M)'s base beyond its 
traditional bastions of West Bengal, 


| Tripura and Kerala, into the Hindi 


heartland. Their mandate is to build the 
Left into a third pole in 
Indian politics so that 
the voters have a non- 
Congress, non-BJP op- 
tion. With its new look, 
and a younger and 
television-savvy polit- 
buro, the CPI(M) be- 
lieves it can capture the 
burgeoning student 
and youth voter 
population. D 

ARATI R. JERATH . 


RAJESH KUMAR/ The Telegraph 
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RURAL HEALTH MISSION 


Overdue 
measures 


HE National Rural Health Mis- 
sion (NRHM) has been 
launched with an estimated 
outlay in the range of Rs 6,700 
crore in 2005-06. According to its mis- 
sion statement, the share of healthcare 
. expenditure has to be raised from 0.9 
per cent of GDP to 2-3 per cent. The fo- 
cus is on providing healthcare in the 
rural areas and urban slums with special 
focus on 18 states: Arunachal Pradesh, 
Assam, Bihar, Chhattisgarh, Himachal 
. Pradesh, Jharkhand, Jammu & Kashmir, 
Manipur, Mizoram, Meghalaya, Mad- 
> hya Pradesh, Nagaland, Orissa, Ra- 
jasthan, Sikkim, Tripura, Uttranchal and 
Uttar Pradesh. 
The mission document has clearly 
defined goals and articulated strategies. 


. The latter includes use of panchayats to | 


own and manage health services; use of 


; female health activists at the household 


level; monitoring, assessment and regu- 
lation of expenditure. Public-private 
partnerships, NGOs and insurance with 











2005-2007: Operationalise district 
planning 


2005-2008: Provide mobile 
medical units at the district level 


minimum required coverage are some 
of the things planned. While the plan is 
grand, implementation will be difficult. 
But after years of neglecting healthcare, 
at least it’s a start. "m 

GINA S. KRISHNAN 


PHARMACEUTICALS 


A breakthrough for Cipla 


HE Bill Clinton Foundation 
will buy $10 million (Rs 44 





drugs for AIDS from Cipla. . 
The drugs will be provided to 10,000 
children in 18 countries. | 
Cipla chairman and managing di- 
rector Y.K. Hamied said the company . 
is "selling ARVs at a very reasonable 
price". The price of ARVs for children 
is 4-5 times that of ARVs for adults. 


Cipla is selling the drugs after negoti- | 


ating the price by 50 per cent. 

Two years ago, the Bill Clinton 
Foundation had negotiated with ma- - 
jor Indian generic drug makers a spe- 
cial price for ARVs, but hadn't bought 
the drugs itself. Says Hamied: “We 
will begin supplies by mid-2005. If 


crore) of anti-retroviral (ARV) | | 


this project is successful, it can trans- 

late into another order next year." 
The order brings some relief to 

Cipla, which has been under pres- 


. sure for a while now. In the last few- 


years pharma MNCs have run a me- 
dia campaign against reversed-engi- 
neered ARVs that were offered 
cheap by Cipla to African countries. 
Early last year, the World Health Or- 
ganisation, too, took Cipla’s ARVs off 
the prequalification list because of 
discrepancies in clinical data. So, the 


. Clinton Foundation order is sort of a 


coup for the company as it is its first 
large order from an international or- 
ganisation and should help it regain — 
some of its lost sheen. 3 
GINA S. KRISHNAN 
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Disney may produce 
Indian films' 


DOES success in the box office still mean 
as much as it used to? In the US, for ex- 
ample, revenues from the home video 
market are double those from the box of- 
fice. In Asia, too, that trend is catching on. 
These are some of the questions BW's 
Vanita Kohli-Khandekar put to Mark Zo- 
radi, who, as president of The $30-billion 
The Walt Disney Companys Buena Vista 


International and Buena Vista Home | 


Entertainment, is clued in on what mar- 


kets across the world are consuming, and | 


why. Excerpts: 


& On why he is in India 

We have identified India along with 
China and Russia as one ofthe most im- 
portant markets for us in the region. In 


fact, [Disney CEO] Michael Eisner and | 
| The reason why Bollywood is not main- 


[Disney's president and COO] Bob Iger 


will be here later this month. Here we | 


have a good partnership with Columbia 





television — gets diminished. 


Li On piracy in home video 

Piracy is the biggest external threat to 
our business; the best way to fight it is a 
simultaneous release [of films], espe- 
cially blockbusters, across the world. 


ux On the differences in consumption of 
films in Asian markets 

The biggest thing I see across Asian mar- 
kets is a multiplex boom. Japan, by far 
the largest market for us, is getting ‘re- 


| screened’. We are looking forward to that 
| happening in India. That will make it a 


| better market for Western films. 


m On why the buzz about Indian cinema 





Tristar and Sony Picture Entertainment | 
and we believe it has the potential for | 


more growth. We are also considering | 


co-production of local films. 


pa On the relevance of the box-office 
The theatre market continues to drive 
the overall revenue assets of the movie 


business. It is the basic locomotive. If | 
the box-office is not successful then the | 


value of everything — home video, the 





is not creating enough business avenues 


stream in Hollywood is the same as why 
Hollywood is not mainstream here. 
Each tend to make movies that cater 
best to the domestic market. 


w On the technologies that will 


| dominate film distribution 


There will be a model for distributing 
films at home. In Japan, we are testing 


| with NTT ways to download films into 


homes, and eventually onto portable de- 
vices. The future holds a model where 
consumers have a choice. 
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As emission norms are getting stricter, Bosch is busy painting the world green. Bosch has pioneered the Common Rail 
System the world over ensuring significant reduction of pollutant emissions. In India, Mico and Bosch are working together 
to ensure your car has access to the world's best technology. Bosch, the largest auto component supplier in the world 
and Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The power of We - giving 
you the best of both worlds. So when Mother Nature expresses its gratitude, you can feel it around you. 
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The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 








China’s 
average 
growth 
rate up 

to 2010 
will be 8.5 
per cent, 
and this 
pace will 
continue 
because 
of its 
political 
imperative 








FTER years of languishing, India | 


reappeared on the international 

radar in 2004. Ever since, there 

have been two common themes 

in the China-India seminars that 
have spanned the globe. Can China sustain a 
growth rate of 8 per cent or more up to 2010? 
And can India push its GDP growth rate up to 
the region of 7.5-8 per cent over the next 
decade? A thesis that often emerges in these 
deliberations is that India, with its democratic 
institutions, may present a more sustainable 
growth story than China. 

I am an unabashed Sinophile. Ifyou look at 
any economic or social indicator, you will im- 
mediately see how far ahead China is vis-à-vis 
India, and the sheer quantitative difficulties 
that we will confront in significantly narrowing 
the gaps. Here is one indicator. China's GDP in 
2004 was about $1.45 trillion at 1995 prices and 
exchange rates. India’s was around $600 billion. 
If India were to grow each year at 7 per cent, it 
would take us 13 years to catch up with China's 
GDP of 2004. And China isn't going to remain 
stagnant, waiting for India to catch up. 

Besides, eyes dont lie. A few visits to Shang- 
hai or Beijing suffice to understand the eco- 
nomic differences. I have often been told that 
Shanghai is not China. So how about compar- 
ing Shanghai with Mumbai? Or Dalian with In- 
dore? Or Chongqing with Ahmedabad? In most 
cases, the variable you examine doesn't matter: 
China is invariably way ahead. 

Let me touch upon the first question: can 


_ China sustain a growth rate of over 8 per cent 


up to 2010? The answer is yes. I would bet that 
the average growth rate over the next five years 
will be around 8.5 per cent, and maintaining 


| this pace will have much to do with the politics 


of Chinas growth imperative. 

Hu Jintao, Wen Jiabao and others of the Chi- 
nese Communist Party know well that the fu- 
ture of the party depends on the country’s abil- 
ity to create a vast number of jobs to absorb 
millions of young people who are leaving vil- 


ee a 
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lages and agriculture for a better world in the 
cities. Itis a stupendous task which has to be ex- 
ecuted successfully because the biggest danger 
to an authoritarian system is to have millions of 
unaffected urban, unemployed youth. 

The Chinese authorities realise that sus- 
tained economic growth is the only way to se- 
cure greater employment. China's growth im- 
perative, therefore, is even more political than it 
is economic. And it is being driven by phenom- 
enal public investment and FDI in infrastruc- 
ture. Here are two other examples: India's most 
ambitious infrastructure programme will result 
in four- and occasionally six-laning of around 
7,200 km of national highways by December 
2005. By 2004, China had over 25,000 km of six- 
laned, restricted access highways. Like India, 
China has power shortages. So, it embarked on 
Three Gorges, the world's largest hydroelectric 
project, on the Yangtze. The project will be com- 
pleted in 2009 at a cost of $25 billion, and will 
produce 10 per cent of Chinas electricity. 

There is also the Beijing Olympics in 2008 
and the Shanghai World Expo in 2010, which 
the Chinese consider as the coming-of- 
age ball. China will stop at nothing to leverage 
these two events to demonstrate the country's 
capabilities to the world. And as we approach 
these two landmark dates, I will bet that FDI 
flows into China will begin to exceed $70 billion 
per year. 

So, don't ever harbour the notion that Chi- 
nas growth will fall below 8.5 per cent over the 
next five years. Sure, it will be less than the 9.5- 
10 per cent that it achieved right up to 2004. But 
if a ‘slow down’ means reducing to 8.5 per cent, 
then we are clearly talking ofa very different an- 
imal altogether. The best we have done is 8.5 
per cent; the worst they can do is 8.5 per cent. 
That's some comparison, isn't it? 

Can we ratchet our growth to 7.5-8 per cent? 
Sure, if we think of growth as a political impera- 
tive, and if we can really kick-start infrastruc- 
ture. Itis up to you to assess whether we are suf- 
ficiently doing either. E 
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HE series of agree- 
ments and warm 
atmospherics gen- 
erated by Chinese 
Premier Wen Jia- 
baos four-day visit to India are ushering 
in a new era in India-China ties. And 
that will have a major impact on Asia 
and the world. 

Foremost among the raft of 11 mea- 
sures agreed to by Wen and Indian 
Prime Minister Manmohan Singh was a 
clear indication from the Chinese side 
that Beijing would support Indias inclu- 
sion into an expanded United Nations 
Security Council. Significantly, the an- 
nouncement came just a day after the 
two sides agreed to a new set of guiding 
principles on how to settle the bound- 
ary dispute that has bedevilled ties be- 
tween the two since 1958. Though the 
principles were nothing new — each 
country would hold onto the territory it 
already controlled — Wen's comment 
revealed how far China and India have 
travelled since 1998 when then defence 
minister George Fernandes had called 
China India's No. 1 enemy. 


€ 


Bihari Vajpayee did sooth ties between 
the Himalayan neighbours during his 


visit to Beijing in 2003, it fell to Singh to | 


sound a sweeter note, when he said: "In- 
dia and China can together reshape the 


world order." With this, he lifted India- | 


China cooperation beyond the realm of 


bilateral relations and brought it into 


the domain of global geo-politics. 


That world-changing theme was | 


faithfully maintained by Wen, too. 
Speaking at a joint CII-Ficci conference 
in New Delhi, the normally reserved 
premier cast aside a prepared speech to 
tell the gathering of Indian business 


leaders that increased understanding | 
and trade between China and India was | 
essential to "peace and prosperity inthe | 
world" and to the creation of a new | 


"Asian century". 
Moving seamlessly between macro 
strategic issues and micro commercial 


ones, Wen outlined why China and In- | 
dia need to cooperate on global multi- | 
lateral issues such as the WTO and Ky- | 
oto Protocol, and why commercial | 


technological advancement is the only 
way for both countries to solve their de- 


velopment problems. “We have to fight | 


tough battles with no fallbacks," he said, 


REUTERS 


The Chinese 


Though then prime minister, Atal | 





PM's visit put the 


in a multilateral 
perspective 


in a frank reference to the domestic | 
| challenges China faces as it continues to 
transform itself. "In the end, the winner | 
| from the present seven a week to 42. 


in any competition will be those coun- 
tries that have the most intellectual 


property rights." 


Economic Imperatives 


To put substance behind this soaring 
rhetoric, the Chinese side announced a 
series of agreements with Indian hi-tech 
companies, including a deal to train 100 
Chinese engineers at Infosys. Wan Jifei, 
chairman of the China Council for the 
Promotion of International Trade, who 
was travelling with Wen, said Chinese 


firms such as Huawei had entered into | 


agreements valued at about $1.16 bil- 

lion with their Indian counterparts. 
That, if it all came through, would 

dwarf the $230 million Indian compa- 
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| Wen with S. Ramadorai of TCS. Even as 
cooperation in IT was a positive note... 


| nies have invested in China. It would 
| also drive the need for both countries to 


bilateral relations 


| agreement, and Indias commerce min- 


draw up an investment protection 


ister Kamal Nath said one was already 
being planned. 
China and India also signed a com- 


| prehensive five-year plan aimed at im- 


proving ties in areas like finance, educa- 
tion, science, technology, tourism, and 
civil aviation. For example, the flights 
between the two countries will increase 


Such high multiples have been char- 


| acteristic of India-China trade for the 
| lastfew yearsas bilateral trade increased 


from $100 million in 1994 to reach $13.6 
billion last year. As a result of the cur- 
rent initiatives it "is expected to reach 
$30 billion by 2010", said Kamal Nath. 
Interestingly, Wen also talked about 
the need to involve rural communities 
and agriculture in the reform and re- 
structuring process underway in both 
China and India. Leveraging his domes- 
tic reputation as a champion of the 
downtrodden, Wen said there could be 
no real emancipation for China and In- 
dia if there was no emancipation of 


| farmers and agriculture. 


In this light, it is particularly signifi- 
cant that China and India have also 
agreed to commence a feasibility study 


on establishing a bilateral free trade | 


agreement (FTA). When implemented, 
it could have far-reaching implications 
for domestic farmers and the agricul- 
tural sector in both countries. 

The FTA would end up creating the 
world's largest market. And with China, 
India, Japan and South Korea also on 
track to sign similar FTAs with the Asso- 
ciation of South-East Asian Nations 
(ASEAN), Asia will emerge as the largest 
and richest common market in the 
world by 2015. 

That such promising economic ex- 
trapolations are the essential glue to 
what Wen called a "bridge of friendship 
linking our two countries" was driven 
home by the fact that it was hi-tech Ban- 
galore, and not New Delhi, that the Chi- 
nese premier chose as his first stop. 


Historical Baggage 





Ironically, it was while Wen was visiting | 


the Indian Institute of Science at Banga- 
lore, another icon of India's technical 


prowess, that one of the deepest historic | 


rifts between China and India reared its 


heads to underline how any détente be- | 


tween the two is still fraught with risks. 
Tenzin Tsundue, a Tibetan exile and 





general secretary of a group named | 


Friends of Tibet, evaded the premier's 
security detail to clamber atop the colo- 
nial-era tower of the institute and wave 
the Tibetan flag. The incident revealed 
how Tibet remains a potent human and 
political fissure, almost 50 years after 
Jawaharlal Nehru gave the Dalai Lama 
refuge when he was fleeing China's inva- 
sion of Tibet in the late- 1950s. 





...Old tensions like Tibet resurfaced, with protestors lining up 


‘ 


Though Wen tried hard to present 
China as a nation reforming not only its 


Bedi says the question facing India is 
its inability to carry any grand plan, re- 


economy but also its politics, many in | gardless of what form it takes, forward. 
India remain sceptical and memories of | 


India’s 1962 border war with China have 

not been totally erased from the collec- 

tive memory of either nation. 
Significantly, India chose the day 


just before Wen arrived here to an- | 


nounce that it would begin constructing 
its first indigenously designed and built 
aircraft carrier. Over the past two weeks 
New Delhi has been actively — and very 
publicly — considering a US offer to 
supply it with F-16 and F-18 fighter jets. 
In China, wariness of India's military 


intent, though waning is still significant. 


Great Power Games 


Both Wen and Singh have been frank in 
asserting that the increasing warmth in 
India-China ties is based on China's and 
Indias common interests in reshaping 
the global economic and security sys- 
tem to accommodate their growing 
power and needs. 

But there's also no doubt that both 


the US and Russia feature prominently | 


in Chinas and India’s view of each other, 
albeit in very different ways. 

"China has started taking India seri- 
ously in part because of India's growing 
military ties with the US," said Rahul 
Bedi, New Delhi correspondent for 
Janes Defense Weekly. "That's made the 
Chinese very nervous and now they're 
wooing India too." That — coupled with 
the growing economic and military 
closeness of both China and India with 
Russia — has given further credence to 
the idea that the three countries are 
working on creating a strategic triangle 
that could challenge the US. 


The idea is brushed | 


aside by many Indian 
and Chinese experts. 
“China and India re- 


uniquely stabilising 
role the US plays in the 
world to continue — at 
least for now,” says Jin 
Linbo, director of 
Asian-Pacific Studies at 
the China Institute of 
International Studies 
in Beijing, which is 
closely affiliated to the 
foreign ministry. 


BUSINESSWORLD 25 25 APRIL 2005 


alise they need the 








“India is essentially a nation of event 
managers, and the political system does 
not have the courage to execute large- 
scale ideas,” he said. “Indian individuals 
and military services are second to none 
in conceiving strategies, but the political 
system just cannot implement them.” 

For example, Bedi says, it was the 
original intention of the Indian Air Force 
to station Su-30 fighters in the An- 
daman-Nicobar islands. That would 
give India a strong position in the strate- 
gic Indian Ocean, through which 75 per 
cent of the world’s oil passes. But Bedi 
says the plan is languishing because 
“suddenly some secretary got flustered 
over how Indonesia would react. In that 
sense we are like a spastic trying to clap. 
The mind is there and wants to do it, but 
the hands just cannot connect. It may 
be acrude statement, but sadly it’s true”. 

Yet there is no doubt that “the global 
scene will soon be trilateral with the US, 
China and India’, said Subramanian 
Swamy of the Janata Party, who is a close 
China-watcher. 

For now, India can run with the Rus- 
sia-China rabbit and hunt with the US 
hound. But while ideally a multi-polar 
world should allow all major powers to 
reach equations with each other — the 
reality is that in George W. Bush's “with 
us or against us" world, India might 
have to make some difficult choices in 
the near future. That's why the fact that 
the Indian foreign minister will be flying 
to Washington D.C. just days after Wen 
leaves New Delhi has not escaped the 
notice of analysts. 

Swamy says that India has under- 
stood it will be this triumvirate that will 
determine the world' future is hearten- 
ing "because it means we are not Pak- 
istan-obsessed any more" Indeed, Pak- 
istan hardly figured during Wens visit. 

"India and China will soon be con- 
suming as much raw materials as the 
US, and this will change things for 
everyone," Swamy says. "By 2050 China 
and India may be as rich as the US. How 
the three learn to work together will de- 
termine human history." Š 

JEHANGIR S. POCHA 





The author is Businessworld's 
China correspondent 
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The East-Ea 


dialogue 


HE year was 1954. 
Shortly after Jawa- 
harlal Nehru 
turned to 





New 


Qv 


China, during which the Chinese leader- 


ship rolled out the red carpet for the In- | 


dian prime minister, Mao Zedong ex- 
pressed his wish to watch an Indian film. 
Ambassador R.K. Nehru, a cousin of the 
prime minister, sent word to Zhongnan- 
hai, the walled compound where Mao 
stayed, that he would be honoured if 
Mao accepted the ambassadors invita- 
tion for dinner at the embassy residence. 

Fifty-one years ago, Mao had the cu- 


rious title of Chairman of the People's | 


Republic, a post he later vacated in 
favour of Liu Shaoqi. In effect, that 


meant he was head of state. It is only | 


rarely that a president visits the resi- 
dence of an ambassador, and certainly 
not to see a film. But Mao readily ac- 
cepted R.K. Nehrus invitation. In South 
Block, officials hastily procured a copy 


of the film Jhanak Jhanak Payal Baaje | 


and sent it by a special courier so that it 


would be in place by the day Mao came | 
for dinner. That night, Mao spent four | 
| Americans) will be illuminated in new 


hours at the embassy residence. 


For those who knew the story of | 


Mao’s unconventional evening drive 
half a century ago, there was a sense of 
déjà vu last week when Beijing Review 
brought out an issue with Aishwarya Rai 


and Chinese actress Zhang Ziyi on its | 


cover. Because Beijing Review was 
founded by Zhou Enlai, because Jiang 
Zemin, who later became Chinas presi- 
dent, wrote the magazines original 


motto — "A window into China to foster | 


international friendship" — and be- 
cause such a cover story could not have 
been published without official sanc- 
tion, it gave a sense of what is now possi- 
ble between India and China. 

A day after Chinese prime minister 


re- | 


Delhi from a visit to | 








Forget the border. 
Films and flights 
will do more to 
improve India- 
China relations 


Wen Jiabao left New Delhi, as this writer 
sat through the colourful inauguration 
of the 19th Annual Washington D.C. In- 
ternational Film Festival, there were 
mixed feelings over how quickly the 
world's only superpower had caught on 
to what was happening between New 
Delhi and Beijing. It was almost as if the 
Americans had a premonition of what 
India and China were embarking on, 
underlined by Wen's visit. India and 


| China make up the joint theme of this 


year's Washington film festival and 
Tony Gittens, the festival director, spoke 
of how vital these two countries have 
become for the US. "Hopefully areas of 
culture previously unknown (to the 


ways,’ he said. 
Much will be written and said in the 
coming days about the agreements 


signed between India and China on | 


weighty issues such as their disputed 
border or bilateral trade. But the docu- 
ment that may have the strongest bear- 
ing on India-China bonhomie in the 


coming years may turn out to be one | 
| that gotvery little attention duringWens | 
visit: a protocol on India-China Film Co- 


operation Commission that was signed 
between officials of the two govern- 
ments. In a way, it is a recognition of the 
importance of the four hours that Mao 


_ spent at R.K. Nehrus residence. The 


proposed Commission will expose Indi- 
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ans and Chinese to each other's films 


and do everything possible to 
strengthen cooperation in the enter- 
tainment sector, especially films, by 
shooting in each other's territory, organ- 
ising film festivals, and so on. 

The mandarins of South Block may 
like to play it down, but films have been 
the most powerful instrument of Indian 
foreign policy since Independence. The 
Soviet people were drawn to India more 
because of Raj Kapoor, Nargis and Dev 
Anand than because of non-alignment 
or socialism. Even today, it is impossible 
for an Indian to walk the streets of 
Tashkent or Ashgabat without an Uzbek 
or a Turkmen — complete strangers — 
abruptly dropping the name of Raj 
Kapoor. Or to go round Cairo without 


having Egyptians follow you singing 
songs from Sangam or Aawara. Who- 
ever thought of bringing films into the 
bilateral agenda between China and In- 
dia has ensured that the two peoples 
will make a real effort at understanding 
each other — an effort that was missing 
during the years of the ill-fated " Hindi- 
Chini-bhai-bhai’. 

The other agreement that will have a 
bearing on how India and China struc- 
ture their people-to-people relations in 
the long run is a memorandum of un- 
derstanding on civil aviation that will 
liberalise air links between the two 
countries. China is one of the fastest 
growing destinations for Indian tourists. 
The number of visas being issued by the 
Chinese embassy in New Delhi attests 





to this growth. So does the unavailability 
of seats on flights to China. The MoU 
comes at a time when Indias airline in- 
dustry is on the threshold of spectacular 
growth. Chinese aviation has already 
become a force the world over. 

The border dispute, let us face it, is 
nowhere near a solution. The wordy, so- 
called Agreement between the Govern- 
ment of the Republic of India and the 
Government of the People's Republic of 
China on the Political Parameters and 
Guiding Principles for the Settlement of 
the India-China Boundary Question is 
merely the first step in a three-stage 
process. During Wens visit, the two gov- 
ernments agreed on what they will rule 
out and what is acceptable in approach- 
ing the complex border dispute. The 
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It took 17 years from this Rajiv Gandhi- 
Deng Xiao Ping handshake for the two 
nations to come close to solving the bor- 
der dispute 


next stage will be the creation of a 
framework based on the principles that 
have been agreed upon so that broad 
adjustments can be made preparatory 
to the third stage — which will be the ac- 
tual demarcation of the boundary. 
Those who think that the border dis- 
pute is about to be resolved must re- 
member that it took 17 years since the 
Rajiv Gandhi-Deng Xiao Ping hand- 
shake to actually get this far. During 
those 17 years, a joint working group on 
the border met 15 times, comple- 
mented by a series of other meetings 
such as that of an expert group. 

But there is no need to lose sleep 
over the long road that lies ahead in de- 
marcating an agreed border between 
India and China. The latest agreement 
on the boundary question is testimony 
to the commitment by both sides to 
maintain peace along their border even 
as a permanent solution is attempted. 

The real significance of the agree- 
ment is that it was fleshed out at four 
meetings after India agreed to a Chinese 
suggestion during Atal Bihari Vajpayee's 
visit to Beijing in 2003 that it was time to 
upgrade talks on the border from the 
level of officials to political appointees. 
Two of those meetings were conducted 
on the Indian side by Brajesh Mishra, 
the latter two byJ.N. Dixit. The UPA gov- 
ernment's national security adviser 
picked up the threads of negotiations 
with the Chinese precisely where his 
NDA predecessor left them off when the 
BJP and its allies lost the elections. For 
the Chinese, this is evidence that a na- 
tional consensus exists in India on solv- 
ing the border dispute. For vice foreign 
minister Dai Bingguo, this clarity of in- 
tent is more important than the actual 
solution — at least for now. 

One last word on the much-dis- 
cussed issue of bilateral trade. The im- 
pressive figures on increased trade tell 
only a part of the story. If this increase in 
trade is kept up, it will not be long before 
China becomes Indias biggest trading 
partner, overtaking the US. | 

K. P. NAYAR 


Theauthor is diplomatic editor, 
The Telegraph 


PROMOTIONS 


FMS HIGHLIGHTS THE IMPORTANCE OF SERVICES IN SERVESKRITI 


(FMS), organized Serveskriti, a seminar on the importance of 

Services in the Indian context on the 26th and 27th of February, 
2005 in its own new auditorium at South Campus. The seminar, the 
first of its kind, totally dedicated to the services sector, is proposed 
to be held regularly by the students and faculty of MBA Management 
of Services, FMS, South Campus. MBA (MS) is the first of its kind full 
time MBA programme in India by FMS, geared towards creating pro- 
fessionals and business leaders in the booming services sector. 
Services sector has emerged as the major contributor to India's eco- 
nomic prosperity. Today, as India paces towards becoming a global 
service powerhouse, it is imperative to critically evaluate its busi- 
ness drivers and this is what Serveskriti proposes to do. Serveskriti 
is a concurrence of the global service sector with the Indian culture 
- the culture of service. In the first edition of the annual seminar, the 
topic for discussion was 'India Repositioned: At your Service". 
In the inaugural session of Serveskriti 2005, Prof, 
V.K. Bhalla, the Dean of FMS, gave the keynote ad- 
dress highlighting the emerging service revolu- 
tion in India, its magnitude and variety of service 
products. The convener of the seminar, Prof J K 
Mitra, highlighted important issues before five 
chosen sectors that were proposed to be discussed 
through five sessions of the seminar. 
The first session was on “Money Matters: Transfor- 
mation of Financial Services”. Chaired by Prof. 
Bhalla, the panelists of the session included Mr. 
Rajeev Malhotra, Innovative Solutions; Mr. Julius 
Samson, UTI Bank; Mr. Deep Singh, Bank of Punjab; 
Mr. Ravindra Kumar, LIC of India; Mr. Sudeb 
Sarbadhikary, ABN Amro; Mr. Sanjay Aggarwal, 
Escorts Finance Ltd.; and Prof. C.D.Bhattacharya of 
FMS. The speakers highlighted that the supply 
driven financial sector is now driven by consumer 
needs and preferences. They also debated as to how 
integration of IT with the financial services has 
provided scope for consumer orientation of the financial sector and 
diversified financial products. 
The second session was on "The Service Wave: Powered by Informa- 
tion Technology". Chaired by Prof. A.S.Narag of FMS; the panelists 
included Mr. Pankaj Mohindroo, ICA; Mr. J. Kalyana Raman, HCL 
Comnet; Ms. Padmaja Krishnan, Xansa; Mr. Sunil Nagpal, Neogyn 
Software; Mr. Thomas Abraham, Interact Commerce; Mr. Arun Taneja, 
CDAC; and Dr. M.L.Singla of FMS. In this session, the panelists dis- 
cussed the trends that have emerged in the Information Technology 
and BPO services sectors and how service providers are shifting to 
knowledge based services. IT has empowered the service providers 
in monitoring and analyzing the quality of delivery of their services. 
The speakers also focused on Digital divide and Mobile divide that 
has created a new class of Haves and Have-nots. 
Thethird session revolved around the theme "Media & Entertainment 
- For Information and Pleasure". Chaired by Prof. M.M.Anand, panel- 
ists included Mr. Dlilip Cherian, Perfect Relations; Mr. Ravi Kiran, 
Starcom Worldwide; and Mr. Rahul Kansal, Times of India. The 


| N its Golden Jubilee Year, the Faculty of Management Studies 


panelists highlighted the emerging convergence between the Media 
& Entertainment where India is experiencing a transformation from 
a traditional role of information and knowledge provider for social 
change to provider of pure entertainment to customers. Media is be- 
coming more consumer and market oriented and is fast becoming 
part of daily adventures. The panelists also highlighted the emergence 
of several new media as a byproduct of change in Information Tech- 
nology. There is a need for a broader definition of media. 

The fourth session dealt with “Healthcare: Opportunities Galore". 
Chaired by Prof. KMamkoottam of FMS; the panelists were Prof. James 
W. Bjorkman, ISS, The Hague; Netherlands, Mr. Arun Dutta of Escorts 
Heart Institute and Research, Mr. Daljeet Singh of Fortis Healthcare; 
Mr. Deepak Mendiratta of Max Healthcare and Dr. A. Venkatraman of 
FMS. Panelists discussed the emerging professionalism and 
corporatisation of the healthcare sector. They debated on the role of 
health insurance in financing healthcare so as to provide cost effec- 





tive quality healthcare accessible to common man. 

The fifth and final technical session was based on the theme 
“Retailing: What's in store?" Chaired by Prof. O.P.Chopra of FMS; the 
panelists were: Mr. Rakshit Hargave of Domino’s; Mr. Giridharan of 
Java Green; Dr. D.K.Batra of NIFT; Mr. Sunder Hemrajani, former ED, 
Sales of Pepsi and Dr. Harsh Verma of FMS. Retail is the single largest 
source of livelihood after agriculture providing employment to 15% 
of the population. From discount stores to hypermarkets, from food 
to pharmaceuticals, Indian players continue to try out different 
formats and product lines. Organized retail is set for explosive 
growth and would probably be one of the best 5 business sectors in 
this decade. 

The valedictory session was chaired by Prof. Abad Ahmad and the 
address was delivered by Prof. C.P. Thakur. While Dr. V. K. Seth pre- 
sented the summary of proceedings, Dr. J.K. Sharma proposed vote of 
thanks. The 2-day seminar from FMS, South campus, developed by the 
students under the guidance of faculty of FMS was widely appreciated 
by participants and listeners alike. 








Branch Campus 
MAHE, Manipal 





the new w world beckons! - | 4. m 
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| N 12 April, Hero Honda 
announced its annual 
results. In a year when | 
| its volumes grew 27 per 
cent, the operating 
margins had fallen 2 per cent. 
Its net margin of 11 per cent is 
also the lowest in three years. In 
much the same vein, 
Praveen — Kadle, . 
executive direc- 
tor, Tata Motors, 
expects margins to 
be squeezed in the 
near future. E. 
Over the comin 
months, expect more con 
panies to complain about 
shrinking margins. Analysts 
are already churning out num- 
bers predicting a fall in corporate 
profitability. One report from DSP Mer- 
rill Lynch predicts that the growth in 
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Name of company ^ Operating profits (EBIDT) as % of total revenue 
2004-05 ^ 2003-04 2002-03 ^ 2001-02 
















earnings per share (EPS) of the 30 Sen- 2 o 15.55 
sex stocks will slow down to 19 per cent ~ 1157 — 
for the fourth quarter of 2004-05, com- 20.58 
pared to 25 per cent for the full year. n v x 3 
A JM Morgan Stanley report con- _ Saree 
curs: corporate earnings — both reve- "m kd m 
nue and margin growth — willbe under | | 5 (pu pda 
pressure during the current year. Oper- Guj. Ambuja Cem. 34.58 
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ating margins will continue to fall next - 
2.66 


year too, it says. Further, a study by CRIS 
INFAC, a research arm of credit rating 
agency Crisil, concludes that overall 
growth in industry revenues and earn- | 
ings is expected to slow down in 2005- 
06. In other words, there are more | 
fundamental problems with the per- 
formance of Indian companies in addi- | 
tion to the global drop in money supply. | 
So, how serious is the problem? | 
Quite serious. After all, analysts | 
always point out that earnings of Indian 
companies peak during the third quar- | 
ter of the financial year. Coming in the 
wake of the monsoon months during | 
the second quarter, this period is also | 
afestive season when consumer buying 
peaks. Building and infrastructure | 
activities increase dramatically. There- | 
fore, to find out if Indian companies are | 





Hero Honda Motor 








Hindalco Inds 






Reliance Industries 


TaN Motors 


lyt i i i di | E^ : m STERUC X ims EG eee 
really under Margin pressure, BWdid an | Tata Power ow 82s | 
analysis of the third quarter perfor- | Ee 
mance of the representative 30 Sensex | Wipro 26.59 


stocks (See ‘Q3 Operating Profits | Zee Telefilms = 73482 . 
Between 2001-04’) over the last four | Figures for Bharti Tele- Ventures and Maruti eee are not available Source: Capitaline Plus 
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years. The trend is evident. Indian com- 


panies, especially those involved in 


manufacturing, are indeed headed fora | 


margin squeeze. 
Over 50 per cent of the 30 Sensex 


stocks reported a drop in earnings be- 
fore interest, depreciation and tax. 


(EBIDTA) margin or operating margin. 
Most of these companies rely on major 
commodities like steel and oil as raw 


materials. Says Kadle: “My immediate 


concern is the inflationary pressures on 


input costs. Unless wefind a wayto con- | 
trol costs, it will be tough to maintain 


our margins at current levels." All the 
auto companies and petrochemical 
companies have been affected. — 

Companies like Tata Steel and Bha- 
rat Heavy Electricals continued to show. 
margin growth. But, this: year, operating | 
margins have grown at a slower rate, 
compared with the same period 
last year. The only companies that 
clearly bucked the trend have been 
cement companies like ACC, Gujarat 
Ambuja and Grasim, which had a 
clear increase in operating margins in 
the same period. 

Of the 16 companies which reported - 
a fall in operating margins, six saw an 


increase in margins post interest. They | 


have also reported growth in net profit | 
margins. For instance, while Tata 
Motors' operating margin fell 7.4 per 
cent in the third quarter, its net margin 
rose 16.8 per cent in the same period. 
Reliance's net margin grew 7 per cent 
even as its operating margins dipped 8.7 
per cent. What does that indicate? 


| 
| 
| 
| 
| 
| 
| 
| 





. Clearly, the fall in operating margins 


for manufacturing companies means 
operating costs are increasing. In the 
last few years, Indian companies have 
_ restructured their operations, brought 
in enterprise resource planning (ERP) 


systems, and reduced manpower to 


drastically reduce direct costs. After Tata 
Motors made its big loss in 2001, it re- 
. duced operating costs from 83.7 per 
cent of sales to 74.5 per cent in 2004. All 
this happened even as volumes grew 
rapidly. Tata Motors doubled its topline | 
in just two years, making a pile of cash 


by improving working efficiency. 


Analysts now say that in future, the | 
company cannot extract such substan- 


tial efficiencies by just tweaking opera- 


tors’ employee costs also rose for the 


first time in three years as it hired more 


people while expanding operations. 
For Larsen & Toubro, which mostly does 
turnkey fixed price contracts, raw mate- 
rial costs increased 10 per cent of sales 


to 44.4 per cent, again mainly on ac- | 


count of metal prices. 

Metal and energy prices have been 
increasing rapidly over the last two years 
but many companies have not been 
able to pass on the increase to the cus- 
tomer. In fact, companies like Hero 
Honda discounted their products last 
year due to competitive pressures. For 
the same reason, the aggregate operat- 
ing margins of 10 auto ancillary compa- 
nies in the same period last year fell to 
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18.] percent from 19.4 percent, accord- 
ing to Industry Monitor (in February), a 
monthly report by INGRES, a division of 
credit rating agency ICRA. 

Shiv Puri, a fund manager with US- 
based Voyager Investment, says: "Many 
Indian companies are at an inflection 
point. The days of heady margin growth ..- 
is over. Now, they have to realistically - 


build their businesses.” Kadle goes as far - 
as to say that even volume growth will ` 


not continue to be as high as ithas been - 


in the last two years. “A 10-15 per cent - 


growth will be more realistic in the long ` 


_ Tun,” he says. Put simply, corporates will 


tions. Last year, costs of raw material | 
| increased marginally after declining for 
| three years in a row. Similarly, Tata Mo- 


_now have to contend with falling mar- —.- 


gins on the one hand and volumes ta- _ 2 


 pering: down on the other. 


So far, most companies have been 
cutting. costs and driving efficiency, with 


most of them not making. big capital BE 


expenditure. In the process, as volumes 
shot up dramatically in the last two 


years, several companies began nearing ` 
. full capacity utilisation. The incremen- 
- tal cash flows from additional sales and 
_ increased. margins just went into their 
balance sheets. Both Hindalco and Tata 
Steel have over Rs 10,000 crore in their 
- books, which is now being invested in 
short-term financial investments. Right 
|. now, the sales-to-asset ratio of the Sen- 
sex companies is at an all-time high, in- 
dicating that it will be tough to sweat the 
- existing. assets further. Says Voyager's 
Puri: “Alot of incremental growth is go- 
_ ingto come from the topline.” 


What does that mean? Again, in the 
last few years, companies increased the 
return on equity (ROE) by retur ning 
more profits by shoring up the operat- - 
ing margin. Now, as companies expand .: 
capacities, the topline will increase and... 
so will the quantum of profits. Hindalco, ` 
Tata Steel and Tata Motors are planning — 
to make capital investment out of their E 
own cash reserves without expanding - 
the equity base. So companies will make — 
more profits on the same equity, leading 
to increased ROE. Says an analyst: “In | 
this round of growth, the quality of ROE 
increase will be better — it will come 
from a bigger, efficient organisation.” 

Says another fund manager: “This 
margin blip is a temporary one. Indian 
companies will grow in size while 
the marketplace would still remain 
very competitive.. Jt will bea lesson 
well learnt." ; |). 8 





story 


OU’D think a government that is dedicated to the 
aam aadmi would be concerned about the fate of 
an ambitious plan to overhaul the country's 
biggest social security scheme. Youd think the an- 
gry comrades who waive their fists against the real 
and imagined enemies of the Indian proletariat 
would ask why the life savings of the working class 
is being held hostage by petty politics. You'd think the brother- 
hood of saffron would vent its anger against the blatant sabo- 
tage of the country's provident fund system, rather than in- 
dulging in theatrical protests against value-added tax. 
Alas, it's not so. A four-year-old attempt to reform the Em- 
ployees' Provident Fund Organisation (EPFO) — a 
creaking bureaucracy with 27 million members 
and Rs 128,000 crore of workers funds — is be- 
"Wi RA ing scuttled. At stake is the ability of large 
ENT TU ^ swathes of India's working class to live with 
^ 





dignity in their years of retirement. And 
not manyin high places seem concerned. 
In his address to the nation on 24 
June 2004, Prime Minister Manmohan 
is Singh said: “The reform of administra- 
INDIA tion and of public institutions to improve 
HRA efficiency and the quality of delivery of ser- 
vices will be our immediate priority.” He was 

echoing one of the key promises of the common 

minimum programme of the ruling coalition. One of the 
first places to do so would have been the EPFO, especially be- 
cause the blueprint for change was already in place. Unfortu- 
nately, Manmohan Singh's government hasn't done so. In- 
stead, its moves have stymied reform. On 26 August 2004, it 
replaced Ajai Singh, the man driving the reform of the provi- 
dent fund system, with the very men who had opposed his re- 
forms. The current labour minister, K. Chandrasekhar Rao, 
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Former central provident fund 
commissioner; now income tax 
commissioner 


Spearheaded the EPFO's 


| Secretary, department of 
| 
| 
reform project from 1999 | 
| 
| 


electronics, ministry of IT; head, 
empowered committee to 
assess the project's IT needs 


Oversaw IT and 
procurement decisions. 
As CVC, Vittal had 
requested the PMO to 
implement the EPFO's 
reform project in its 
entirety, as it provided a 
preventive model for 


y gieeuntering corruption 
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to August 2004. Was 






shunted out after the 








| 
| 
| 
| 
| 
| 
UPA government took 
charge, when he said | 
| 
| 
| 
| 









that labour ministry was | 
neglecting the reforms 
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doesn't seem interested in reforms either. 

Businessworld is in possession of documents (including 
board meeting agendas and correspondences between the 
EPFO, the labour ministry and the finance ministry) that tell a 
sordid story of bungling and scheming. Read on. 


The Mission 


After taking charge as central provident fund commissioner 
(CPFC) on 29 October 1999, Ajai Singh set up a committee to 
study the old system and figure out how to change it. The goals 


for the change mission was clear: to clean up the record keep- | 


ing of the EPFO, to improve the levels of service, to make sure 
that all the money coming in was properly accounted for, to 


make frauds more difficult to perpetuate, and to bring overall | 


transparency into the EPFO operations. 

The use of computers and networking to ease the flow of 
information and data was central to the plan. But the reform 
went much further. It envisaged an overhaul of outdated 


processes of record keeping, funds management, grievances, | 


payment of claims, audit, etc. The roadmap was approved in 
March 2000 by the NDA labour minister of that time, Satya- 
narayan Jatia. Siemens Information Systems Limited (SISL) 
was brought in as a consultant to help reinvent the EPFO. 
Jatia and the next labour minister, Sharad Yadav, were not 
averse to the project. Then Sahib Singh Varma took over in July 
2002. Though his main point was to push for a National Social 
Security Card to be issued with unique identification numbers 
of members, he appreciated the effort to reform the EPFO. 
The unions and most officers saw the need to change. 
They supported the project. In fact, many suggestions actually 
came from the lower levels of the provident fund pyramid. 
The reform process was supposed to tackle some particu- 
larly serious problems. One, the lax fund-flow management. 
Funds lay idle with EPFO's banker, State Bank of India, be- 
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Those who are scuttling it 





ANIRUDH RAI 


Acting central provident fund 
commissioner 


His camp is alleging that 
the project is not 
financially viable. That 
would mean that Rai, as 


the former financial 
advisor, didn’t conduct 
due diligence on the 
project costs 

















PROVIDENT FUND 


Your provident fund 
is in a mess. The plan 
that could have 
cleaned it up may 
now end up in 
arbitration, rather 


than implementation. 
By Vikas Dhoot 


tween the date of remittance by an employer and the date of 
credit into the EPF's account. The interest lost this way adds 
up to about Rs 100 crore every year. The new system would 
help EPFO save those crores. 

A double-entry accounting system was to be instituted so 
that ledger accounts could be maintained in real time and con- 
stant reconciliation could be possible. The EPFO’s coverage of 
the Indian workforce was also to be augmented. The new sys- 
tem would allow audit trails to be established — currently ac- 
countability for discrepancies cannot be fixed on individuals. 
The cumbersome compliance process for employers, which 
often made them avoid the PF net, was to be simplified so that 
employers pay up voluntarily. 

The new system would also assign a unique number to 
each member so that he/she could use the same account 
while changing jobs. Anywhere-anytime access to accounts 
would be possible. Today, the EPF follows 49 checks to clear a 
claim; the new system suggested only four checks, which 





S.K. KHANNA 


Additional CPFC (compliance); 
director, ‘Reinventing EPF’ 
project 

Was the first project 
director. He was moved 
out by Commissioner Ajai 
Singh, who discovered 
Khanna was acting 
against the project. Now 
back in charge and 
mooting a less 
comprehensive 
alternative 


Illustrations: ANTHONY LAWRENCE 
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i1 would help settle claims in 2:3 days. l 
j A joint team of SISL and EPFO officials started working on 


m the project in July 2001. The deadline for implementation of 
r4 the project at six pilot sites was set 27 months away; and at 20 


more offices another six months later. But when the work 
started, the team was in for a shock. The mess was worse than 
anticipated. Though 80 per cent of EPFO's job involves ac- 
counting, reconciliation of accounts hadn't been done for 
more than two decades. Several basic accounting functions 
had been abandoned (see ‘Unaccountable’). Compliance, too, 
was pathetic — 59 per cent of employers hadn't paid workers’ 
PF contributions from Day One. Such deviations, which had 
crept in over time, were noticed only at this stage. Neither 
EPFO nor SISL had anticipated the complexity of the problem 
and the volume of work involved. | | 
The initial time-frame suddenly seemed too ambitious. 
The project slipped on its first two milestones — the submis- 


sion ofan Asis’ study and the business process re-engineering | 


(BPR) report, by a few months. Then, approvals from the EPFO 
(through the board and various committees) to each report 
were expected to take 4-8 weeks; they took months instead. By 
| March 2004, the project was 21 months behind schedule. 

| — On31 May 2002, PD. Shenoy took over as labour secretary. 
! Hethought the BPR process was too expensive. Says a board 
member: “Initially, when Vinod Vaish was the labour secretary, 
| things were moving well enough. When Shenoy took over and 
: got the BPR report, everyone was okay with it. But he said he 
< would check for alternatives. ‘Let us look for low-cost, no-cost 
| solutions’ was his favourite saying. His inaction alone delayed 
the approval by six months. Some of us were very irked with 
him." Shenoy's concerns led to a cost-benefit analysis of the 
estimated Rs 174 crore to be spent on the project. This meant 

another 3-month delay. 

: Now, red tape is a given in a government department's re- 
| form project. In a large organisation like the EPFO, which has - 
| 20,000 employees, dissent and resistance to change would 
| also exist. But the delays were because of more serious con- 
| flicts that had their seeds sown much before. 

. In December 2001, Singh had scrapped the organisations 


| inspector raj that had prevailed for five decades. The existing 


| system of enforcement allowed huge payouts to senior offi- 
| cers and inspectors who reported to them. The scrapping of 
| the old system hurt dozens of corrupt senior officers. More- 
| over once implemented, the new system would create such 
| transparency that no one could hold up any matter for long. In 
| fact, the chief vigilance commissioner (CVC) had requested 
| the Prime Minister's Office (PMO) to ensure complete imple- 
| mentation because it would have served as a model for pre- 
| venting corruption. But this single decision of Singh, which 
B antagonised a number of senior officials within the EPFO, is 
B possibly responsible for the current state of the project. 
Taking Stock 

| The first project director of ‘Reinventing EPF India’ was S.K. 
| Khanna, a regional commissioner. This is what an EPFO in- 
E sider had to say about Khanna’ style of functioning: "Instead 
| ofworking with the consultants, he acted like a supervisor and 
| let them make mistakes so that they could be pointed out 
| later. This wasted considerable time." By the time Khanna was 
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The Pension Scheme has a bizarre design, where 
both contributions and benefits are fixed. The . 
scheme has an unfunded liability of Rs 19,961 
crore (as of 2001-02). But even this number is 
unreliable — the EPFO can provide only 3096 of 
the required data to the actuaries who study the 

| scheme annually, and that data is inaccurate. 


hii S 
"Fon a large number of member accounts, no 
contributions have been credited, though their 
employers. had paid up. 


| May accounts have negative (debit) balances. 
| This means claims were settled by the EPFO for 
9 „accounts with no contributions! 


eet canes amA AA A ai Aa AAE A ments P AAAG AnS el t a MRE EEA E a a anasema amean wann eas anas anatema ET aaa SNA SaNa AA AA aSa aaa, 


"The EPF's 2004 balance sheet shows ecuiasa 
deposits of Rs 900 crore. But an internal audit 
found 1.98 crore inoperative accounts with bal- 
ances of Rs 9,664 crore. This money has virtually 
been confiscated by the EPFO, which also spent 
Rs 198 crore in 2004 to maintain these 

__ accounts, and that is coming from your money. 


“Tne curent computers in EPF offices are not 
secure. The data on the computers can be 
| changed from Rs 5,000 to 5 lakh or Rs 60,000 
| to Rs 6,000. EPFO itself doesn't trust that data. 
When it comes to settlement of your claims, the 
manual records are checked! 





moved out of the project in early 2003, after 18 months at the 
helm, it was apparent that he was unable to drive the project. 

The BPR report was ultimately approved in December 
2002. A redesign of the accounting system to the double-entry 
method was done. The two phases after that involved the de- 
velopment of the application software to support the new 
processes and the pilot implementation. (They are yet to be 
completed.) The next three reports submitted by SISL in late 
2002 and early 2003 were approved by the EPFO only by March 
2004. Other things also needed to fall in place, but hadn't. _ 

The EPFO’s administrative and technological revamp was 
only a piece in the larger puzzle. Massive legislative reforms 
that were also needed were drafted. XLRI Jamshedpur was 
given the mandate to take a fresh look at the jobs and roles of 
EPFO staff. IIM Ahmedabad helped identify and train 100 offi- 
cers who could act as change agents across the country to ease 
in the new processes. A high-level advisory committee was set 
up to make the schemes more relevant in a changing ¢ environ- 
ment. All these pieces had to. come together, 

By January 2004, complaints against the project had 
started pouring in. About half a dozen anonymous com- 
plaints were sent to senior ministers and bureaucrats alleging 
a wastage of Rs 500 crore-700 crore on the project and opaque 
procurement procedures. Personal corruption charges were 
also suddenly levied against Singh and his top officers. 


BUSINESSWORLD 3 4 25 APRIL 2005 


kg 









Unaccountable 


FOUR-FIFTHS OF1 THE EPFO'S WORK IS 
ACCOUNTING. AND THAT'S WHERE THE ROT IS 


EPFO is the only social security 
most Indians have, but there is 
little security in its functioning. 
The EPFO runs three schemes: 
the Employees' Provident Fund, the Employees Pen- 
sion Scheme (EPS 1995) and the Employees' Deposit 
Linked Insurance (EDLI) scheme. Each of the 
schemes has serious problems. 

The EPFO continues to use a single-entry accoun- 
ting system. This system, as any accounting student 
Will tell you, hides more than it reveals. Reconciliation 
of your account or a grand reconciliation of EPFO's 
finances is not possible — in the absence of which 
the financial health of the country's second largest 
non-banking financial institution will always be in 
doubt. And so will the health of your account. 


ana IE AEA 





The actual expenses on the project so far had been only | 
Rs 18 crore! But the frequency of these complaints created a | 
fear in the minds of officers on the project. It led to a tendency 
among functionaries, including ‘internal finance, to avoid de- | 
cision making and adopt ‘safe’ positions. Meanwhile, SISL was 
to start developing applications and implementing a pension 
module as early as October 2004. But in May 2004 the govern- 
ment changed. And things tooka nasty turn. 


The Storm l 
With the new minister, Sis Ram Ola, still settling in, Ajai Singh | 
was under fire. Barely a month after the new government had | 
taken office, Shenoy formed a committee to re-examine the | 
project, The problem was that two of the three members on 
the committee were EPFO officers — S.K. Khanna, and chief | 
accounts officer and financial advisor, Anirudh Rai. 
Rai, Singh's IRS cadremate, was involved in clearing any | 

| 

| 


project proposal with financial implications before it reached 
the board. When EPFO was buying the software platform from | 
Oracle, Rai asked the company for a bank guarantee that the 
software developed on their platform will work. This demand 
had supposedly infuriated Singh, who shot off some angry let- 
ters to Rai. That put Rai in the dissenters' camp. 

Khanna, on his part, was not only miffed about being 
moved out from the project earlier. When the project began in 





Instead of a social security net, EPFO serves 
as a tax haven for the rich. 8596 of members 
retire with only a Rs 3,133 balance and only 
3.6% have over a lakh rupees. A tax on 
withdrawals from EPF within 5 years of 
membership. has never been implemented! - 


Critical checks in procedures have been 
abandoned. A number of offices are not 
maintaining the demand, collection and 
balance register. The interest rate suspense 
account has become a black hole. 


The : system breeds corruption. Individual - 
members are at the mercy of a single clerk. If 
one assumes a Rs 100-200 bribe paid by 
each member to a clerk for a claim, EPF 
clerks’ illicit gains for 2003-04 could be 
aee from Rs 48 crore-96 crore! 





Many instances of siphoning of money from 


inoperative accounts have come out recently. .- 


Liabilities on the EPF account are overstated. 
In 2003-04, the difference between members' 
balances and the EPF's corpus was estimated 
to be a whopping Rs 10,078 crore! So the 
Rs 907 crore shortfall to be funded for the 
9.596 rate promised recently is based ona 
misleading figure! 





2001, he was allegedly involved in a couple of large frauds in 
West Bengal and was later charge-sheeted. Based on a com- 
plaint from the PMO, Singh was required to ask Khanna for his 
version through a memo. The CVC and the CBI initiated inves- 
tigations in the case and the labour ministry appointed finan- 
cial investigators R.N. Kaul & Associates for a detailed look. 


Pointing out the lack of independent observers on the X 


committee, Singh wrote to Shenoy: "The project will get de- 
railed beyond salvation if a fair, objective and independent 


| oversight is not kept by the ministry.” Shenoy re-constituted 


the committee. Though what became of that committees _ 
workis still not known, the ministry fired the next salvo soon. . 
On 8 July 2004, it ordered the EPFO to stop issuing anymore _ 
social security cards. There was a plan to give the work, which _ 
had been outsourced to UTI Investor Services, to different — 


, vendors in each state. However, when board members faced 


Ola about the unilateral decision that went against their de- 


| cisions, Shenoy and Ola agreed to drop the order. 


It was for the board meeting around this time that Ajai 
Singh prepared an item on the project's status and the need for 
an implementation committee to expedite the project. The 
item also cleared some air over the aspersions cast on the pro- 
ject. But Shenoy put only the interest rate issue on the agenda. 

Other things that had to fall in place were also not coming 
through — the legal amendments Bill now needed to go to the 
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Shots in The Dark 





seas (a AT ATION, 


The fingerprint biometrics for 
identification of members was dropped. _ 
No alternatives were considered... This 
issue has greatly damaged the 
| credibility o of nee entire project: 











The total cost toft the amaca in most 
- conservative manner is estimated to be 
Rs 700 crore. 


Regarding the procurement of le land in 
Dwarka, New Delhi: ‘The seismic zone 
map shows New Delhi as a high risk 
area prone to earthquakes.’ 


| SOME ione ON THE AGENDA FOR THE EPFO BOARD MEET ON s FEB 2005. 






| The basic plan was to give a unique number to each 

_ member. At the time, biometric technology was not - | 

. | robust enough for EPFO's volumes and the board allowed E 

| | the biometric element to be dropped. Some 'ardue that a. 
I photograph is a biometric too. | 


| Tre Rs 700 c crore. é nclidès Rs 149c crore etor collecting. « 
. | data and printing cards for 3.7 crore members. The EPFO 
..-.. had 4 crore accounts by 2004, but locating more than a 

_ crore members would be tough. Civil works costs have 

' been added, though the project's estimated cost of 

| Rs 174.35 crore was for lof am and software d 


: Dwarka is isa a few miles off the s seat of the government ir in 

-. Lutyen's Delhi and the outsourcing hub in Gurgaon. 

. Companies are investing millions of dollars for data- 
| sensitive businesses. If Delhi's location is indeed a . 
|| problem, shouldn't we shift the seat of the government? 


























(it still is). The Comptroller and Auditor General's office, which 
had to approve the new double-entry system, was yet to give 
ts word. By this time, the project was way behind schedule. 
Things came to a head when a frustrated Singh, whose 
tenure was to end in October 2004, escalated the problem to 
the Planning Commission in early August 2004. In a presenta- 
tion to deputy chairman Montek Singh Ahluwalia, also at- 
! tended by the Commission's advisor on labour, Surendra 
Sharma, Singh said the project could go into atailspin because 
its national significance wasn't fully appreciated in various 
parts of the government, including the labour ministry. Singh 
pleaded the Commission or the PMO to champion the pro- 
ect. Ahluwalia told BW that the presentation was “good”. 
| When Ola got word of this later that month, he decided to 
| askSingh to proceed on leave till the end of his tenure. Singh, 
| who had learnt of Ola's decision beforehand, pre-empted the 
| move by going on leave himself, on the ground that prejudices 
| and impediments were being put in his way by the ministry. 
The PMO asked Ola to accept Singh’s leave letter. Ola did so, 
but also sent his letter asking Singh to go on leave. A govern- 
ment insider says: “The CPFC is appointed by a Cabinet com- 
mittee. So, it's not the labour minister' or the secretary's pre- 
rogative to sack him. If the ministry is blocking his work, he 
| can go back to his original appointers to report it." 
| Six months have passed since. Instead of implementa- 
| tion, the project is now facing the prospect of going into arbi- 
| tration. Incidentally, Shenoy retired from government service 
| afew weeks after Singh was shown the door. A new labour 
| minister, K. Chandrasekhar Rao, has been sworn in. But | 
things have moved farther — in the wrong direction. 


| Cabinet and Parliament, but the government was sitting on it | Abort Mode 


When Singh went, Rai was asked to take over as acting CPFC. 
Sources say when ministry officials went to the department of 
personnel to seek a new CPFC, the department told them to 
find one themselves. An ad was issued in Employment Newsin 
December, but no appointment has been made yet. - 

Singh’s exit emboldened the dissenters. In January 2005, 
Khanna joined the head office as national head of compliance 
and project director. SISL had already submitted the software 
design plan to the EPFO on 28 August 2004, But the develop- 
ment of the software couldn't start before several issues that 
were pending at the EPFO were resolved (most of the issues are 
still pending). In November 2004, Rai asked SISL to change the 
implementation priority from the pension module — now, 
back-end accounting and customer-facing functions were to 
be delivered in the first phase, and the rest in the second. 

Meanwhile, some other officials associated with the pro- 
ject were moved out. In one go, on 14 September 2004, Ola in- 
structed the new labour secretary, K.M. Sahni, and Rai to 
transfer six regional commissioners and three additional cen- 
tral commissioners. Among them were two senior officers — 
A. Viswanathan, additional CPFC (pensions and IS), to Hyder- 
abad, and S. Viswanathan, the Uttar Pradesh PF commis- 
sioner, to Guwahati. Both were considered close to Ajai Singh. 
The PMO intervened and got the ministry to quash these or- 
ders. But even then, the work lives of these two officers were 
made difficult. For instance, another officer was appointed 
commissioner for Uttar Pradesh, while S. Viswanathan was 
still in the seat. Dejected, S. Viswanathan, who had spent 25 
years in the EPFO and had four years of service left, quit in a 
matter of days. A. Viswanathan was later transferred as the 
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services, ushering a new era of progress, 


prosperity and development. 
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Western region head. R.K. Mahajan, who was head of compli- 
ance under Singh, went back to the excise department. 

In this atmosphere of unease, an extraordinary agenda 
item was drafted for the board's meeting on 21 February 2005. 
The 42-page item was full of points that cast doubts on the 
project. The main objection, according to the item, was to- 
wards the consultants and former CPFC Singh. Some ofthe al- 
legations: "There is no exercise made for verifying the worka- 
bility of solutions offered. There is no realistic and final 
estimation ofthe total cost”, “there is no plan for interim/ tran- 
sition management or short-term objective achievement”. 
(For more, see ‘Shots In The Dark’ on page 36.) 

The facts are different. The board of EPF trustees had ap- 
proved the cost-benefit analysis on 22 October 2002. At the es- 
timated cost of Rs 174.35 crore, the project was found to be fi- 
nancially viable by the board, with a 20-30 per cent internal 
rate of return. Two, transition management programmes had 
been concurrently running with the project. A compliance 
drive that began in 2001 brought 1.15 lakh employers and 1.15 
crore accounts back into the EPFO’s fold. 

The item's last point says: “Based on the quality of deliver- 
ables received so far from the consultants the likely quality of 
the final application software is generating apprehensions." 
Incidentally, this is probably the only project in the govern- 
ment where the consultants have been asked to give a perfor- 
mance guarantee in a live environment. Usually, like in the IT 
department's computerisation of PAN cards in 1994, a demo 
ofthe software is all that is asked for. 

Another major allegation: "While examining the software 
or hardware... no experts/specialists were associated in the 
task." To evaluate the software and hardware requirements 
and identify the best products, an empowered committee was 
constituted with N. Vittal, former CVC, at the chair. Gulshan 
Rai, senior director at the ministry of IT, and Nasscom presi- 
dent Kiran Karnik were also involved. Infosys’s N.R. Narayana 
Murthy was called aboard but could not spare the time; still, 
he mentioned that he was impressed with the project's vision. 
Is itimplied that these people are not IT experts? 

Other serious allegations included the charge about ex- 
penses of over Rs 700 crore. It implied that everyone from the 


former CPFC and the board to the former minister was wrong. | 
“Suddenly, the current EPFO administration woke up and | 
found everything's wrong. They were part of the decisions, | 


too, but didn't raise any questions earlier," says a board mem- 
ber. More importantly, as another board member asks: “Who's 
making these comments? Are these people competent 
enough to make comments on a project as complex as this?" 
Ironically, four of the next five items on the same agenda 


were also about the project and sought approvals from the | 


board on the next few tasks of the project. Item no. 7, for in- 
stance, was to seek the board's approval for "parallel imple- 
mentation of the Re-Inventing EPF India project in 25 addi- 
tional centres”. Item no. 8 sought “administrative and financial 
approval for deployment of technical layer for the central site 
of the project". How could these items co-exist in the same 
agenda where the status report was rubbishing the project it- 
self? Such a stark contradiction means a lack of clarity on the 
project's merit. (BWcouldn' contact Rai in the few days before 
going to press, as he was either travelling or in meetings.) 








PROVIDENT FUND 


The Patrons 


OTHER NOTABLES WHO LENT 
WEIGHT TO THE PROJECT 


4 N Narayana Murthy 
Chief mentor, Infosys 


Was invited aboard 
the empowered 
committee, but 
couldn't spare time. 
After seeing a 
project presentation, 
he said: "This is the 
first government 
organisation | have 
seen running in the 
right direction” 
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4 Kiran Karnik 
Chairman, Nasscom 


As a member of the 
empowered panel, 
he helped negotiate 
the prices of some IT 
components down 
by more than 70%. 
The panel also 
checked whether the 
new IT systems 
would suit the 
EPFO’s needs 


TRIBHUWAN SHARMA 





The board’s chairman, minister Chandrasekhar Rao, ap- 
pointed an IT sub-committee to look into the issues. The first 
meeting of this panel— that includes G. Sanjeeva Reddy of IN- 
TUC, W.R. Varadarajan of CITU, and Dr Sharad Patil from the 
Employers’ Federation of India — was on 15 March 2005. 
When they met, Khanna and Rai elaborated on the problems. 
The consultants made a presentation on the project status. 

The committee has now asked Khanna and Rai to tell them 
what has to be dropped from the project and why. Varadarajan 
of CITU says: “Why didn't Rai and Khanna raise objections 
earlier, when they were approving the project at various stages 
as its financial advisor and project director, respectively?" 

In the second meeting of the IT sub-committee on 21 
March 2005, SISL rebutted the allegations. Then there was 
some talk of an alternative model. The committee asked Rai 


| and Khanna if the alternative had been vetted by technical ex- 


perts, and also if the committee could be assisted by an exter- 
nal expert to examine the old project and compare it with the 
new proposals. Varadarajan says: "Now they are in a fix, as they 
cannot logically explain their stand. They said that the original 
objectives and vision of the project were good. So we asked 
them why we need to change them." That was answered with 
arguments like "the capability of the project to deliver is very 
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| ojana — 
ectricity... is what 


generates employment" 


Launched 


by 
Dr. Manmohan Singh 
Hon'ble Prime Minister of India 


at Vigyan Bhawan, New Delhi 
on 4th April, 2005 


pibe iem Re Smt. Sonia Gandhi 
Hon'ble Chairperson 
National Advisory Council 


was the Guest of Honour 


Shri P.M. Sayeed 


Hon'ble Minister of Power 
presided over the function. 








pure ac id Scheme for 


Rural Electricity Infrastructure & 
Household Electrification 


In 5 years... Through creation of... Accelerate rural 
* Electrify all villages and | mural Electricity Distribution development through... 
+ Eson to electricity to cap ab Pave Pumpsse 
all households * Village Electrification 9 pO 
. € Provide electricity connection Infrastructure (VED * Cold chains 
|. to Below Poverty Line (BPL) | Decentralised Distributed * Healthcare 
families free of charge Generation (DDG) Systems + Education and IT 
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PROVIDENT FUND 


Mute Spectators 





4 
Last June he said: “The 
reform of admin- 
istration and of public 
institutions to improve 
efficiency and the 
quality of delivery of 
services will be our 
immediate priority.” 
The PMO monitors 16 
national projects, but 
has so far ignored 
pleas to oversee the 
EPFO’s reforms 





DILEEP PRAKASH 


4 
By setting up an IT sub- 
committee to re- 
examine the board’s 
decisions, he has 
sullied the reputation 
of the board itself, 
which he happens to 
chair. Hasn’t moved to 
expedite reforms even 
after being prodded by 
the Prime Minister's 
Office to do so 





JITENDAR GUPTA/OUTLOOK 





much doubtful... even after spending Rs 700 crore". 
Varadarajan has seen the alternative model Khanna and 
Rai are to propose. It says that claim settlement could be done 


on the same day, instead of in 2-3 days; regional offices would | 


be networked first with the zonal and head offices, and then all 
would be networked. Varadarajan says: "Unless you network 
all offices within a region first, how will you get reliable data?" 


The tallest claim, however, is that this model can be imple- | 


mented in all offices within 12 months at a mere Rs 25 crore. 


Says a board member: "Nothing will move unless the | 


EPFOS top two officers are changed." Or, if the project goes 
into arbitration, we may add. 


National Significance 


The EPFOS project is not only important because it involves 
your money, but also because it's a path-breaking project in 
government history. When the EPFO set out on its compre- 
hensive programme, it faced hurdles in the way, especially in 
procurement. So Singh proposed the idea of an empowered 
committee with external experts. This model was later 
adopted by the finance ministry when it computerised the ex- 
cise, customs and income tax departments. The EPFO' pro- 


ject, in that sense, has been a trendsetter for e-governance. In- | 


terestingly, when EPF Malaysia embarked on similar reforms 
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THOSE WHO COULD HAVE CHANGED THE FATE OF THE PROJECT 


| DILEEP PRAKASH 
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4 : 
“There is a cry for 
better governance, with 
or without technology,” 
said the FM. Ultimately, 
his ministry will have to 
pay for the EPFO’s 
unfunded liabilities, like 
Rs 19,261 crore in the 
Employees’ Pension 
Scheme. Even the true 
liabilities can’t be 
assessed till the 
system is changed 





E 
The Planning 
commission deputy 
chairman hasn't yet 
acted on the EPFO's 
pleas for championing 
its reforms cause and 
for pushing sluggish 
government 
departments, including 
the labour ministry, 
into faster action 





in 2002 it took EPFO's advice on some matters, has already 
started delivering results to members last year 

The EPFO is a high-impact agency of the government with 
a footprint on 10 per cent of the population. When complete, 
the project was to create the largest reliable repository of data 
on the labour market and industries. But, ironically, the pro- 
ject is now in danger of becoming the reason for others to not 
consider such reforms. Sources say the PMO had asked the 
labour ministry to ensure the project's implementation. But 
the labour ministry hasn't yet moved to ensure that. 

The government would do well to remember that the EPF 
is a Ponzi scheme that would wreak greater havoc than the 


, UTI fiasco. Smarter workers have started deserting the EPFO 


— actual retirement claims are down from 5 per cent to 2 per 
cent of the total number of final settlements. The unfunded li- 
ability of the Employees' Pension Scheme, which was imple- 
mented under Manmohan Singh's tenure as finance minister, 
is close to Rs 20,000 crore now — and it's growing. If the gov- 
ernment doesn't act fast on correcting these problems, the 
they can snowball in the face of the ruling coalition — with o 

without the 9.5 per cent PF rate. zi 
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There's new trust in the air. 
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THYAGARAJAN remem- 
bers his first big idea vividly. 
It happened forty years ago. 
In 1965, he was an executive 
trainee selling motor insur- 
ance for United India Assur- 





ance (UIA). He would sell car insurance | 


policies for Rs 300 and truck covers for 
Rs 2,000. Thyagarajan figured he could 
earn more for UIA by selling more truck 
policies than car policies. But there was 
a problem. The leading truck financiers 


were influencing truck owners to buy 
insurance from a rival company. Back | 


then, truck finance was a scarce com- 


modity and financiers wielded substan- | 


tial clout. Truck owners generally bought 
insurance from the company that the fi- 
nancier recommended. 

Thyagarajan realised he could sell 
more truck insurance if he could also of- 


fer truck finance. But, of course, UIA | 


would never finance trucks. So he set 
about finding alternate financiers. Only 
to discover how hard it was. He eventu- 
ally managed to convince Bank of India 
to finance trucks. His innovation of us- 
ing finance to sell insurance worked. 
But the experience completely changed 
Thyagarajan's business outlook. He no 


longer wanted to sell insurance. He | 


wanted to sell truck finance. 


And so Thyagarajan started his truck | 


Ihe 


cashless 


LENDER 





| finance business — which eventually | 








grew into the Shriram group, whose 


chairman he is. Today, he has financed | 


almost 2 lakh out of the 25-lakh trucks 


_ that ply India's roads. In other words, 


Thyagarajan has funded eight out of 
every 100 trucks in India. With the back- 
ing of ChrysCapital (it has invested 
Rs 100 crore for a 20.6 per cent stake in 
the firm), it could be the biggest truck fi- 
nancing company in India soon. “I had 
no visions of building an empire. I did 
not build my companies with a vision. 
ButIbuilt them with a mission. The mis- 
sion was to bring money into the truck- 
ing sector," declares Thyagarajan. 

His truck finance empire has lent 
out nearly Rs 6,000 crore to the sector. 
Interestingly, he has used hardly any of 
his own capital to do so. The Shriram 
group has three truck finance compa- 
nies — Shriram Investments, Shriram 
Transport Finance and Shriram Over- 
seas Finance. Together, they have a 
combined equity of Rs 117 crore. Their 
combined net worth is Rs 360 crore. But 
the group has managed to raise and 
lend Rs 6,000 crore. (That's a debt-eq- 
uity ratio of 1: 17). How? 

Neither Thyagarajan nor his three 
companies fully own the Rs 6,000 crore 
they have lent out to the trucking sector. 
Half the funds belong to several others 
including Citicorp, UTI Bank, ICICI 
Bank and ABN Amro. The Shriram 
group merely manages the money. To 
be precise, it manages Rs 3,000 crore on 
behalf of eight banks. It lends this 


Shriram Group chairman R. Thyagarajan 
(right) with Citibank's Rohit Ranjan 
(left) and UTI Bank's Sujan Sinha (top): 
a win-win partnership 
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money to truckers, collects the interest 
and principals every month and passes 
it back to the banks. "This is outsourc- 
ing. The Shriram group has been prac- 
tising it much before the word became 
popular,” says R. Seshasayee, managing 
director, Ashok Leyland. 

"When we started off, we never 





The story of how the Shriram 
eroup has built a Rs 6,000-crore 
truck finance empire with a 

Rs 360-crore net worth. By M. Anand 


R.A. CHANDROO 





imagined it would become so big," ex- 
claims Rohit Ranjan, sales head (trans- 
portation), Citicorp Finance, comment- 
ing on the unique relationship with the 
Shriram group. Industry sources believe 
that Shriram is the pipeline through 


TRUCK FINANCE 


deal with just one Shriram. 
Now, that's the broad picture from a 


_ corporate level. Move down to the lend- 


ing level and the story gets more inter- 


| esting. "Every truck that we lend to is a 
| partnership of three parties,” declares R. 


which several hundred crores of Citi- | 


corp funds flow into truck finance every 


year. The relationship began in 1997 | 


with a few tentative deals. Back then, 
Citicorp had the capital and wanted a 


big exposure in truck finance. But it did | 


not have the distribution reach. The 
Shriram group had the distribution. It 
also knew the truckers very well. But it 
did not have the money. There was a 
perfect fit between the two. 

Afew years later, others too got inter- 
ested. UTI Bank was among them. A late 
entrant to the banking scene, it wanted 
ashare ofthe retail lending pie. But it did 


not want to be a me-too player in | 


crowded markets like car finance. It saw 
an opportunity in truck finance. But 
again, it too did not have the distribu- 


tion to reach this segment. Thats when | 
a team led by Akhila Srinivasan, manag- | 


ing director, Shriram Investments, flew 


managing director. “It all happened so 


Sridhar, managing director, Shriram 
Transport Finance. “It comprises Citi- 
corp (or UTI Bank or any other bank), 
Shriram, and the truck operator.” Citi- 
corp puts in 85 per cent, Shriram 5 per 
cent and the operator brings 10 per cent 
of the cost of the truck. The modus 
operandi is simple. Citicorp or UTI Bank 
would provide the funds. Shriram 
would identify the truck owners and 
lend to them. The assets would be 
booked directly in Citicorp or UTI 
Banks books. When the instalment 
comes in, Shriram takes its share, pass- 
ing the rest to the respective bank. But 
Citicorp or UTI Bank still controls the 
lending decision. 

Shriram is also responsible for the 
collection. In return for its services, Shri- 
ram earns a 2-3 per cent fee-based in- 
come. This is in addition to the spread it 
earns on its 5 per cent share in the part- 
nership. The fee may seem small. But it 
makes sense when the volumes are 
high. "More importantly, it is higher 
than the 1.5 per cent to 2 per cent spread 
that the lender may be earning," says 
Sridhar. But then, Shriram also bears 
most of the risk. Shriram follows the 
concept of ‘first loss’. In case of defaults, 


| the first 10 per cent of the loss is borne 
to Mumbai and made a presentation to | 
PJ. Nayak, UTI Bank's chairman and | 


quickly. We got the go-ahead almost im- 
mediately," recalls Akhila. UTI Bank de- | 


cided to lend Rs 150 crore through the 
Shriram group. This relationship too has 


grown. Today, the Shriram group man- | 
ages over 90 per cent of UTI Banks | 


funds deployed in truck finance. 


Banks work with several distribution | 


models. The direct selling agent (DSA) | 


system is one example. But the Shriram 
model is unique. First, no DSA does the 


collection side of the business. But Shri- | 


ram does collection and even shares the 
risk of defaults. Second, no DSA is as big 


with 265 branches across the country. 
The advantage is that banks don't have 


to deal with multiple DSAs. They have to | 
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by Shriram and the balance by Citicorp 
or UTI Bank. “So far losses have rarely 
crossed 10 per cent,” explains Sridhar. 
The only problems in this partner- 
ship came from procedural hassles. For 
example, the branch managements of 
Citicorp or UTI Bank weren't initially 
comfortable dealing with the sector. 
Truckers seldom have income proof or 
other financial statements. “We were or- 
thodox. The trucking customers had no 
banking habit. It was not easy to deal 
with them,” says Sujan Sinha, vice-pres- 
ident (retail assets), UTI Bank. Citicorp, 
too, had similar problems initially. But 
the relationships progressed, thanks to 


_ Shriram’s willingness to bear most of the 
as Shriram. In fact, in terms of distribu- | 
tion, Shriram is bigger than many banks, | 


risk and its mighty distribution reach. 
This is why lenders are happy with lower 
returns. “We have to share our spreads 
with Shriram. But it still works well for 
both because we don't have to worry 


edepth = |— TRUCK FINANCE 


about distribution costs,” says Citicorp's 
Ranjan. UTI Banks Sinha explains how. 
"Generally, only 20 per cent of loan ap- 
plications reach the sanction stage. Af- 
ter this, there could be further 50 per 
cent erosion due to commercial terms. 
All these costs are borne by Shriram." 
This arrangement worked well, ex- 
cept for one hitch. The banks were com- 
fortable as long as Shriram was lending 
against new trucks. But they wouldn't 
touch financing deals for used trucks. 
For Shriram, used-truck financing was 
the lifeblood. For over two decades, it 
was the only player from the organised 
sector to lend to the used trucks sector. 
Later, this too was sorted out. "They 
(the banks) entered truck finance gin- 
gerly. Gradually, they developed an ap- 
petite to expand. Their comfort in- 





ChrysCapital's Ravi Bahl believes 
Shriram's business model is unique 
creased. Earlier they were funding only 
new trucks. Gradually, they got into 
used-trucks too. Now, they fund even 
6-year old trucks," says Thyagarajan. 
But to woo them, Shriram had to come 
up with another innovative model. 
Used truck financing carries more 
risks. That is the general perception. 
Thyagarajan does not subscribe to it. To 
prove his point, he took on additional 
risks on his books, built more safe- 
guards and came up with a used truck 
loan product that suited the risk limits of 
the banks. In his earlier model, bank 
money would first be sanctioned to 
Shriram. It would then lend it to the 
truckers and book the assets directly in 
the bank's name. Banks were not pre- 
pared to do this with used trucks. So 
Shriram raised its own funds and lent it 


to used truck buyers. What followed was 
a three-month 'seasoning' of these as- 
sets in Shriram's books. During this 
time, a repayment track record was es- 
tablished. Then, a pool of several hun- 
dred such trucks was created and sold to 
the bank at a discount. As an additional 
precaution, Shriram also offered 10 per 
cent of the asset value as cash collateral. 

For example, Shriram would create a 
pool of 2,500 used trucks worth about 
Rs 80 crore. This would earn about Rs 20 
crore interest over the next three years. It 
would, therefore, be worth Rs 100 crore. 
These would be sold to a bank at a dis- 
counted price of Rs 90 crore. (The bank 
would hold this pool and receive the in- 
terest and principal repayment from the 
truckers.) But the bank would initially 
pay only Rs 81 crore to Shriram. It would 
retain the balance Rs 9 
crore as the 10 per cent 
cash collateral. If there are 
any defaults, these are de- 
ducted from the cash col- 
lateral, before the same is 
returned to Shriram when 
the loans are repaid. This 
again turned out to be a 
win-win deal. Moreover, 
returns in used truck fi- 
nancing are higher than 
new trucks. 

Such innovations are 
not new to the Shriram 
group. In 1994-95, it 
floated a lease portfolio 
management scheme (LPMS) for cor- 
porates. Those were the days of high de- 
preciation rates. And leasing out assets 
was an effective tax shield. It also 
fetched decent returns. The Shriram 
group made a sales pitch to cash-rich 
corporates. The modus operandi: raise 
funds from corporates, buy trucks in 
their names, and give them the depreci- 
ation benefit. Lease out the trucks and 
deliver decent returns on the invest- 
ment. Shriram raised Rs 380 crore from 
89 firms at a time when it had access to a 
mere Rs 15 crore worth of bank funds. 
“The LPMS scheme helped us raise 
funds at 6-7 per cent at a time when the 
bank rate was 14 per cent,” recalls Thya- 
garajan. But then depreciation rates 
dropped. Many states also imposed a 
lease tax. Soon, the scheme lost its rele- 
vance. But that was when the Citicorp- 
Shriram relationship was born. 


BUSINESSWORLD 44 25 APRIL 2005 


Other fruitful relationships were also 
born around the same time. Ravi Bahl 
took a long, hard look at the Shriram 
Groups business model. And only when 
he was absolutely convinced did the 
managing director of ChyrsCapital 
commit Rs 100 crore for a 20.6 per cent 
equity stake in each ofthe three Shriram 
group companies. "Shriram is really 
unique. Our investment will ensure that 
its growth will no longer be constrained 
by capital," says Bahl. 

Bahl has also gently nudged the 
Shriram group to consider merging the 
three firms into one large giant. Thya- 
garajan saw the benefits and agreed. 
The merger will be completed in the 
next 18 months. The ChrysCapital in- 
vestment and the merger will lift the 
profile of the Shriram group a notch 
higher and make it easier to access 
cheaper funds. 

It has also helped Thyagarajan and 
his team move the goalpost further. The 
target: Rs 10,000 crore worth of funds 
deployed in the next two to three years. 
That should make Shriram the largest 
truck finance company in India, edging 
out Sundaram Finance. Citicorp, UTI 
Bank and several others are willing to 
fund this growth. The more Shriram 
grows, the more these banks can grow 
their truck finance exposure. In fact, 
Shrirams banking partners are drawing 
up theirown business plans based on its 
Rs 10,000-crore target. 

Citicorp is hoping to use Shriram's 
channel to cater to the truck operator's 
other financial requirements, like work- 
ing capital. "If an operator buys a Rs 6- 
10 lakh truck, he will need at least 20 per 
cent of that as working capital. We are 
willing to lend him that working capital. 
Its a big opportunity," says Ranjan. 

UTI Banks Sinha sings a different 
tune. "The trucking community doesn't 
have any banking habits. They don't 
even have savings accounts. But they 
are the country's second largest popula- 
tion group after agricultural workers." 

That's the irony of it all. Even half a 
decade ago, the banking system wasn't 
interested in the trucking community. 
Now, they can't have enough ofthe truck 
loan-based assets that Shriram has on 
offer. Nothing could make Thyagarajan 
happier. He is basking in the glory of an 
idea whose time has come. So what if he 
had to wait 40 years for his turn. x 
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GOODRICKE AND ITS AGGRESSIVE METAMORPHOSIS 


Goodricke Group Limited (GGL) - traditionally a 
quiet commodity player - making the best and sell- 
ing the best, either through the auctions or private 
and of course through exports. But the last couple 
of years has seen a subtle, yet aggressive change 
- its begun challenging normal industry trends, the 
apparent way forward and in fact has started to 
charter quite clearly and differently its growth path 
for the next 5 years. As Krupa David its Managing 
Director puts it ‘we would actually like our busi- 
ness profile to be an equal balance of commodity 
trading and brand marketing in the next few years. 
This would not mean that we defocus ourselves from 
being quality producers - but it means expanding 
this basic expertise through many value-added 
routes’. The value added routes GGL has identified 
for faster future growth are Instant Tea, Packet Tea 
and out-of-home consumption initiatives such as 
Tea Centres which retails packaged tea as also of- 
fers a great ambiance to relish its range of hot and 
cold tea. 


The Instant Tea business has seen a radical shift 
both in terms of volumes and spread of buyers. 
‘Our understanding of the complex technology and 
the ability to connect with the global market needs, 
has given us this qualitative and quantitative 
growth. Instant Tea powder today is not only used 
for reconstituting in water, flavouring and bottling 
as iced tea - but because of our teas having a higher 
catechin content,it has begun finding a niche and 
prominent place in the confectionery and cosmetic 
industries. Health is the healthiest platform for 
marketing food and beverage products given 
awareness levels being so high today! With inten- 
sive and extensive research on the health benefits 
of tea, products and marketing claims can be at 
least substantiated today’. Making quality instant 
tea and with the highest of hygiene standards, GGL 
creates a clear differentiator against competition - 
apart from the fact that being a technology and 
capital intensive business, one does not see short 
term operators here. 


The Packet Tea business has already begun creat- 
ing some ripples in the packet tea segment. ‘By 
producing the best teas there is no reason why we 
should not deliver the best teas directly to the con- 
sumer in our own packets. Multi-origin and region- 
specific blends have been put in place and today 
GGL can be proud of offering a range of 10 brands 
in Darjeeling itself. The next few months will see it 
refreshing and energizing its mainstay brands - 
Goodricke Leaf in the popular segment and 
Zabardast in the economy segment through rel- 
evant brand support. Goodricke Premium was 
recently soft launched in Gujarat - offering con- 
sumer its own and best Assam teas. ‘Our target by 
the end of the year is to be nationally present’ says 


David. Institutional business will receive separate 
focus and if you've travelled by any of the premier 
trains you are sure to find a Goodricke Tea Bag 
being served! Of late it has also tied up with Bharat 
Petroleum Co. Ltd (BPCL) to distribute its teas di- 
rectly in the consumer homes. With delivery and 
buying cycles for both LPG cylinders and tea being 
similar, the consumer gets the benefit of the tea 
being home-delivered with a special offer price. 
This initiative has given both BPCL and GGL, width 
and depth of operations as also better profitability. 


Business with a difference - drive up to Darjeeling 
and you'll find outside GGL’s own tea garden 
Margaret’s Hope and Castleton its Goodricke Tea 
Centres. Buy the freshest range of teas for home 
consumption or gifting and you have the choice 
of sitting and savouring the tea and ambiance while 
sipping what is often referred to as the ‘Champagne 
of Tea’. ‘Apart from a good branding exercise, we 
see this as a good business proposition which gets 
us to understand consumers closer and better. 
Apart from these Centres at garden sites, we ex- 
pect to launch one in Darjeeling town very shortly. 


The tea industry has seen little innovation in previ- 
ous years and its encouraging to see the world’s 
largest producer not only producing the finest - but 
also adding fresh flavour to its future. 
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Couch potatoes, watch out. All the 
low-cost airline CEOs are bent on 
getting you moving. Three weeks 
ago, AlexWilcox, CEO of Kingfisher 
Airlines, said that he would be 
competing with television (See BW, 4 
April). Now, Mark S. Winders, CEO of 
Royal Airways, which will be 
launching under the brand name of 
SpiceJet, says he will be targeting the 
"couch potatoes" along with train 
travellers. SpiceJet is hoping to 
launch its operations this May with 
its first flight out of Delhi.Winders, 
who has spent 30 years with Air 
Canada and with a Canadian low- 
cost carrier CanJet, spoke to BW’s 


Coming from where you are, do you 

see any similarities between the Indian 
and Canadian aviation market? 
E Iam amazed at how underdeveloped 
the Indian aviation market is. I am 
amazed at how few airplanes you have 
and how few people actually fly. Let's 
not compare this to Canada. But if we 
just compare with countries like China 
— the market size for air travel in India 
is about one-tenth that of China for 
similar populations, similar GDPs, 
similar middle-class populations. You 
are 1.3 billion. Malaysia, with 25 million 
people, has as much domestic air travel 
as India has. I understand that there is a 
difference in social living, poverty and 
wealth. But even if you estimate that 
your middle class is 300 million, it's 
hard to understand why the air market 
in India is so small. 

When I hear how many people take 
the train and how long it takes to travel 
by train, I believe that if we can get the 
fares down to the«rain levels, we're go- 
ing to see the aviation industry grow — 
just like we have seen the communica- 
tions industry grow... I come from a very 
small town in Canada with a population 
of 114,000 with significant jet service 
and turbo prop service. When I talk to 
people from India from the so-called 
smaller towns with just 4 million-5 mil- 
lion people and the kind of air service 
they can have, I cannot fathom this. 


| What or who will be your focus? 
li We will be going after a new market. 











We are not going to chase Jet and 
Sahara's customers. We will be fo- 
cused not on the price insensi- 
tive, time sensitive traveller, but 
rather on the time insensitive, 
price sensitive one. 

The market we're going after is 
of people who currently take the 
train. We are after the indepen- 
dent businessman who makes a 
trip once a quarter and may go by 
train. But he doesn't care if he 
goes at 9 p.m. or 12 noon and 
stays in a hotel or visits a friend, as 
long as he gets a good price. 

One of our aims is to get the 
couch potatoes off TV and to 
make them travel. The grand- 
mothers, sisters, brothers, chil- 
dren who are in different cities, 
but don't have the time to travel 
by train today. If we put fares low 
enough, they may want to go 
home for 2-3 days — visit friends, 
relatives, attend weddings. We 
want to stimulate this market. 


Wont you be chasing Air Dec- 

cans customers ? 
E We will affect Air Deccan's 
(customers), but there is room for 
several low-cost carriers in India. 
Deccan today is operating basi- 
cally three jet planes. The Indian 
market will support close to 100 
low-cost jet airplanes. The mar- 
ket opportunity is so big. I don't 
think its a question of fighting 
with Deccan — it's more a ques- 
tion of getting up and running 
and having airplanes and infra- 
structure to support those opera- 
tions. We will be similar to 
Deccan in the sense that we will 
be offering low fares. But we're 
going to differentiate ourselves 
by ensuring we have a high qual- 
ity, reliable and safe product. We 
want to operate on time. Deccan 
has done some remarkable 
things by bringing some of the 
low-cost concepts and making 
them work in India. But I think 
they are really strained from an 
operational point of view. 

We want to make sure that 
we're a high quality operator. 
When I talk to my employees, 1 
tell them we want to be the ‘Jet’ 
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(Airways) of low-cost. Jet has an image 
of quality, consistency and reliability. 
But we will have low fares, a single class 
service, no elaborate meals will be 
served. We are still working out our in- 
flight service levels... We will operate 
with an operating system — Navitaire 
Open Skies. This system will do our 
Internet bookings. It will also handle 
our airport check-ins. We will be mak- 
ing sales through the Internet. We will 
have a call centre where you can call 
and book your ticket and travel agents 
will have access to the call centre. 


How will you be priced ? 

® Our structure will probably be some- 
what similar to Deccans. Our pricing 
will be structured to attract AC 2-tier 
and 3-tier traffic from trains. We will be 
using dynamic pricing, and our operat- 
ing system will provide us some flexibil- 
ity on this. 


AVIATION 


We want 
the couch 


potatoes to 


We want to find a balance where 
fares are attractive to customers but 
don't upset them. If I advertise at Rs 500 
and you cannot book a ticket at that 
price, you will be upset and consider my 
advertising to be somewhat misleading. 
Now that’s a double-edged sword. We 
want fares that stimulate the traffic, but 
these should be available on a day-in, 


day-out basis for future bookings. So, if | 


we have a Rs 599 or Rs 699 fare, you 
should be able to book it 2-3 months 
ahead. If we do put out promotional 
fares, the consumer will know that it is 
for a limited period only. 


You dont think there are just too many 
low-cost carriers Jumping in... 
E Well, if you look at the numbers and 
take just 2-2.5 per cent of the AC 2-tier 
and 3-tier market and move it to air, the 
domestic fleet in India has to increase 
by 50 per cent. So for every two air- 



































planes today, there has to be one more. 
But the infrastructure wont support it. 


Do you think we will see a repeat of the 
1990s, when air travel was privatised in 
India and many private carriers closed 
down after a few years of operation ? 
® Itis quite possible. You may see some 
of the low-cost operators going bust. 
But look at it this way. When the private 
carriers were permitted, many shut 
shop but two survived (Jet and Sahara). 
So the growth for the industry was 100 
per cent (from two — Indian Airlines 
and Air India, it became four carriers). 
Depending on their model and opera- 
tional efficiencies, some of the low-cost 
carriers may close down, but another 
one or two may survive. Either way, the 
market grows and the customer gains. 


Any start-up problems? 
® One of the biggest problems in India 
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is manpower resources. There is a 
lack of technically and locally li- 
censed qualified people — engi- 
neers, pilots and flight dispatch- 
ers. Five weeks ago, we were 35 
people. I got a count recently at 
168. We will be double that in 
three weeks. By year end, I am 
hoping to hold the numbers at 
100-110 per aircraft. A third of our 
pilots will be expats. There is, no 
doubt, a shortage of skilled man- 
power, but as labour rates change, 
this will adjust. 

Sourcing airplanes has been a 
problem because of strong 
demand the world over. After our 
first three leased aircraft come in, 
we will still be looking for aircraft 
four, five and six between July and 
December. We are having diffi- 
culty finding them. 


Why have you chosen the B 737- 
800 over the A320 ? 
E We will start with 189 seats on 
the B737-800s, as it has a better fit 
with the Indian market in terms 
of long-term reliability. It has 
proven to be very successful with 
low-cost carriers around the 
world. Long-term lower mainte- 
nance cost was another factor. We 
have made a purchase commit- 
ment with Boeing for 10 airplanes 
starting January 2006, with an 
option for an additional 10. 


PROMOTIONS 


IREDA - Pioneering funding in non-con 


“Nationally the 10" and 11" five year plans targets 
100,000 MW of power of which 10% should be from 
renewable sources. 10000 MW by 2012 is a Ke 
achievable target. And a bulk of this, going rd m 
present trends should come from wind", 
Debashish Majumdar, MD, IREDA (Indian Ren 
Energy Development Agency Ltd.). Reflec 
growing emphasis on renewable sources Qf « 
by the Ministry of Non Conventional ng oy 

(MNES) and IREDA. ~— d 
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to enter the field." 
The aim was to cre- 
ate a leader that 
banks will follow. 


IREDA . has Jpio- 
neered lending to 
nearly all non-con- 
ventional sectors for 
generating agas 
Majumdar adds, “w 
have done this Veit | 
successfully in the wind sector, in : ag 

eration, biomass power and in small wdro. plants.” 
Wind energy which was a nove lty a i years back is 
a booming industry today, with India OS rec- 
ognized globally. e y 
Another sector where IREDA has ed | assa is ba- 


gasse co-generation in the;sugar: in dustry. So suc- 
cessful has this concept been that Majt dar "ehuck- 
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(tional energy sources 


panel” Ra the recent funding for energy efficiency 
& IREDA's existing financing portfolio. 


Z VEM 


aj part from this, the Rural Electrification Programme, 


"the emphasis on in situ electrification in 45000 remote 
ANE through renewable sources, the Village En- 
ergy Security Programme (VESP) provides further op- 
portunities for IREDA's activities. As Majumdar says, 
“at a later stage we will have a role for schemes in 
micro-financing, for setting up economic activities 
which will consume the power generated.” 


The biggest benefit of financing such projects which 
are mostly in the remotest of areas, is the socio-eco- 
nomic development of the region. 


Energy saved is energy generated. So reducing en- 
ergy consumption by installing efficient equipments 
is being given renewed thrust. The new concept in- 
volves, financing of 
the switch over, with 
repayment of the 
loans taking place 
through savings on 
energy bills. 


In the future, other 
potential areas in- 
clude tapping solar 
energy, biomass 
generation and fund- 
ing for energy effi- 
ciency. Majumdar 
visualizes a big role 


iniy 


for  IREDA 
consultancy, saying, . 
"IREDA is a big 
Į store house. of 
Mr. Debashish Majumdar, MD, IREDA Knowledge and in- 
formation on 


renewables and development of renewables. There 
is demand from developing countries to replicate our 
model, consultancy will be a big revenue earner." 
Another area to be tapped is Carbon trading and to 
act as a bundling organization for carbon trading. 
Power trading of excess quantities of small genera- 
tors also holds promise. 


The biggest change will come as Majumdar reiter- 
ates, is through "policy, policy and policy." IREDA has 
a lot of feedback and information on what would drive 
the sector. Briefing the Ministry on these changes in 
India and abroad should provide impetus for future 
growth. 


Majumdar concludes saying, “we have been a leader 
and we would continue to be a leader. Think ahead, 
act ahead e get others to follow, is 
believe in.’ 
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Brands do get great mileage 
when placed in a movie. 
‘But if it disrupts creative 
expression, then it’s not on,’ 
says Ashutosh Gowariker 


MEERA SETH 
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ABIR Kohli watched the whole episode with 
rapt attention. He had been sent the taped 
version of an episode of Jassi Jaisi Koi Nahin 
(JJKN) — the one where Jassi endorses 
Mercedes. Kabir wasn't sure if he was 
shocked or surprised. Calling his friend, 
Vidyut Kakkar, the ad agency man who 





had sent him the episode, Kabir said: “Jassi as brand endorser | 


i 





is not making sense. I thought she was the ordinary gal - 


with ordinary dreams. She does not even come across in 
profile as one who cares whether she has a car or not. I am 
totally confused." 

Said Vidyut: “Jassi is now undergoing an extreme 
makeover to become an ultra stylish, cool girl. So, all the 
brands are jumping on this transformation wagon wanting to 
be part of the makeover; but you are right — Mercedes does 
seem a little out of place — maybe their strategy is to dare the 
common man to dream big." But Kabir said: "Mercedes ne 
paisa diya hoga, nahin toh Jassi itna thodi baat karegi uske 
baare mein?” 

“Now we are talking,” said Vidyut. “Place four or five 
brands strategically in your film, isme khoob paisa hai, life ban 
jayegi!” Kabir, at 26, was turning film producer. His maiden 
film was about to go on the floors. His father, an eminent 
film producer, would only guide him, but he had said: “The 
decisions have to be yours. In this business, you learn alot and 
lose a lot. If you don't want to lose, go slow, think, evaluate, 
discuss, watch...” 

Kabir, who had grown up in the lap of the film industry, 
knew one thing: a lot of the old rules of the industry had 





changed and were still changing. Competition was one thing, 
but what was considered saleable at the box office was rapidly 
being redefined. Old formulas were in doubt. New formulas 
were yet undefined. Raising money for a medium budget film 
meant Rs 12 crore. His father would invest a small part, but 
wanted returns. Placing brands was so simple, he thought. 

Vidyut, who had been his senior in school, had been subtly 
prodding Kabir to place a few brands in his film. Kabir was not 
sure how this worked. He could not take silly risks. Knowing 
his dad, Kabir knew it was too early to ask for advice. He was 
meeting Armaan Chaudry, the man he had chosen to direct 
his film. Kabir decided he would tactically roll in the brand 
placement idea and check Armaans reaction. 

But when they metatlunch, Armaan was ina strangely po- 
etic mood. “You know what makes a film memorable?” he 
asked abruptly. “When you leave the theatre taking the char- 
acters with you. Take Swades; now that's a movie. And that's 


| thekind of movie you should be thinking about. You need to 


design your film sensibly, plan it well. Don't think about lavish 
sets, etc. Just open your mind to think detail. The detail should 
stun and grip... Swades' detail lay in its 5-6 very strong but 
very distinctive characters. Each one was real. Each one had to 
be there, each one had a story to tell. There would have been 
no Swades without even one of them. In isolation you could 
say, Melaram? Postmaster? Even the sarpanch, I was amazed 
how keenly his character was defined. He was not exaggerated 
into a demon, evil and disgusting. He was the basic power fig- 
ure that operates in villages. Can you think of any other film, 


.save Lagaan, where you had 4-5 very solid characters who 


supported the hero, yet, repeat yet, the hero would not be able 
to tell his story without them? Finally, the hero was the melting 
pot of those characters. That film was like reading a book — 
deliberate but not slow; it was virtual poetry! 

“Kabir, that's the kind of film you should make. Now how 
are films like that made? Not with a formula that says four 
songs, one romance, one comic relief and one demonic char- 
acter. In fact, I even feel there was no story in the sense of a 
story in Swades. It was just a slice of life. In that slice, there is no 
beginning, no ending, no heightened excitement, no depress- 
ing lows. Any slice of life has fine shades of every emotion. 
What the director did was show that slice of Mohan Bhargava's 
life while subtly also saying: 'Oh butlook, what is Mohan Bhar- 
gavas pursuit at all without the subtle impressions of 
Melaram, the quiet dignity of the postmaster, the mouse like 
character of the sarpanch and the young boy with new born 
dreams....’ The girl was the romantic interlude, but she was 
also the sutradhar who put into words what the collective 
minds were saying, thinking, feeling, ideating. Subtle? That's 
serious cinema. And what was Mohan Bhargava if not a col- 
lective expression of the rebellion of the sarpanch, the flighty 
ambitions of Melaram, the idealistic visionary post master 
and the innocent perception of the young boy? Such craft, 
such art... Mohan Bhargava, the character, is made up of all 
these people. Yet, see, if we saw them in one Mohan Bhargava 
we would say, hmmm, very elegantly managed individual. But 
when we see Melarams flighty dreams we cringe, we get frus- 
trated over the postmaster's slowness, we look at the little boy 
and say: ‘What is his future?’ Yet, weren't each of those conflicts 
present in the endearing Bhargava?" 
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Kabir looked at Armaan, his chosen director. Armaan had 
been an assistant to Kabir's father and his dad had said: ‘Now 
that is one guy I will work with blindly.' This was Kabir's first 
film production. Like others his age who came with a pedi- 
gree, Kabir dreamt of his first film rocketing him onto the top 
ofthe charts. All that needed big money! But now after hearing 
this passionate monologue he wasn't sure what to say any- 
more. “Yaar, picture banana hai...’ he said at last. And Armaan 
said, ‘No, picture nahi banana hai tumhe, you need to make 
an expression of serious cinema. Gone are the days when the 
viewer bought a soppy love story wrapped in songs. Today 
Kabir, poora situation change ho gaya hai. The expectation 
from the film industry is enormous. The songs and lyrics just 
support the storyline, but its absence does nothing to the 
story's impact. 

"Today's consumer wants respect, wants to know how re- 
ally you have understood his life and its predicaments. Yes he 
wants entertainment too, but believe me, he does not want 
only entertainment. He wants to be challenged. And if he is 
coming to watch your film, it's because he expects that some- 
where, you are smarter than him. Somewhere you will tear 
open his heart and scrape out a tissue of emotion which he 
didn't know existed. If entertainment is all he wants he can 
turn on the TV set. There is alot of escapism there. Today's cin- 
ema, the kind that Ashutosh Gowariker makes, the kind that 
Farhan Akhtar makes, these are the movies of the thinking 
feeling Indian. The Indian consumer who wants to be taken 
seriously, who wants to see on screen a sensible India." 


IDYUT, who had joined them while Armaan was 

talking, now said: "I agree the viewer wants some 

reality, but too much reality does not entertain. If 

not, why else would a consumer go for the huge 
dreams painted in ads? Why does he believe that drinking 
liquor makes him a real man? Imagery. We all live through the 
images; we drink Pepsi for that illusion of freedom; consumers 
watch and seek to emulate their dream image. He wants to es- 
cape dull reality!" 

Armaan smiled: "You use imagery because that is the only 
way unreal products can sell. For me, a film cannot be too fan- 
tastic. It has to be close to life. You talk of a consumer. I have 
studied them closely — in buses, trains and Honda Cities. That 
consumer has evolved and this is the point you are missing. 
Consumers don' change; they evolve. Change is too drastic 
and only imagery can cause change. Reality, if presented and 
portrayed well, causes evolution. Ads happen, but the con- 
sumer still makes his choice, na? Choice is a function of an 
evolved mind, a mind that has sublimated lower values 
through experience and understanding. Such a consumer can 
equally watch a Mujhse Shaadi Karogi and a Swades. But ask 
him which one he took back with him!" 

Before Kabir could say anything, Armaan continued: “OK, 


let me take you to your own turf. You have ads that make alot | 


of noise and sell cola. And you have quiet ads that simply tell 
you about dental care. In which category does the consumer 
apply thought while buying? For which category do you say 
thanda do! and for which one do you ask by brand name?" 
Naturally, when Kabir mentioned brand placements, Ar- 
maan quailed: "No, no, no, it takes away continuity, takes away 











spontaneity from my actors." Vidyut tried to appeal, but Ar- 
maan was firm. "Would you like it if I said: 'In that TVC for 
the cola, make sure that the poster of my film Kitni 
Door appears for eight seconds? Same thing, na? 
Neither is adding value to the other. Why create 
clutter? You have 60 seconds to make an 
advertising appeal, I have my three hours 
to make human appeal. Mix nahi 
karna!” But seeing the lost look on 
Kabirs face, Armaan said: "OK, 
since we were talking Swades, let 
us meet Gowariker and ask him 
what he feels." 

The next day, at Ashutosh's 
office, Kabir began: "My fi- 
nancial advisor firmly be- 
lieves that it is foolish to re- 
ject brand placements 
because there is so much 
money in it. But Armaan is 
reluctant; he finds it an in- 
trusion, and feels it puts a 
brake on the creative flow." 

Smiling, Ashutosh said: 
"Classic dilemma of all film 
makers! What is important is 
how smoothly it fits into a story. 
Youth-oriented romantic come- 
dies lend themselves to brands. 
But when a brand intrudes into a 
dramatic scene it takes away and dis- 
rupts the flow of emotion, and the 
brand works like a commercial break on 
the viewer's mind. I even go to the extent of 
excluding from every frame any written matter 
like an ad or hoarding. The viewer, after years of his 
reflexes being 'trained' to respond to the appearance of 
a hoarding with ‘now read it’, tends to lose touch with the 
emotion flow and instead starts reading the ad. You should 
think of yourself as the audience and see how to keep the 
viewer pinned to the story. Then like me, you too will find that 
any written text or brand causes distraction." 

"But there were so many brands in Swades,” said Kabir. “I 
was not distracted... how come?" 

Said Ashutosh: "The trick lies in being natural. My charac- 
ter Mohan Bhargava, being US bred, is naturally product and 
brand-driven. His whole life is governed by products: deos, 
colas, laptops, mineral water, etc. They are part of his life and, 
hence, a part of the film. But if they had been ‘placed’ there, 
they would appear ‘forced’. That would stilt his performance, 




















. and two, they would ‘become’ a part of the film — I would be 


under contractual direction to do close ups at random points 
in the story. In that scenario you would see Fa the brand, Marl- 
boro the brand — and not a deo, or a packet of cigarettes as 
Mohans accessories. See what I mean? Deliberate placing of a 
brand strains creative expression. 

“Had I ‘placed’ the ads, then there would be contracts, then 
'our product should be on screen for a minimum of 80 sec- 
onds, and this is the kind of prominence it should get’. Yes, 
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from the advertiser' point of view, it is legitimate. But from my 
point of view, I do not want my cinematic grammar to be 
dictated by these external forces. 

"Both Lagaan and Swades were, for me, an inner expres- 
sion. And I found expression because of the quality of the 
audience. And this is what you need to watch for keenly. 
Today, the triggerfor excellent cinema is there. Equally, there is 
huge distraction from these external forces that draw you 
away from creative expression towards cost management. As 
a film maker I feel you should first focus on the film's evolution 
and create a stunning creative expression — then go look at 
profit, costs, etc. 

"In India, films are a huge medium, so brands will seek en- 
try. Butthen every product is a brand and has four to five rivals. 
It is difficult to be natural without being brand conscious. 
Whereas in the 70s, when a Rajesh Khanna walked into a col- 
lege canteen and said ‘Bearer! Ek Coca Cola aur ek Fanta!’ we 
neverthought: Ahh, there is a Coca Cola and Fanta advertising 
situation.' Because it was natural for the hero, in a romantic 
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, mood, to order soft drinks and sing a song. Likewise, in 

















Swades, | allowed the products to simply be! When you saw a 
laptop — it happened to be a Mac. Or when he gets a mail, it 
happened to be from Fedex; there was no deliberate close-up, 
focus or commercial intention. Nothing was played up. Yeh 
life hai, along with humans, products coexist, period." 
Soakingin the words enthusiastically, Kabir said: "Sir, mine 
is goingto be a youthful musical. For me, right now, brands are 
just a financial method, nothing more. Yet, can it be done cre- 


_ atively too, without compromising on creativity?" 


“Why not?” said Ashutosh. “You need to use intelligence 
and ingenuity; innovate and ideate the placements, whereby 
they get their positioning, and yet it does not affect your story 
flow. It has to both relate as a brand to consumers and as a 
generic product to other viewers. You can’t simply place 
brands; it's a different art for me. You can't say, ‘I am making a 
film, chalo Coca Cola daalte hain, paise mil jayenge’. If such a 
huge productis being placed, according to me, it's bad promo- 
tion for the brand if not placed well. Say it is a romantic scene; 


| the boy is about to propose to the girl. And just at that mo- 


ment, in comes a soft drink. I am so carried away by the ro- 
mance, when the product comes in I groan ‘Oh God!’ I don't 
want to see a brand coming in there. 

" Trouble is, the advertiser does not see it that way. He 
should be asking, where is the product coming, why is it com- 
ing, how is it being positioned in the film. If it is a bike, the ad- 
vertiser should know, is the hero going to rescue the heroine 
using the bike or is the bike going to be part of an accident? 
The film maker might even readily agree to place a brand for 
financial gains. He will say, 'Kuch karte hain, kuch thod nikalte 
hain, kuch situation banate hain, kahin fit kar dete hain. It 
should not be about ‘fitting’ the brand, but going beyond the 
contract. But as a film maker, you should not compromise on 
your creativity. 


RANDS are integral to human society. So be natural 
about it. Film making is very evolved and intense to- 
day. So how do you remain natural and not con- 
scious that ‘this is Coke and not ‘this is a cola’? We see 


, anartful placement of a brand in Mission Impossible where 


Tom Cruise comes down all the way from the top in the heist. 
He is hanging upside down and he is supposed to open a par- 
ticular combination lock and he does that with the use of a 
laptop. He pops open the laptop and you see the Mac symbol 
and Tom Cruise doing the task. It was a well thought-out 
placement which was followed up with a print ad. Likewise, 
after Swades, Fedex released about 4-5 ads in which they used 
the train image where you see Sharukh, Melaram and a Fedex 
packet. It was done subtly but effectively." 

Armaan was intrigued: "But tell me, almost every product 
a person uses today is branded. While films will portray real 
life situations, a brand appearing, even unwittingly, can dis- 
tract, don't you think? The shoes will either show the Swoosh 
or the Adidas stripes... I just become very stifled by the aware- 
ness!" Ashutosh agreed: "Don't worry, I too had trouble with 
the mineral water which Shah Rukh uses in the film. Today, 
every mineral water is associated with a soft drink so I created 
my own brand, Aquarius, my star sign! If he is going to drink it 
so much, then I don't have to bother so much about it coming 
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into frame all the time. You don't want to see Aquafina, Bisleri 


| a inevery shot where he drinks. 


"Equally, some things you cannot get away from — espe- 


c. ially if they stand for a real life ethos and lifestyle. For exam- 


ple, there are two things which are quintessentially American: 
Marlboro and Coke. Mohan Bhargava smokes. I had to show 
Marlboro as a brand. Particularly in that closeup shot where 
he asks Geeta to hide it. For me, in the storyline, it was a prod- 
uct, Mohan Bhargava smokes, it had to be cigarettes. The 
brand was not critical, but because he is from the US, the ciga: 
rette had to be the essential American Marlboro. 

“Another similar situation was right at the start, where his 


answering machine is on and there is a Coke can on the scene. _ 


None of them were planned. Coke in an American house on 
any table is natural. Of course, my enthusiastic assistant 
whispered to me: "Sir, Shah Rukh Khan is Pepsi, maybe we 
should place Pepsi." But this is my point. The story is about 
Mohan Bhargava, not Shah Rukh Khan. The scene is based in 
the US,where Coke is the common brand. Any attempts to 
change it to Pepsi would draw greater attention to the link 
between Shah Rukh the model and the soft drink brand. 


It would have been far too contrived and that would bethe | 


exact point at which my story, my creative grammar, would 
have been sullied." 
"But Sir, we also saw a whole host of toiletries in his cara- 


van, Fa, Gillete, etc. Why didn't you think of changing those?" - 


asked Armaan. 

“I saw no need,” said Ashutosh. "What you saw were toi- 
letries, his way of life. People like Mohan Bhargava are made 
up of multiple brands. Those products in my film were an ex- 
pression of a way of life of an individual who has lived many 


years in a developed economy. So understand what the prod-- 


ucts are doing in the story line — they are speaking about a 
way of life. Equally, if I had created new names, even that 
would distract and I will tell you why. We have in our minds a 
stored picture of people from different cultures, and that pic- | 
ture has colours and shapes that give familiarity to the average 


American lifestyle. Like seeing a toothpaste in a bathroom. . 


You think of it as a toothpaste, not as Colgate. So if I get caught 
up with brand names, you the viewer get caught too." 

Kabir was amazed that so much thought went into a 
minute issue as brands and their impact on audiences. He 
asked: "Sir, when was the first time you experienced a brand 
placement being a speed breaker? Rather, did you?" 

"Brand placements have been there for a long time," said 
Ashutosh, “I have heard of the Topaz blade radio spot running 


in the background when the hero is shaving. That I think was | 
really subtle, really good. As for me, I had neither aversion nor | 


liking, though a lot of offers came in. While Rs 30 lakh is a big 
amount, and you may think I am foolish to reject it, | am also 
making a creative choice, don't forget. Film making is our ca- 
reer, Kabir, and comes with a certain ethos. According to me, 
brand placements is a very star-driven thing. If] make a movie 
with a star or with newcomers, in both cases brand place- 
ments can be made. When you have a Shah Rukh or Amitabh 


who are both so advertising-friendly, an advertiser would cer- _ 


tainly see an opportunity to place an ad. 
“As I said, there are ways, and ways of doing it right. All pro- 
ducers who believe in it should do it, all producers who do not 






believe in it should not do it. Neither one is wrong. 1 would do 


| itifIcould incorporate it into the film and if 7 had the creative 
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freedom to place it the way | want. It would givemea lotofkick 
if I could bringin a product; and showcase itina clever way. 
Subhash Ghai did it in Karz, with the HMV turntable. Itwas. 
done nicely and it was credible. And it did not intrude, it was 
subtle, quiet and elegant. It came at the right time in the right i 
place and it went away equally quietly and leftanimpact.” __ 

. Seeing their faces with various emotions flashing non- 
stop, Ashutosh grinned and said: "OK come, let us talk to a 
good marketer friend of mine and ask him what hethinksYou - 
need to examine both sides." Calling Dev Mathias, he intro- 
duced his guests and the issue at hand. : | 

Said Dev: "Asa marketer, I am not sure if I would recom- 





mend brand placement. I cannot measure the impact it. 
- would have on the brand. Generally, marketers talk of top of 


mind awareness (TOM) through product placement. I agree. 
that the TOM of the brand shoots up — people mention it - 


more, they recognise it... hence I would probably launch a 


brand through a popular TV soap. But for an. established 
brand to be placed... what is the real benefit? TU a 


“~~ UTthemoot question is: is my job asa marketer only 

to build TOM? Marketers are being deluded by this 

B phrase. The first marketing objective is to build 

a” awareness. But even there, I would rather have only 

my target segment be aware of my brand. My biggest driver is 

intention to purchase. Therefore, what is the intention to pur- 

chase among this ‘aware’ population? Marketers have totally 

got trapped into this awareness bit these days. Lam aware of 

Dove, Camay, ete., but I will go in for Rexona. How are mar- 
keters measuring purchase intent? - | 

^Media buying agencies come back to you and say that 
TOM scores have increased by 50 per cent after the Mercedes 
featured in Jassi. Does that mean if T go to buy a car I will buy 
the TOM brand, Mercedes, because I saw Jassi last night? Do 
we think the consumer is stupid? Marketers feel that the rub 
off effect is overpowering from popular actor to product. I 
think the actor and the product are in two differentrealms and 
operate by different principles. 

“I really don't care about TOM. How nud of that T OM is 
converting to sales? How can TOM be an indicator for my suc- 
cess? How can it be the only justification? Even salespeople 
say: Ad achcha chal raha hai...dealer khush hain. And this is 
touted by marketing as a major achievement. I think the final 


conversion to sales is what needs to be measured. So brand 


p iss 


placements? No value addition! 

Silence followed the click of the speaker. phone discon- 
necting. Ashutosh said to Kabir: “I liked the assurance with 
which he speaks of his business. That's the assurance with 


- which we need to feel for our business. Even 10 years ago, I 


may have felt differently, but today, film making is a serious ca- 
reer. Just take a look at some of the films today, examine why 
they leave a lasting i impression. Success lies in managing the 


details. No more glossing over. You know Kabir, this is finally 


about film making, and not about positioning a brand. This is 
more about the intricate nuances of film making and what 
goes into positioning a film in the minds of the viewer con- 
sumer. So don't miss the woods for the trees!” | m 
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Theauthor is theson of Javed Akhtar and 
Honey Irani; his debut film, Dil Chahta 
Hai won the National Award for best 
Hindi feature film. This was followed by 
Lakshya, a widely acclaimed film, and 
Gurinder Chadha’s Bride And Prejudice, 
for which he has co-written the lyrics. His 
third film will commence in the last 
quarter of 2005. 





HE biggest driver of change for 

Indian cinema in recent years 

has been the birth of multi- 

plexes. There is now an environ- 
ment for viewer choice, which has be- 
gun to reflect in a genre of movies 
unfolding that were erstwhile consid- 
ered commercially unviable. 

More than choice, the viewer also 
has the freedom to make that choice. 
Add to that the numerous windows to 
the world that the Internet and TV 
have opened up. Suddenly, a quan- 
tum leap seems to have been 
made in reaching out for better 
cinematic quality, better story 
lines, and more wordy films 
about essential feelings. 

The change that is being felt to- 
day is a function of the multiplex 
opportunity that has made it possi- 
ble for different genres of films to co- 
exist. This has increased the demand for 
more movies to be produced; hence, 
more smaller budget movies that con- 














centrate on content rather than the 
scale, or a phenomenal dance sequence 
or action sequences. 

Two films which have really done 
well this year exemplify audience evolu- 
tion: Black and Page 3. Black has no 
songs and is a very heavy drama film re- 
quiring a lot more audience attention; 
Page 3 is a low-budget film with no 
known stars, no hit songs or dances. It 
carried itself entirely on its story line and 
sequencing and racy narrative. So film 
making as a career is becoming very ex- 
citing for those who want to make seri- 
ous films as against formula films. 

It is also allowing for creative asser- 
tion and expression. What that has given 
other film makers who came in at the 
same time as me is the freedom to make 
that choice. And because these influ- 
encers have been completely different 
from those prevalent in earlier times, 
the space created for us is conducive for 
us to flourish as film makers. 

Every film maker, the more he 
works, comes to realise what his 
strengths and weaknesses are. I have 
done two films, Dil Chahta Hai (DCH) 
and Lakshya. After DCH, people were 
expecting a very similar film, but Lak- 
shya came as a shock, albeit a pleasant 
one, because at heart they did not want 
another very similar film from me. 
That's audience evolution. 

In essence, it confirmed to me my 
ability to have my own voice and deliver. 
That is the realisation of my potential 
and expression that I have come to actu- 
alise. And it is good to be in a business 
or career where you can express as 
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you actualise! 

Being able to put it into expression 
sums up the feeling of achievement in 
this profession. Not just thinking, but 
being able to express. 

Having said that, let us examine 
brand placements (BP). Very simply, it 
needs to be done intelligently, if at all. 
The minute a brand is forced into a film, 
you can see it disturbs, distracts and dis- 
orients. For most people, putting a 
brand into a film, tucking it into a script, 
has nothing to do with making the 
brand work or visible; it is simple and 
straight money. For those who view this 
as an opportunity to showcase a brand 
because lakhs of people will see it — 
who want to place a can of cola here, or 
'put a hoarding of my cement in that 
fight sequence' — for them, too, it is 
money. People who are working on 
slender budgets are in need of money, 
no doubt, and they go in for it. For them, 
it does not matter stopping the film to 
show a can being opened. 

The question of BP as a creative 
choice comes where the film maker 
has the choice to not use it. Some film 
makers really have no choice; funds 
from BP are funds that they do not have 
otherwise. So it may appear lucrative. 
But rejecting BP is a ‘creative choice 
only for those who are in a position to 
say no to money. 

So is a big thing being made about 
BP? To understand that, one needs to 
get into what goes into film making. The 
very fundamental ingredients are the 
story, the actor and the narrative. Now 
take a scene where the actor is to work 
on a laptop. You can put any computer 
there and shoot, it does not matter. The 
producer will say, why don't we speak to 
Compaq or IBM, and we can get some 
money and then we can show the 
viewer that, hey, see, Shah Rukh 

Khan uses IBM. 

Now, the reality is that Shah 
Rukh Khan uses a Mac in real life, 
he is a Mac junky. If I put a PC 
there, he is going to be extremely 
uncomfortable. So I say no, give 

him a Mac. Now the producer 

says, ah good, so let's get Mac to 

flow in some money. After all, SRK is 
going to be shown using a Mac. 

Iam happy that SRK uses a Mac, and 
my producer will make some money, 
and I don't have to ask SRK to use what 
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~ heis not used to. Ifit was another brand 
8 ora PC, I know that once I put him on 
the new computer, he will stop ‘being’ 
and start ‘acting’. That will, in turn, 
make me uncomfortable because 
my actor is no more spontaneous, 
his expressions will be stilted. 

For me, in DCH and Lakshya, 
it has been very important that 
my actors are truly who they 
portray and do not have to don 
masks of different personalities. 
Please understand, who they are 
in real life is what reflects in their 
roles. I cast people who are closest to 
the characters I have written. The rea- 
son I use certain actors for certain roles 
is because I recognise in them my 
scripted characters. As a film maker, 
that is very critical for me. There is no 
black-and-white divide between role 
and reality. It's not as if the actor 
switches off being himself and starts 
being the scripted personality. 

You may wonder what this has got to 
do with BP You exact an excellent per- 
formance from an actor only when he is 
being who he really is. As a viewer, one 
may say, ‘Oh, great acting, but truth is he 
is simply being himself. This is the point 
which marketers fail to realise, that plac- 


ing a brand bang in the middle of a | 


script where there is a flow of expres- 


sion, of attitude, ofemotion — what that 


brand does is sledgehammer the entire 
process. It's a major interruption, where 
the actor stops being who he is and then 
has to become a brand endorser be- 
cause he has to accommodate the 
brand. I repeat, this happens when it is 
done unintelligently. This is the reason 
why serious film makers are willing to 


tudy analysis 1 - 
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see, if you are comfortable in the 
understanding that a can of cola lying 
in the background on a table and its 
presence there implies that this actor 
drinks it, that is alot more intelligent 
brand placement than wanting the 
actor to pick it up and say: "Oh, I 
love this drink." 

In Lakshya, one of the oppor- 
tunities to place brands was for a 
lip balm which Preity's character 
uses. But both the producer and I 

felt it would be extremely distract- 
ing to have the camera focus on her 
using the lip balm. From a film 
maker's viewpoint, focusing on her 
applying lip balm does not take the 
story forward in any way. From Preity's 
characters viewpoint, who does not 
draw attention to her act when she 
normally applies lip balm, it will now 
have to be unnatural. From a creative 
viewpoint, when one applies lip balm, 
life does not freeze. From the con- 
sumers viewpoint, it is natural for peo- 
ple to apply lip balm, but it is not natural 
for you to be thinking about what brand 
she is using! Also, suddenly it also be- 
comes ‘Preity is using Ponds lip balm, 
and not the character. 

BP is a good opportunity for sublim- 
inal advertising as against ‘in your face’ 
| advertising. This is more for brand man- 
, agers to think about than for film make- 
| rs. A lot of film makers will go with it, but 
| thebrand managers will want a certain 
| audio and a visibility for their brand. If 
| thatistheattention and showcasing you 
| 
| 













compromise on economics in orderto | 
rescue the cinematic brilliance. 

The minute you plug in something | 
that a character would not naturally do, 
the actor switches to an endorsement 
mode: ‘I am supposed to pick up the 
brand and do something with it.' It's not 
| anatural flow of the scene, and it is not 
what he would naturally do, too. For ex- 
ample, when SRK picks up a cola to 
drink, he will not say: "Ah, the feel of a 
chilled cola!” If the brand company is | 
willing to have it being on the scene 
without wanting the intervention of the 
actor, and whoever spots it spots it, 
then no problem. But then, that is not 
howit happens. 

Placing a brand goes with a deal; so 
camera has to focus, brand shot comes 
into full screen, and actor has to mouth 
brand-specific words or enact brand- 
specific acts — which are not what 
he would do in a natural situation. 5o 














want for the brand, without flowing 
with the film's creative need, then really, 
they don't need to be in the film. They 


may as well make an ad film. E 
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Evolving 





es 


The author is former CEO and chief cre- 
ative officer of Bates Advertising agency, 
a published author (Halfway Up The 
Mountain), co-founder of chlorophyll 
brand consultancy, as well as a creative 
and marketing consultant to a bilingual 
feature film on spirituality. 


RMAAN, Vidyut, Kabir, 

Ashutosh and Dev are like fin- 

gers pointing to the moon. 

They appear to be discussing 
films, advertising and brands — sub- 
jects that are seemingly subsets of the 
larger world of business and economics. 
But their discussions point to very fun- 
damental questions. What is the role of 
films and art in human life? Is film 
making art or commerce? Do con- 
sumers evolve? 

Armaan says: "Choice is a function 
of an evolved consumer... Ask what he 
takes back with him." What, indeed, do 
human beings, want to 'take back from 
art? If we followed Armaan' argument 
to its logical conclusion, we would reach 
aheaven of'meaning, where all art is de- 
voted to the pursuit of meaning and all 
consumers are in pursuit of that pursuit. 

Here is an outsider's point of view. 

Here's Ananda Coomaraswamy in 
The Dance Of Shiva: "The life of men 
may be regarded as constituting a 
curve... the outward movement of this 
curve is characterised by self-asser- 








tion... the inward movement is charac- 
terised by self-realisation... affirmation 
and denial... will and will-surrender." 

So even though Armaan talks of a 
society of evolved consumers, in reality 
there isn't any. Society is most likely to 
be constituted of levels of evolution. 
There will be some human beings on 
the outward path, some on the inward. 
In fact, most of the time, we are busy 
pursuing both. 

All ofus need to balance the outward 
with the inward. And some form of art 
will help us get away from ourselves, 
while some will help us return. 

Armaan believes the evolved con- 
sumer ‘takes away’ only the meaningful. 
Not necessarily. PG. Wodehouse does 
not drive us towards introversion, but 
even 'evolved' readers remember his 
chapters by heart. That's because his 
craftsmanship is impossible to forget. 

In cinema, who will look down upon 
the creative energy and craftsmanship 
of Groucho Marx's A Day at the Races? 
Only an anal-retentive puritan who be- 
lieves laughter is sin! Grouchos film is 
not less than any of Tarkovsky's cre- 
ations, but its intention is different. 
Tarkovsky's intention was to use the 
camera as a tool of meditation to study 
the universe. Grouchos was to laugh at 
the universe. 

Just as the consumer has a choice, 
the film maker as a creator also has a 
choice: she can create according to her 
sva-dharma. If she enjoys creating films 
that entertain, so be it. If she enjoys 
creating films that make you introspect, 
so be it. 

Finally, when it comes to the com- 
merce of cinema, if you don't have 
money, you can make neither ‘mean- 
ingful' nor 'entertaining' cinema. His- 
torically, art needed the largesse of roy- 
alty to flourish. If you rely on a financier, 
then obviously, the financier is looking 
for returns. 

Next comes the issue of placing 
brands in films from the viewpoint of 
the marketer. What is really the objec- 
tive? Here's another quote: "Branded 
entertainment involves embedding 
advertising inside the content of tel- 
evision and radio programmes and 
movies by placing products in impor- 
tant scenes or making brands intrinsic 
elements of plot lines.... The goal of 
such ploys... is to regain the attention 
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of consumers who have the ability to 
avoid advertising...” 

Simple, isn't it? If you have a brand 
whose advertising ROI is diminishing 
because its advertising has become a 
blind spot, well, branded entertainment 
is one of the ways out. Incidentally, the 
total spending on this kind of ‘advertis- 
ing’ in the mature US ad market is about 
$4.25 billion! Yet, it is in a nascent stage. 
It is hard to gauge its effectiveness in 
some cases, while in others, the results 
have been spectacular. 

Dev says: “I really don't care about 
TOM. How much of that TOM is con- 
verting to sales?” Apparently, in some 
cases, branded entertainment does 
convert into spectacular sales. Perfect- 
Match.com, a dating service, in one 
hour of exposure on a TV show, pulled 
200,000 new members to its service 
in one day! 

Are there brands in India that have 
outgrown the consumers interest? If so, 
they need to use branded entertain- 
ment, but the rule is simple. The place- 
ment of the brand in the film orTV serial 
has to be contextually correct. Jassi 
showing off her new Benz is a crude de- 
vice... it fits nowhere. Jassi is part of a 
middle-class milieu and the Benz isn't. 
Mohan Bhargava smoking Marlboro is 
contextually correct — he has returned 
from the US. And in the US, Marlboro is 
the definitive brand. 

So now we come full circle. Should 
the film maker encourage product 
placement? As we have realised by now, 
he should only if it helps his sva- 
dharma. Is he making a film to enter- 
tain? Or a film that leads to introspec- 
tion? The BMW being used in the James 
Bond film is contextually correct: The 
consumer is watching a Bond movie to 
get mesmerised by high-tech gadgets, 
one of them being the BMW. But if you 
are making a Devrai or a Hazaar 
Chaurasi Ki Maa, you would be killing 
the spirit of the film if you occasionally 
focused on a branded fruit juice or a 
branded T-shirt. What you gain in terms 
of fees for such a display is much less 
than what you lose. 

Fingers pointing to the moon. That's 
what we are dealing with. Films are in the 
cusp of art and commerce. Advertising’s 
sole aim is commercial. When the two 
meet, it is the artist behind the film who 
must decidewhatshouldbedone. E 
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Outlook Money fetes the best performers in the 
personal finance space in 2004 


Value-creating Companies 
The winners are 
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Wealth-creating Mutual Funds 
The winners are 


Best fund house (overall) .......................... Franklin Templeton 
Best fund house (equity) ...........................- Franklin Templeton 
Best fund house (debt) .............................. Franklin Templeton 
Best Banks 

The winners are 

Publio SEPlar" ac c aaa A aie ree conss aoe State Bank of India 
Privata sachar 4c. 5 LU Wesepierr ien reyes ICICI Bank 


Best Life Insurer 
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[he Outlook Money Hall of Fame 
The House of Tatas (in the ‘Corporate’ category) 
Deepak Parekh, Chairman, HDFC 
(in the ‘Individual’ category) 
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1. SBI CMD A.K. Purwar-Chaiman of the Jury 2. Book Launch — 
The Layman’s Guid To Wealth Creation by S. B. Mathur — 
Administrator SU—UTI. 3. Editor-in —Chief, Outlook Group, Vinod 
Mehta along with K.V. Kamath and S. B. Mathur — Administrator 
SU-UTI. 4. HDFC Chairman Deepak Parekh 5. PNB CMD S.S. 
Kohli. 6. ICICI Bank CMD K.V. Kamath 7. Tata Group Finance 
Director Ishaat Hussain 8. Birla Sun Life CEO S.V. Prasad 9. PNB 
CMD S.S. Kohli. 10. From left to right Vinod Mehta along with 
Commerce and Industry Minister Kamal Nath - the Chief Guest, 
Chairman of Outlook Group — Rajan Raheja and SBI CMD A.K. 
Purwar seated on the stage. 11. Computer Associates MD India & 
SAARC Ninad Karpe 12. HDFC MD Keki Mistry 13. The Jury 
Meeting 14. From left to right Vinod Mehta along with Commerce 
and Industry Minister Kamal Nath — Chief Guest, Chairman of 
Outlook Group — Rajan Raheja and Publisher Outlook Group — 
Meheshwer Peri 15. Commerce and Industry Minister Kamal Nath, 
the Chief Guest 16. Franklin Templeton President Ravi Malhotra 
17. SBI CMD A.K. Purwar Chaiman 
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The Nokia 7710 isa 
smartphone, rich in 
features even without 
the visual radio. Nokia 
believes the visual radio | 
technology will redefine 
the FM experience on 






In the mood for 
the mode 


TUCK happily somewhere in bet- 
ween radio and TV is a new concept 
called 'visual radio. At least that's 
what Nokia, whose brainchild this is, 
likes to call it. Whatever you like to 
call it, it's a very interactive radio on your hand- 
set. What you get is FM on steroids: real-time 
interactivity and services that will add to the 
whole FM experience. Of course, it happens to 
be my own personal and fervent hope that FM 
will do its bitto improve the FM experience, but 
that's another story. 

Visual radio works by letting broadcasters 
create and publish interactive visual content to 
go with what they're broadcasting. Where it 
goes is onto visual radio-enabled handsets. 
That would have to mean over GPRS (General 
Packet Radio Service). While you're listening to 
FM radio, your music remains undisturbed (un- 
less, of course, you have one of those annoying 
radio jockeys inebriated on the sound of his 
own voice). But while listening, you can also use 
awhole host of value added services that the FM 
channels dish out. You hear a song you like and 
want its ring tone? You got it. Or even the video. 
You come across a song you liked but can't re- 
member where it's from? You can get informa- 
tion about it, including more on the artiste, 
when and where the band is touring — and if it's 
anywhere near, you can buy tickets. You can in- 
teract with the RJ, take part in contests, send in 
comments, and whatever else the radio station 
cares to build into complement its programme. 

Where it gets closer to TV is when you see 
graphics along with your FM listening. So, you 
can view weather maps and graphs with 
weather forecasts, pictures when youre getting 
news, and so on. You can even join into a talk 
show and catch up on what has been 
discussed with recap informa- 

tion. In short, it's a busy life. 
You can turn visual radio off 
and just listen to regular FM. 
And you pay for whatever in- 
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also get ads related to the specific content 
you're demanding. 

The visual radio technology will eventually 
be made available to other handset makers. 
Right now, Nokias visual radio enabled phones 
are the 7710, 3230 and the 62301. The 7710 is a 
smartphone, rich in features even without the 
visual radio. Its face is an entire widescreen; lots 
of place for the results of its megapixel camera, 
videos and the visual radio graphics and infor- 
mation synchronising with your FM experi- 
ence. For all this, you have 90 MB of internal 
memory (plus 128 MB on an extra memory 
card). That's enough for up to 800 photos. 

You have the usual phone essentials and 
document, spreadsheet, presentation viewers, 
and an HTML browser that supports Flash 6. It 
lets you download plug-ins as you need them, 
and you can get your email. The Nokia 7710 is 
also a tri-band phone with pen input, hand- 
writing recognition and a music player. It takes 
Web logging. The mob-log client lets the user 
publish on the Web, posting pictures and text. 
The 3230 is a more regular phone for those who 
don't want to be bothered with all the pen input 
and large screen. Nokia considers it to be its 
smartphone for the masses. The 6230i is the 
more pocketable of the visual radio phones. 

H-P partners Nokia to host and manage the 
visual radio service (including the software 
platform and servers), marketing it to service 
providers, radio channels and advertisers, and 
taking care of installation, integration, etc. 

Nokia hopes visual radio will redefine the 
FM experience on mobiles with a solution to 
keep everyone happy. Radio channels get to 
bring their programming alive with interactiv- 
ity. That also means enhanced revenue from 
selling digital content, advertising and so on. 
The advertisers should be happy because they 
can get immediate response to finely targeted 
messages. The mobile operators will have in- 
creased traffic, the handset makers can sell the 
next generation of mobiles — and you can de- 


formation you ask for. You will | velopanewrelationship with your FM radio! Bi 


Insurance as an investment tool 


Should one risk investing in Unit Linked Funds for 
life insurance products? Is it not a better idea to re- 
strict such investments to mutual fund companies 
only? 

One of the key advantages of buying units within 
an insurance policy rather than buying units from 
a mutual fund is that insurance provides a life 
cover in the unfortunate event of death. Moreo- 
ver, it is also tax efficient, as life insurance will 
allow tax savings of up to 30% depending on the 
income bracket of an individual, as per the recent 
proposal of 1 lakh exemption in the Union Budget. 
Most mutual funds require lump sum investments 
while insurance permits access through more man- 
ageable regular premium payments. Investors 
wanting to minimise their risk can invest in a 
Unitised with Profit Fund. The Unitised With Profit 
Fund is designed to provide you a capital guaran- 
tee on the investment portion of your premiums at 
the selected date of maturity. The money is in- 
vested in a range of assets, predominantly in highly 
secure fixed income securities that provide solid 
returns without exposing investors to undue risk. 
Investing in Unit linked products is a cheaper 
option for medium to long-term investments. Glo- 
bally, ULIPs are more popular as they are more 
transparent and flexible. 


If I decide to invest in a Unit Linked fund, do I have 
a say in the investment pattern of my money or is 
that solely the prerogative of the fund manager? 


Most companies offer multiple funds and depend- 
ing on the policy Terms and Conditions one may or 
may not have a say in the investment pattern. 
Aviva, for example, has three fund options: Growth, 
Secure and Balanced Fund. The advantages 
of having fund options are that a person has the 
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flexibility to 
choose the fund 
depending on 
his risk appe- 
tite. Further, 
with changing 
needs the in- 
vestment in 
funds can be al- 
tered. For ex- 
ample young 
individuals will- 
ing to take 
some risk can 
invest in the 
Growth Fund 
and maximise 
their investment potential. Over a period of time 
when the fund has grown significantly and the per- 
son is nearing retirement and he seeks a secure 
capital base, he can switch the money to the Se- 
cure Fund where the downside risks are limited. 
The customer can decide which Funds his money 
should be invested in. He can also decide to switch 
between funds. Within a fund, the fund manager 
decides on the composition of the portfolio. 





Stuart Purdy, MD, Aviva Life Insurance, India 


For various funds insurance companies declare 
their investment policy in sales literature. The in- 
vestment policy normally includes the minimum 
and maximum exposure in various asset classes 
such as equities, Government securities and Cor- 
porate bonds/debentures. The insurance compa- 
nies will have to invest within those limits and other 
conditions given in their investment policy. They 
cannot modify conditions for existing policy 
holders until and unless the policyholders approve 
such modifications. 
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Subroto Bagchi ends the 
two-part series by looking 














at the leadership styles of 
Azim Premji & Ashok Soota 


ANAGERS who are requi- 
red to work for very senior 
people in organisations 
cannot be in awe of their 
bosses if they want to be 
effective. While I joined 
Azim Premji’s office as corporate vice- 
president of ‘Mission: Quality’, and got 
used to working with him, it took me a 
while to drop the awe I had for him as 
chairman ofWipro. 

Wehadstarted offon the wrong foot. 
In hindsight, it was my immaturity that 
was the problem. On my appointment, I 
realised I had no experience of handling 
quality and so asked Mr Premji: “Why 
me?” He said he wanted a line manager 
to handle the assignment and not a 
quality expert. He wanted someone 
with a “sense of history”. For jobs that 
need large-scale change management, 
you don't need just competent people, 
but people with a sense of history. They 
understand the challenges, the existen- 
tial issues, the larger purpose — this is 








seldom understood by people who staff 
up assignments which need large-scale 
change management. 

"Sense of history" can be a beautiful, 
powerful and uplifting thought! But I 
was completely at sea: I had to produce 
a roadmap within days of taking charge, 
before which I needed to understand 
the concept of Quality itself. Mr Premji 
would call every week to ask about the 


roadmap. Each time, I would repeat the | 


story that I wanted to understand from 
other companies how they had done it, 
read books, meet consultants in the 
field, get a feel about it— and then come 


out with a roadmap. I could not give a | 


time frame. When Mr Premji pushed me 
hard one day, I lost my cool and told him 
that he would either have to wait for me 
to make the roadmap or, if he knew it 
himself, to give me one which I would 
execute. Mr Premji remained unruffled 
and simply said: "My job is to push you 
till you find your own limit. When you 
do, you have to push back." The role of 
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leadership is to create the stretch and 
push people to find their own limits. 

From Mr Premji, I learnt the power 
of simplicity and forthrightness. His 
simplicity is visible in the way he writes, 
speaks, dresses, the food he eats and the 
way he addresses issues. One would 
never have to wonder what's on his 
mind because he speaks his mind with- 
out any fuzz factor. Adopting simplicity 
in thinking, communication and strat- 
egy is often the most difficult task. Man- 
agers tend to think that something 
overtly simple is not impressive. But the 
more we dress up our thoughts and be- 
haviour, the more difficult we become 
for people to understand. And the lesser 
theunderstanding, the higher the inabi- 
lity to follow a leader. 

Mr Premji has his own brand of hu- 
mour, which is a very important quality 
in a leader. Once, when I was driving 
him to a meeting in California, he had 
me miffed about an issue. We were dri- 
ving on Highway 101, and my car made 











a rumbling sound over a particular 
patch. I was familiar with the road and 
knew this to be normal. Responding to 
the sudden rumbling, Mr Premji asked 

e: "Subroto, do you have a flat?" I 
quipped: "No, I live in an apartment." 
He ignored the statement. 

[went on to lose my way on the high- 
way, but managed to get him to a crucial 
meeting at the Sun campus on time. | 
was Overcome with embarrassment. He 
said nothing. After the meeting, we 
drove to another meeting at Tandem 
Computers. When he arrived there, the 
president of Tandem spoke at length 
about the great vision with which Mr 


Premji was building Wipro. Mr Premji | 


later observed: “Yes, we have great vi- 
sion, but we sometimes lose our way.” 
The greatness of leadership is in sur- 
rounding oneself with a top performing 
team — the better the team, the higher 
the idiosyncrasy of the people in it. In 
the top management of Wipro, there 
was a leader whose pastime was to 
openly, often virulently, criticise Mr Pre- 
mji. Sometimes it got out of hand, but 
Mr Premji used to be unruffled about it. 


ted to. One day, I asked Mr Premji why 
he put up with such behaviour, to which 
he replied that leaders must be comfor- 
table with idiosyncratic people. Many 
high performers have their own quirks. 
Our job is to focus on what they deliver, 
not what their quirks are. Competence 
to do the job has to be far ahead of per- 
sonal reverence. 

From him, I also learnt how business 
can be conducted with the highest stan- 
dards of integrity. The average Wipro 
person sleeps well because the system 
does not expect him to do anything un- 
ethical to source or execute business. In 
fact, he can walk out of a deal if it is con- 
tingent upon such behaviour. To Mr 
Premji, black is black and white is white. 

My final lesson from him was on my 
last day at Wipro. He wanted me to re- 
main with the company. I told him: “But 
Mr Premji, we are very different people. 
We think very differently." He replied: 
"Thatis the reason we should work to- 
gether." When we look for people aro- 
und us, we tend to look for sameness. It 
is so much more comfortable. But pro- 
gress requires intelligent friction: con- 
structive opposition, points and healthy 





counterpoints. The job of leaders is to | 
build high personal comfort with con- | 


trarians who think differently, create al- 
ternative points of view, and have the 
power to question the state of things. 


N my ten years at Wipro, I had never 


LEADERSHIP 


changed. The market had opened up 
and everyday a new multinational was 
opening shop. Around that time, I was 
blown away by a job offer from an air- 
craft engine company that offered me 


_ nine times what Wipro was paying me. | 


had the opportunity to work for Ashok | 
Soota. When the time did come, he had : 
| Sol told Dr Sridhar Mitta, the chief tech- 


sent me off to work for Mr Premji. The 
golden opportunity came when we co- 
founded MindTree and, through it, I fi- 
nally came to report to Ashok Soota. The 
relationship between Ashok and the 
people who have worked for him is diffi- 
cult to describe. In business, you come 
across leaders who are more left-brained 


| ormoreright-brained. Ashok is the most 


told myself that the money would be 
enough for me to retire at 40 — a stupid 
goal many tend to set in their mid-30s. 


nology officer, that I was leaving. He was 
sad about it and, later, asked me to see 
Ashok for breakfast the next day. 

I went to see Ashok with a well- 


_ rehearsed set of answers for every possi- 


balanced person I have come across be- | 


| tween the two — he represents the bal- 


ance between process and empathy. 
While data speaks to him, he also listens 
to empathy. 

My interactions with Ashok have 
taken place over nearly two decades. Of 


this, he has written my appraisal for the | 


last six years at MindTree. I have learnt 


_ countless lessons in these years, the first 
The simple reason was that the leader | 
consistently delivered what he commit- | 


of which is about candour. 
When I returned to India in 1993, af- | 
ter a successful stint in the US, alot had | 


ble question. I waited for him in his 
drawing room, thinking of how he 
would open the conversation, and how 
he would want to retain me at any cost. 
Ashok walked in, shook hands with me 
and, as we sat down, told me in a very 
matter-of-fact tone that I was getting 
enticed by a "stupid job" My jaw 
dropped. Here I was — the prima donna 
with a potential salary cheque higher 
than his — and the man does not sweet- 
talk me into staying. He says I have 
landed a stupid job! Er, was he suggest- 
ing that I am stupid enough to have 
landed a stupid job? If Ashok was saying 
that, it had to have some truth in it! I rea- 


The average Wipro person sleeps well because 








the sy system does not expect him to do 











anything unethical in conducting business 


AZIM PREMJI 


chairman, Wipro 
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lised that I was making a mistake. I was 
trying to be someone! was not cut out to 
be. I was an IT industry person who 
made a living by selling software — the 
world of aircraft engines involved dyna- 
mics that I had no clue of. On more ref- 
lection, I decided to remain with Wipro. 
Leadership is also about personal 
character. I often see leaders pussyfoot 
on issues, seek unnecessary compro- 
mises and say things they do not mean. 
A man like Ashok needs to cultivate no 
followers. They will simply go with him 


because they know that he demon- | 


strates character. The man is real. 

Ashok Soota is an interesting leader 
from many standpoints. An electrical 
engineer from Roorkee, he started his 
life at Burma Shell in the 1960s and 
quickly moved from there to become 
a senior management trainee at DCM. 
After a stint there, he did his MBA at the 
Asian Institute of Management, Manila. 
He then returned to the Shriram Group 
before taking over as president of Wipro 
Infotech when it was all of $2 million in 
size. He made that into a $500-million 
business before co-founding MindTree 
with nine others. 

Ashok is a case study of a leader who 
never chose his team. At Shriram, he in- 
herited the business and its structure. At 
Wipro, he inherited a top team that was 
already in place. At MindTree, out of the 
ten of us, he was the ninth co-founder. 
By the time he came on board, we had 
progressed on many key issues. Out of 
the eight co-founders already on board, 
Ashok did not know four at all. His con- 
viction has been that there are only ‘A’ 
type leaders or 'B' type leaders — there 
are no A teams and 'B' teams. I remem- 








_ LEADERSHIP 





ASHOK SOOTA 


chairman & managing director, 
MindTree Consulting 





While Ashok Soota 


epitomises the 
rational, he is a deeply 
intuitive person too 


ber an occasion vividly where he was 
being feted. He mentioned in his accep- 
tance speech that he thought his team 
was a “national resource”. He always 
places high expectations on his team 
and minces no words. But try telling him 
that his people are average, and you 
would have made an enemy for life. As a 
result, Ashok has always delivered extra- 
ordinary results with ordinary people. 

From AshoklI learnt to value diversity 
and prize people for what they can do — 
not what they have done. Ashok taught 
all of us complete egolessness. When we 
started MindTree, Ashok was already a 
national celebrity. People thought he 
would be a high maintenance person in 
a start-up. On the contrary, even today, 
Ashok carries his own bag while travel- 
ling, and heats and eats his own food 
while staying in a $50-a-day hotel over- 
seas. He replies to emails promptly, giv- 
ing equal attention to each — be it from 
a complete stranger or from a Fortune 
500 chief information officer. He is fair 
when it comes to dealings internally and 
externally. No one I have met has ever 
felt that a deal is unfair if Ashok Soota has 
been at the negotiating table. 

He taught me to look at data when 
emotions run high. In moments of cri- 
sis, managers begin to believe that the 
end is near. They come and tell you why 
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a decision has to be taken only their way. 
“If we do not release this ad today, we 
will lose to the competition”; “if we do 
not do a salary revision now, we will not 
get anybody to join us”. You can never 
get Ashok to rush into a decision with 
any of this. From him, I learnt not to 
make a decision if you sense that you 
are being put under any undue pres- 
sure. Let the pressure move on, then 
take the decision in a fair state of mind. 
Nothing bad happens, because you 
have to weigh the pros and cons your 
way and would rather have some more 
time. Insist on that extra time. That way, 
you take very few regrettable decisions. 

While Ashok epitomises the ratio- 
nal, he is a deeply intuitive person too. 
He uses intuition to look for opportuni- 
ties, create alliances and, sometimes, to 
gauge an adversary’s moves. But he 
never uses his intuition without putting 
itto the touchstone test with data. Con- 
versely, when he is surrounded with 
data, he questions it with his intuition. 

Adversity is another area in which I 
have learnt from Ashok. On three occa- 
sions, I saw him coping with powerful 
opponents who had the capability to 
create significant damage. The first time 
was atWipro where one was still a part of 
a sizeable entity. The other two times 
were at MindTree. In each instance, we 
were threatened with legal recourse. 
Ashok was fighting on the strength of 
principles. He did not care a hoot about 
the size of the adversary and the poten- 
tial negative fallout. He taught me that 
in a battle of principles, it is not the size 
of the adversary that matters. It is the 
size ofthe principle that matters. 

In the last 30 years of my worklife, I 
have come across many people who 
have left a lasting impression on me and 
impacted my work as well as philoso- 
phy of life. Sometimes I wonder where I 
would be today had it not been for the 
collective learning from all the people 
I’ve worked for. I would certainly have 
been a different person today! Since I 
cannot think of myself being someone 
else, I must express my gratitude to 
these outstanding men through whom 
life has presented itself to me. I also 
hope they enjoyed working with me as 


| much as I have enjoyed serving them. Bi 


Theauthor is co-founder and chief 
operating officer, MindTree Consulting. 
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BROWSING 


S. Surya 
Managing director, 
Infineon Technologies India 


The books I've read recently are 
GOOD TO GREAT by Jim Collins and 
EXECUTION: THE DISCIPLINE OF 
GETTING THINGS DONE by Larry 
Bossidy. I have also read Now, Dis- 
cover Your Strengths by Marcus Buck- 
ingham and Donald Clifton. I partic- 
ularly enjoyed Good to Great because 
the key lesson I've leant is to never be 
content, and to constantly bench- 
mark yourself against the best com- 
pany in the industry. 

I also subscribe to Executive Book 
Summaries, which provides synopses 
of recently published books. It is 
available in print, audio and CD, and 
I receive all three. It's a convenient 
way of finding out what the latest re- 
leases are about before deciding to 
buy a book. 

Ibuy about 20 books a year. On 
average, every month I read two 
books on management/ leadership, 
and oneon a technical subject. E 


ALERT 

The Road to Raisina 
By K.P. Singh 
(HarperCollins India ) 





The road to Raisina, or 
more precisely to the 
PM's seat, is a tortuous 
one, as you find out in 
this political thriller. 
Debutant author K.P. 
Singh captures the 
Delhi milieu pretty well, whether 
it is Modern School or the bylanes 
of power, in this tale of two frie- 
nds pitchforked into politics. W 
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This canto 


VIDYA VISWANATHAN 





INNERS keep winning 
and losers keeping losing. 
Success breeds confid- 
ence and confidence leads 


repeats itself. That is the 
gist of Rosabeth Moss Kanters latest 
book, Confidence. In the first chapter, 
Kanter defines forms of confidence. 
This might be a useful checklist to most 
organisations or teams. 


Self-confidence: an emotional cli- | 


mate of high expectations. This pro- 
duces energy and promotes morale, 
and is very contagious. Confidence 
in one another: positive, supportive, 
team-oriented behaviour. Confidence 


in the system: organisational structures | 


and routines reinforcing accountability, 
collaboration and innova- 


to success. And the cycle | 





creates a sense of powerlessness, using 
examples from both sport and corpo- 
rates. Some of these are insightful, even 
though the examples from the corpo- 
rates are more familiar to us than those 
from sport (North Carolina Women's 
soccer! huh?) that, presumably, were 
meant to spice up the book. 

Why do only some companies invest 
in people? Well, it is easier to justify in- 
vestments when you are already win- 
ning. That makes the rich richer. They 
attract the best talent and spend money 
to develop them, too. Winners are part 
of powerful external networks. They get 
advance tips. The owners, the board or 


| any authority gives them resources with 
| fewer strings attached. They are not mi- 


cro-managed. 
How, then, do winning streaks end? 
Winning streaks, too, need renewal and 





tion. External confidence: 
a network to provide posi- 
tive resources, investors 
for example. 

The book is divided 
into two parts. In the first 
part, Kanter shows how 
winning streaks feed on 
themselves and how losing 


SELECTION 


The basics of 
innovation 


HIRD-year undergraduates and post- 

graduates studying technology man- 
agement and policy, innovation or oper- 
ations management, will find this book 
indispensable," claims the cover of The 
Management of Innovation and Tech- 
nology. So, before assessing the book's 
usefulness in a wider context, it is perti- 
nent to test this claim. 

The book has a rather interesting 
make-up, but its not that of a text book. 
The subject lends itself to such treat- 
ment, but the format does not distract 
from the fact that it is well-written and 
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ROSABETH MOSS KANTER, well- 
known management guru and 
author of The Change Masters, 
is professor at Harvard Busi- 
ness School. She is adviser to 
prominent corporations, govern- 
ments, school systems and 
community organisations from 
IBM to the Girl Scouts 





fairly well-researched. 

Author John Howells, who *teaches, 
researches and publishes on the inter- 
action between science, technological 
innovation and management" (he is an 
associate professor at the Aarhus 
School of Business, Denmark), has writ- 
ten a good primer for his students. It 
not only keeps the theoretical con- 
structs to a minimum, but livens up the 


THE MANAGE- 
MENT OF 
INNOVATION & 
TECHNOLOGY 


By John Howells 
Sage Publications 


Pages: 290; 
price: £24.99 





3 » studies into the text, and often draws. 
conclusions that are dramatically con- 


BOOKMARK 





rebuilding. It ends when 
threats and problems are 
denied. If a winner owns 
up, he is thought of highly, 
but often companies cover 
up. Johnson and Johnson 
publicly withdrew Tylenol 
from the market when it 
was discovered that some 
bottles had been sabo- 
taged. No one opened in- 
vestigations of all their bottles — 

an example of teams not questioning 
dysfunctional practices. 

A winning company’s death knell 
often comes when success leads not to 
confidence, but to overconfidence, 
when they start making rosy predictions 
and begin to believe their own lies. Kan- 
ter also notes that winning streaks don't 
end overnight. There is a time lag before 
sins begin to catch up. It is often very 
tough for organisations to comprehend 
that they are on a downward slide. 

She offers a useful list of nine path- 
ologies that unfold in losing teams: 
communication decreases, criticism 
and blame increases, respect decreases, 
isolation increases, focus turns inward, 
rifts widen and inequities grow, initia- 
tive decreases, aspirations diminish and 
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x in n film and television studies at the Uni- 


a 1 versity of Glasgow, spends most of the 


| most notorious tabloids: Then she de- 





lA SEMINAL w Work for femi- 
— | P'Anist literature, MEDIA . 
25 - AND VIOLENCE (Sage Publica- | 
|- tions) is not, The constant ` 
dif- E “bold fonts are a small bother ^. "* 
-compared to the total unoriginality 
.| thought. Yes, media is male-dominated, 
-i chauvanistic and often sadistic. Yes, — 
.| women's sexuality is villified where 
|| men'ssexua lity is glorified. The ques- 
| tion is: what are we to do about it? 


CONFIDENCE 
By Rosabeth Moss 
Kanter 


Crown Business 


negativity spreads. 
The second part of the book deals 
with turnarounds. There is an extended 
case study on how Gillete’s new CEO, 
Jim Kilts, managed the change of mood 


in the company. He put up a slide called | 


the ‘Circle of doom’ which said that the 


| company was in a self-perpetrating cy- 
| cle of losing. That sent a familiar chill 


down people's spine. Here was a new 
leader facing facts. 

.. According to Kanter, after account- 
ability, the second step is cultivating 
collaboration. There is a case study of 
how Greg Dyke revived the BBC by cut- 
ting red tape and promoting innova- 

tion. He took a 10-minute film made by 
atrainee on a white-collar worker and 
turned it into a successful serial. The 
case study, of course, finishes with how 


instruction with examples that students PAG. 





" The author, Karen Boyle, a lecturer 


book analysing the stories in Britain's 
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Dyke neglected accountability and had 
to leave after the scandal about the Iraq 
weapons report. 

The third turnaround leader fea- 
tured in the book is none other Nelson 
Mandela, and how helead a nation from 


despair to hope. Kanter talks about how 


she met him at Davos in 1992, and he, 
like every leader, was there to ask people 
to invest in his country. But the differ- 
ence was that he was the leader of the 
opposition. He asked people to wait for 
two or three years, when South Afríca 
would be more settled. That sent the 
message that the transfer of power 
would be peaceful. To build account- 
ability in his own country, in an un- 
precedented move, he encouraged peo- 
ple to participate in the formation of the 
constitution. He circulated four million 
copies ofthe draft. 

In that chapter, the author draws up 
an interesting checklist of everything 
that Mandela did, in managerial terms, 
to 'effect a turnaround. It is a very 
touching read. Here was a leader who 
told people that he was going to stand 
for only one term in a continent like 
Africa where despots seize power. 

However, all in all, Confidenceis not 
a path breaking piece of work. s 
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A memorable smile 


HIEF minister Dharam Singh of Karnataka is 
getting quite used to waiting around on the 
tarmac of Yelahanka airport. By his calcula- 
tion, Wen Jiabao was the seventh head of 
state he had received in the few months 
Dharam Singh has been in office. And it is noteworthy 
that the prime minister of China flew first to Bangalore 
before going on to Delhi. There he visited the TCS cam- 
pus, the Indian Institute of Science and the Indian Space 
Research Organisation, amongst others — the peaks of 
Indian technological achievement. They have brought In- 
dia world renown, and Wen Jiabao has shown that China 
is no longer unaware of it. 

It is not only China's perception of India that is chang- 
ing. If the visit of Prime Minis- 
ter Wen Jiabao makes a deci- 
sive difference, it will be in the 
way Indians look upon China. 
For almost five decades we 
were fixated on that defining 
event, the swift and crushing 
defeat of the Indian army by 
the Chinese in Tawang. Since 
then, the Indian perception of 
China has been coloured by 
the progress on the border dis- 
pute — and for most of the 
time, by the lack ofit. 

This issue was not absent 
this time; on the contrary, it 
was the centrepiece. The two 
prime ministers signed an 
agreement laying down the 
principles on the basis of 
which the dispute will be settled. And when Manmohan 
Singh said that India had the political will to settle the dis 





Cooperation, not competition, 
should be the goal, for India's 
and China's economies are 
already developing differently 





though India is an Asian country, many Indians have 
made a home in, and many more feel at home, in the west. 
China and India have for too long been strangers; the ear- 
lier this feeling of strangeness disappears, the better. 

It is in this context that the agreement to increase air 
flights should be viewed. Hordes of Chinese today go on 
tours of Europe and of other Asian countries; India is a 
natural destination for Chinese tourism. But even more 
than flights, it is necessary to open up roads. Much of Ti- 
bet is closer to India than to the rest of China; India would 
bea much cheaper source of supplies for it. Equally, the 
province of Sichuan, which perches at the northeastern 
tip of India, is a manufacturing hub today; its products 
could move to Calcutta and beyond with equal ease. 

A Sino-Indian free trade ag- 
reement would help open up 
trade by land as well as by sea. 
Chinese tariffs are not high; but 
customs procedures are often 
opaque and oppressive. Nego- 
tiations over an FTA may open 
up these and other areas to In- 
dian businessmen. FTAs are 
not in themselves powerful 
creators of trade; but at the 
present time, when the WTO 
seems to be stuck in a time 
warp and global trade liberali- 
sation is at a standstill, an FTA 
between Asia's two big econ- 
omies may make a difference if 
it is designed intelligently to 
generate trade and not simply 
to divert it. 

Sino-Indian relations are a part of a wider set of rela- 
“tionships, in which the US and Pakistan are important 


pute, he implicitly hinted at what, in the Chinese view, | players. India resents the military and other support given 


had held up a settlement. Whenever we went to talk about 
it, the Chinese pointed out, with some justice, the futility 
of reaching a compromise, since our government would 
never be able to get it approved by Parliament and the 
pe. ple. Such was the Chinese view of India's democracy: 
that it prevented decisive action in national interest — 
which is why India could never catch up with China. 
However, the sourness and suspicion began to dis- 
solve under Prime Minister Wen's charm offensive. He at- 
tacked another Indian preconception — that unlike Indi- 
ans, who are warm, emotional and open, the Chinese are 
cold, calculating and unscrutable. Wherever he went, he 
mixed easily, talked spontaneously, and even threw away | 
the text and spoke impromptu once in a while. He > eal 
familiarity with the sayings of the Indian Nobel ped 
Amartya Sen and Rabindranath Tagore. Strangely, al- 


by China to Pakistan; China may equally be concerned 
about India’s growing closeness to the US. Such realpolitik 
comes naturally to foreign ministries of all countries. But 
economic prosperity is good for all. Instead of getting 
bogged down on narrow issues, India should broaden 
and deepen its economic relationship with China. Coop- 
eration, not competition, should be the goal, for the two 
economies are already developing in different directions, 
and will diverge even more. The stronger their common 
interests become, the more will they be able to coordinate 
their policies towards the rest of the world. Before long, 
China and India are going to become the second and third 
largest economies in the world. If they work together, 
their influence in the world can be a multiple of what they 
can exert alone. The days of blocs are over, now we have 
entered an age of indiscriminate interdependence. w 
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Take VAT Back 


CJ Indian bureaucrats are 
apeing the West's model of 
VAT without understanding 
the ground realities here in 
India. The entire new 
system is simply asking for 
more corruption. When 
more complicated rules are made, 


paperwork increases. More paperwork means more 






bureaucrats and extortion. Is this what we really want? The honest 


trader i is now a condemned man. 


did Kumar Jain, Delhi 


LACK OF AGGRESSION 

India is, according to everyone I meet 
and hear, the superpower of the future. 
However, the way my country has been 
behaving over the last 50 years reminds 
me more of a frightened kitten (‘Back 
The Right Man; BW, 18 April). It is time 
for India to leave its fear and flex its. 


general of the WTO will be a great | 
forum for India to assert itself. | 
Also, India seems quite content to — | 
Jet China and the other countries take | 
the lead in specifying our positions at . | 
international forums. This should | 
change. India should become a moral | 
| 

| 


Jeader for the entire developing world. 


This is the only way for India to 
become a true superpower. | 
Norbert, via email : 0. d 
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all oil PSUs into one seems pretty 
counterproductive (Should Oil PSUs 
Be Merged?’, BW, 18 April). Creating a 
monopoly will result in a backdoor 
entry point for foreign and domestic 
players like Shell, Reliance and Essar, 
as consumers may choose them over 
the giant PSU, just for the sake of 
something different. The best example 
of this consumer behaviour was the 
boom in private life insurance 
companies after LIC's monopoly 


| was eliminated. 


At best, three big PSUs could be 
carved out, and it is possible that all 
three could be vertically integrated. 
The government should also encour- 
age PSUs like ONGC to diversify and 
integrate their operations rather than 
discouraging them — as it has done by 


| asking ONGC to go slow with its new 


petrochemical plans at Mangalore. 
Adit, posted on BW website — 


CORRIGENDA 
In ‘Indian Research Centre This Year’, 
(BW, 25 April), the last line inadver- 
tently said that Insead's Indian centre - 
would need further endowments of 
euro 1 million. The correct figurei is 
euro 10 million. | 

In 'Elcoteq R&D unit too’ (BW, 25 
April), we incorrectly said that Elcoteq 
would invest $100 million in a plant in 
Bangalore. Elcoteq has already opened 
its $100- million plant in Bangalore. 


We regret the errors. 
— ÁÀ— etuer 
| Write in at 
editor Gibworkimast. com ] 
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| A Project Shakti hoarding: empowering women is an important theme _ 





ENN. FATE MIN ELI eu EL E Maur cR TP 
WX. Â Vin COT WM IA AT EEG ET SPEI aos. 1 
MCI ; 3 Yarro C: o3 UBI ED SECTERT 


vens dodo oes dla arca: Ui! 
COVER STORY ITC VS H LL 


HLLIS Project Shakti and ITC's e-Choupal are in a race to cash in on the rural opportunity. While the former is 
going about it in a systems driven, conservative manner, the latter is taking aggressive risks and experiment- 
ing. The battle extends beyond these projects — to the very genetic makeups of these two large marketers. 





Clinical Trials Against The Flood 


A draft Bill proposes the formation of a regulatory body that | Ina post quota world, India ) - 
just duplicates the work of the DCGI. Why is it being set up? | is finding it tough to hold its 
own, as Chinas textile 
exports are surging 

| dramatically. 





Airport Modernisation A close look at the 
request for proposal that went to prospective bidders. 


| Software Infosys and TCS results have spooked the | Chinese units are bank- > 





REUTERS 


markets. Is the trend changing, or are they just blips? ing on huge capacities 
Musharraf's Visit Mid-Day After flirting with the Net and radio, the 
The warmth in India-Pakistan | group turns to its popular tabloid to shore up its fortunes. 


relations is reflecting the 
changing realities of 
international politics. 


Sapient Founders Jerry Greenberg and Stuart Moore 
on their unique model, their India plans and the way ahead. 


4 The Pakistan president with | Bausch & Lomb The company is building serv- 
A.P.J. Abdul Kalam | ices around its high-end eye care machines. Will it pay off? 
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NAMAS BHOJANI 


54 IISc Giving out real estate 
space in return for contract re- 
search work has fetched some 
good business for the institute. 


« S.Mohan, head of the Society 
for Innovation & Development 





58 Accenture coo Stephen Rohleder downplays the 
threat EN byl Indian offshore firms. 








IN VOGUE 


so Market For ee 


Realising there is wealth 

in waste, India has set up a 
few Clean Development 
Mechanism projects to 
sell to other nations. 





Cement industries » F 
pollute the most - 





64 Bookmark Martin Kenney, an American outsourc- 
ing expert from the University of California, Davis, assesses 
India’s [AE LM to be the rising recu in Asia. 


COMMENT 
24 Ashok V. Desai The US was the first 


to move to open skies. Now everyone is follow- 
ing its lead. 


GAMEPLAN 


40 Ranjit Shastri Fora player to win in 
the game of business, the others do not neces- 
sarily have to lose. 
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Fine Print: Ranjeev C. Dubey explains what sensible 
commercial contracts should be doing. 


Invisible India: Remember the mill worker who built | 
Bombay, says Latha Jishnu. | 


Stock Sense: Financial markets and asset classes are | 
poised for a trend reversal. Will India escape unhurt? 


ELLE www.businessworldindia.com )| 


| But there is another reason why 


| the cover. Everyone knows of 


. between the professional 


. passion for systems and 


Businessworld 
Ihe grudge match 


TWAS C.K. Prahalad who propagated the idea that 
there is money to be made at the bottom of the 
pyramid — that a creative organisation can sell 
products and services to the poor at a profit. Two of 
Indias largest consumer goods companies, HLL and 


ITC, have been trying to do that for a while now. In 2000, both 
| of them started creating new business models for rural India. 
. | HLL identified its task as improving its distribution 
, mechanism in rural India. The solution it came up with 


featured women's self-help groups prominently. ITC, on the 
other hand, identified its task as improving the efficiency of 


_ rural supply chains. The solution it came up with featured 
_ technology and rural communities prominently. 


Both attempts are praise-worthy and, as you know, 
Businessworld has always had a soft corner for companies 
that experiment and innovate. 


EJ 
Businessworld 


we have pitted these two 
models against each other on 


the long-standing rivalry 


managements of ITC and HLL. 
Till the late 1990s, however, ITC 
didn t really stand a chance in 
any competition with HLL — 
the soap company with a 








India Rural 
| Heartland 
processes always had an easy win over the cigarette company 
with a knack for getting into controversies. 

Today things are different. Years of lacklustre performance 
has taken the halo off HLL, while ITC has stayed clear of 
controversies for a while. You can't blame ITC chairman Y.C. 
Deveshwar if he thought the mantle of India's most respected 


consumer goods company should belong to him now. 
Deputy editor Indrajit Gupta and principal correspondent 





| M. Rajshekhar took a month to do this story. Their brief was 


clear. The cigarette business throws up lots of money and 
ITC's biggest headache often is how to utilise that money, 


| while HLLS biggest headache has always been how to 


squeeze more turnover and more profits out of its businesses. 


_ ITC, therefore, can be expected to be more adventurous with 
_ its money, while HLL will tend to be more cautious. The brief 
_ for the story was that this difference in starting points 

| shouldn't cloud the analysis. I will not prolong the suspense 

` — turn to page 30 for the story. 


Ns 


TONY JOSEPH, EDITOR 
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Derailment 
risk remains 


ITH traders refusing to 
bow down and the states 
deviating as and when 


they please from the VAT rates, 
there is a growing fear in govern- 
ment circles that the VAT process 
could get derailed. While the South 
is relatively compliant, ministry 
sources said that the North was 
giving trouble, whether it's the 
traders or the state governments. 

States like Delhi and Punjab are 
lewing arbitrary tax rates on certain 
items, leading to 
complaints of di- 

version of busi- 
ness. Even on 
the price front, 

a lot more hue 
and cry has been 
raised in the 
Northern states. A 
finance ministry 
official says: "Peo- 
ple are just blaming everything on 
VAT. The traders are spreading mis- 
information." In the South, prices 
of some products have fallen after 
VAT was introduced as the applica- 
ble tax rate has gone down. Offi- 
cials agree that the first few 
months of VAT will be confusing. 

About the traders' suggestion 
of a Central VAT, with a revenue- 
sharing arrangement with the 
states, ministry officials said such a 
system will need a constitutional 
amendment. “Do you think the 
traders don’t know how long that 
could take?” he asks. 

The empowered committee has 
said it can consider concessions on 
products for the entire country. A 
meeting of state officers will be 
held on 25 April, followed by a state 
finance ministers’ meet next day. 

Sources say states like Tamil 
Nadu and Gujarat, with strong ind- 
ustrial bases, are keen to adopt 
VAT, while states like Uttar Prade- 
sh, which have a heavy trader pres- 
ence, are unlikely to do so. foal 

ANJULI BHARGAVA 


Businessworld 





CLINICAL TRIALS 


Not another regulator! 


60-PAGE draft called The Bio- 
medical Research on Human 
Subjects (Promotion and Reg- 
ulation) Bill 2004 has been 
drafted and is doing the rounds of certain 
departments of the health ministry. 

The draft Bill, a copy of which is with 
BW, proposes a 20- member Biomedical 
Research on Human Subject Regulatory 
Authority with the head of the Bioethics 
Cell of the Indian Council for Medical 
Research (ICMR) as its member secre- 
tary and chief executive. (ICMR is an au- 
tonomous advisory body.) The draft also 
has details of the authority's scope — 
control over all aspects of clinical trials. 

Since the ultimate objective of doing 
clinical trials of a molecule or drug is to 
market it, at present, these trials are un- 
der the purview of the Drug Controller 
General of India (DCGI). Schedule Y of 
the Drugs & Cosmetics Act, 1938, which 
governs the marketing of pharma prod- 
ucts, has been amended twice in the last 
few years to create a legal framework for 
clinical trials. The second set of amend- 
ments were based on the recommenda- 





tions ofthe Mashelkar panel, 
which, among others, 
included represen- 
tatives from DCGI, 
ICMR,  Depart- 
ment of Biotech- 
nology and the 
Director General 
of Health Services. 

So what does the 
new Bill aim at? It does not plug loop- 
holes in the existing laws. For instance, 
at present, no trials are required to sell 
medical devices like stents, even if they 
are medicated. It does not have any 
clause that is likely to improve monitor- 
ing of the clinical trials industry, which 
has been an area of complaint. 

What it would end up creating if 
passed is a body without any purpose, 
since whatever it aims to do would over- 
lap with either what the DCGI or some 
other body is doing. Besides, imple- 
mentation of the Act would need 
changes to Schedule Y, as there would 
be clashes otherwise. And this is in an 
industry that, globally, is worth $10 bil- 





AIRPORT MODERNISATIO 








HE request for proposal (RFP) 
issued to nine qualified bid- 
ding consortiums by the Min- 
istry of Civil Aviation for the 
modernisation of the Delhi and Mum- 
bai airports is clear that it wants to make 
these two truly “world class” airports. 
The private airport operator will be 
selected on the basis of various evalua- 
tion parameters to which specific 
weights have been attached. For in- 
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PT stance, the government will 
^... awardpoints for the master 
3  . Plan of developing the air- 
—— port including the terminal, 
road and car park, and other 
property development 
around the airport. The 
more innovative and “world 
class" the plan is, the more 
points it will get. Prospec- 
tive bidders not only have to 
submit a master plan for the 
airport, but also a detailed 
business plan for operating 
the airport for the next 30 years, a hu- 
man resource management plan that 
will detail the ways of integrating exist- 
ing Airports Authority of India employ- 
ees into the privatised airport, and a 
long-term development vision with in- 
novative solutions to maximise the ca- 
pacity of assets. 
Unlike port privatisation, where the 
bidder who agreed to share the highest 
revenue with the government won the 








Drug Controller General of India 
Ashwini Kumar (top) does not see the 
necessity for the new body that will be 
headed by an ICMR functionary 


lion and movingalot of work to low-cost | 
destinations like India. 

So who drafted this Bill? When con- | 
tacted, ICMR director N.K. Ganguly 
said: “We are a technical assistance and 
research institute. Our mandate is far | 
larger than that of monitoring clinical | 
trials." He added: "ICMR does not frame 
rules and regulations. It works as a tech- 
nical arm for the Ministry of Health & 
Family Welfare and the DCGI. In fact 
ICMR has been on the advisory com- | 








project, airport privatisation isn't that 
straightforward. Says a prospective bid- 
der: "It is a very complex process. The 
government expects us to come up with 
innovative answers in just 90 days. It is 
going to be tough." 

Meanwhile, there has been a major 
clamour for consultants, as bidders are 
ready to pay any price to get the best 
consultants to help them come up with 
HR plans, address tax issues, and for- 
mulate a business model. Two of the 
nine companies interested in picking 
up 74 per cent equity in Mumbai and 
Delhi airports will make the cut. 

The preliminary capital require- 
ment estimates for the modernisa- 


tion of the Delhi and Mumbai air- u 


mon f. 
[LM 


ports are pegged at Rs 8,720 crore and 
Rs 6,400 crore, respectively, ex- 
cluding the cost of relocation of 
some of the assets and removal of 
encroachments. The airports will be 
handed over by August. ma 
SUPRIYA KURANE 
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mittee which was set up to revise Sched- 
uleY... Besides, it [ICMR] has worked out 
the guidelines for research on human 
genetics and genomics... [and for] con- 
ducting clinical trials for herbal and 
ayurvedic medicines." 

As for the DCGI, it says there is no 
need for a new set of regulations as 
Schedule Y has been amended. It says it 
has already set up a separate committee 
for recombinant products and that will 
give clearance for trials to be conducted 
according to Indian good clinical prac- 
tices and ICMRS ethical guidelines. 

Almost all global pharma majors are 
either directly or through CROs con- 
ducting trials in India. So the power and 
the authority a regulator gets is enor- 
mous.The CROs are however, wary of 
any move that would double their work. 
"These are attempts to create scientific 
bureaucracy," says an industry insider. 
Says Apothecaries’ Brijesh Regal: “We 
feel the most important way to regulate 
the industry is to have site inspections. 
And government is going to start those." 
Asks Neeman International president 
Vijai Kumar: "Have we identified the 
gaps in existing regulations and add- 
ressing those, or are we just creating an- 
other layer for taking permissions?” Ni 

GINA S. KRISHNAN 


About turn 


HEN the IT sub-committee 

of the Employees Provident 
Fund Organisation met on 20 April, 
it was to discuss the problems in 
their reforms project, pointed out 
by EPFOS top officials in the last 
few months. 

But the acting central provident 
fund commissioner Anirudh Rai 
did a 180-degree turn and told the 
committee: "We will implement 
the project in fast 
track mode." 

Surprised bo- 
ard members 
now intend 
to monitor 
whether his ac- 
tions match 
his words. - 
VIKAS DHOOT 


Businessworld 
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FIAT 


Seeking an 
Indian ally 


IAT India seems to have hit 
F upon a new way to survive in 

India. It is looking for Indian 
partners for local management ex- 
pertise. Last week, Fiat's global 
CEO Sergio Marchionne was in In- 
dia and, apart from the Hindujas 
and ICICI Ventures, met Ratan Tata 
in Mumbai. A spokesperson for 
Bombay House didn't confirm the 
meeting but said the group has 
been in talks with Fiat for “diesel 
engine technology". 

While the exact arrangement is 
yet to happen, sources said Fiat is 
likely to provide the products, the 
brands, and the manufacturing fa- 
cilities, while the local partner 
would run the business with full au- 
tonomy. Unless it's a venture capi- 
tal, no prospective partner would 
be keen to invest much immedi- 
ately. Fiat has also been sounding 
out top auto sector executives to 
run the show, confirmed one of 
those approached. 

The Hindujas, who have a joint 
venture with Iveco (a Fiat company) 
through Ashok Leyland, are keen to 
expand into cars in India. The two 
have been talking and the Hindujas 
have also prepared a business 
plan. They feel they can turn Fiat 
around in two years. Says an exec- 
utive with one of the interested 
companies: "It's a strong brand 
with good products. We just need 
to counter the image perceptions." 
The company can make 60,000 
cars a year in India but sold only 
1,441 cars in 2004-05. 

Meanwhile, a source at Mum- 
bai-based Premier Automobiles 
said that the company was in talks 
with Fiat to sell its 3 per cent stake 
in the Indian outfit. Says an insider: 
"Premier is a minority shareholder 
in Fiat India. It's a portfolio invest- 
ment. We have no objection to exit- 
ing the company at a fair value." E 

RANJU SARKAR & AARTI KOTHARI 


POLITICS 


The general's peace deal 


HE international reality check on 


both India and Pakistan was evi- | 


dent during Pakistan's president 
Pervez Musharraf's visit to Delhi 
last weekend. Propelled by a rapidly chang- 


ing global context, the two erstwhile enemies | 
made substantive efforts to put aside their | 
differences and move towards peace and | 
| new global realities. Peace and economics 


economic cooperation. 





| agreed the peace process was irreversible. 


Given India’s bitter experiences with Pak- 
istan over the past five decades, New Delhi 
has adopted a cautious approach to the sem- 
inal changes that seem to be taking place in 
the bilateral ties. But given the changing glo- 
bal context, a degree of optimism may be in 
order. Both nations are coming to grips with 


SOFTWARE 


Just a blip? 


| AST week Indian 


bourses were 

pushed off the 
edge by Infosys Tech- 
nologies’ flat outlook for 
growth and a fall in global 
bourses. Markets saw a 
drop of 219.58 points in 
a single day, the largest 
since 28 May 2004. After 
a minor recovery, the 


Musharraf put it neatly when he chided | are the catchwords for 21st century diplo- markets fell sharply 
protesting Hurriyat leaders: “Use your brains, | macy. If India and Pakistan want to take their again after TCS announc- 
yaar.” The world has changed since 9/11, so place in the community of nations, they ed a 34 per cent decline 
has he, so has Pakistan. And so has India. would have to focus on building their eco- in its net profit. 

The joint statement, Musharraf's remarks | nomies, or be marginalised in a world that US companies are 
and Prime Minister Manmohan Singh's re- | judges nations by its economic and human “pre-occupied with com- 
sponses mirrored an unusual convergence of | development indices. pliance requirements [of 

Shortly before Mushar- the Sarbanes-Oxley Act 
T i mm 3 raf's visit, Singh told a group 2002] and could not off- 
E. | | bur i 0> a of editors that no nation shore large volumes of 
: ` Pi oe C could buck historical trends. work," says Ashish Basil, 
" Interestingly, Musharraf un- associate director, Ernst 
consciously echoed similar & Young India. 
sentiments when he told Another reason is 
Hurriyat leaders to get real. that the top rung IT com- 
Pakistan isn't oblivious to panies are trying to move 





Unusual bonhomie: Singh (R) gifts Musharraf a painting of 
Naharwali Haveli, the latter's ancestral home in Delhi 


formulations for both nations. The highlights 
ofthe summit were: 

ll Both sides endorsed the concept of soft 
borders in Jammu and Kashmir by adding 


new measures for interaction and coopera- | 
| unless it participates in all this hectic activity 


tion across the Line of Control. 

W Musharraf accepted India's argument that 
there should be no time-frame for the reso- 
lution of the Kashmir issue, even while em- 
phasising that it needs to be sorted out as 
soon as possible. 

ll For the first time in many years, trade and 
commerce are back on the India-Pakistan 
agenda, with both sides agreeing to revive the 
defunct Joint Economic Commission. 

W Most importantly, the two countries 





the emerging geopolitical 
scenario, as its traditional al- 
lies, the US and China, move 
closer to India. There is talk of 
an Asian energy grid of pipe- 
lines running through Russia, 
China and India from Cas- 
pian oil & gas reserves. The 
trilateral axis of India, China 
and Russia for military coop- 
eration is taking shape too. 
On the other side, the US 
has shown overwhelming interest in entering 
the Indian arms market. The next stage of the 
strategic partnership is under negotiation for 
transfer of sensitive dual-use technologies. 
Pakistan may find itself in a tight corner 


in its immediate neighbourhood. It has the 
added pressure from the US, which wants to 


| see all the terrorist networks operating out of 


Pakistan and Afghanistan dismantled. 

It is a period replete with opportunities 
for India. Itis up to the government of the day 
to milk these opportunities. The first step for 
both India and Pakistan is to cap bilateral ten- 


sions so that they can move ahead. E 


ARATI R. JERATH 
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up the value chain. From 
basic testing, coding and 
maintenance work that 
forms about 80 per cent 
of their current portfolio, 
they are now looking at, 
say, complete ERP migra- 
tion from one version to 
another. With a legacy of 
low-end work, the sales 
cycles are longer for the 
new services. This could 
cause "a squeeze on net 
profits in the short term", 
says Partha lyengar, re- 
search vice president, 
Gartner India. 

Says S. Mahalingam, 
executive vice-president 
and CFO, TCS: "Focus will 
be on high-end tasks, and 
eventually, on offering end- 
to-end solutions." As com- 
panies move up the value 
chain, expect some blips 
on the growth path. [c] 

SHELLEY SINGH 
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fechnology should be as 

imple as the box it comes in. 

Ve believe technology can be advanced and simple at the same time. It can be 
asy to experience. It can be designed around people. Simplicity can be the goal 


f technology. It certainly is the goal at Philips. It just makes sense. 


zin us on our journey at www.philips.com/simplicity 
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CT 


—7 BW'sSnigdha Sengupta how 


/ start-up fund. But that won't 
——, be enough to make India the 


/ that bid. Gill Forer, global di- 
—. rector, Ernst & Young Venture 


INTERVIEW/GILL FORER 


- 'VCs must build hub 


INDIA-US cross-border ven- 
ture capital has brought suc- 
cour to Indian tech entrepre- 
neurs looking for that elusive 


next global tech innovation 
hub. Start-ups will need a ro- 
bust local VC industry to back 
Capital Advisory Group, tells 


India could take a leaf out of 
the Israel's book. 


E7 How important has the government 


7 been in driving Israel's VC industry? 


Unlike India, Israel started off with two 


big handicaps. It had no domestic mar- 


ket and foreign investors were deterred 
by the volatile political climate in the re- 
gion. In 1992, the government decided 
to set up a fund-of-funds that would 
provide initial capital as a loan to local 


. VC funds. In return, the government got 






m 


a board seat, but did not get into day-to- 
day operations. This, coupled with tax 





sops to investors and entrepreneurs hel- 
ped Israel's VC industry take off. 


æ How did it tackle the absence of a 
domestic market? 

Entrepreneurs simply built businesses 
that were global from Day One. They 
had to look at the US and Europe for a 
market. Many based their firms in the 
US, while R&D would be based in Israel, 
much like the India-US cross-border 
model. Now many of those entrepre- 
neurs have turned into VCs and are re- 





WIFT police ac- 

> tion has managed 

f S to contain the fall- 

BP out of the fraud of 


Buzz $425,000 by former staff of 
MsourcE employees. Says 
Dennis Sholl, CEO, Global 


— Vantedge, the Gurgaon-based collec- 


tions focused company: "None of our 13 


/ clients are calling to reassess work. But 
' the anti-outsourcing lobby in the US 


could make a case out of it. We have 


— spent the last five years convincing 


clients that India is a very secure desti- 


— nation. This case will raise eyebrows.” 


In an industry that employs 350,000 


| | people, has a turnover of $5 billion, and 
. is growing at over 40 per cent a year, 


such cases could become more com- 


~ mon. Forinstance, in the US in 2004, the 
' Federal Trade Commission estimates 


there were over 500,000 consumer 


.. frauds and identity theft complaints in- 


volving $547 million. 








THE BPO FRAUD 


Checks & 
balances 


On its part, industry body Nasscom 
is planning a registry of BPO employees 
that will be set up by National Securities 
Depository (NSDL). Will that curb fraud? 
This will mainly be a skills database, 
helping employees to find jobs and em- 
ployers to recruit the best. It will help 
keep a tab on people. 

Explains Ravindra Datar, principal 
analyst, Gartner: "MsourcE had full de- 
tails of the employees, yet the incident 
happened. An employee registry will 
merely help track employees and will 
not act as a deterrent against crimes. 
Also, would companies like their em- 


| ployees to offer details to a third party 
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cycling their knowledge. Venture capital 
is much more than writing a cheque. 


w How dominant is the local VC com- 
munity in entrepreneurial, 
start-up funding? 

Of the money raised by Is- 
rael's VC industry every year, 
95 per cent comes from out- 
side. But 60 per cent of the 
deals are done by local VC 
firms. So, seed capital comes 
from the local community. 


m What's dictating the 
shift of capital and innova- 
tion from the Silicon Valley 
to India and China? 

M&A valuations have dip- 
ped in the Valley since the 
tech bust. VCs realise that they can ex- 
pect 10X returns only if their investment 
is $15 million-20 million. So companies 
have to get capital efficient and the best 
way to do that is move innovation to In- 
dia and China. These [and Asia] are also 
potential customer markets for the 
portfolio companies. In the longer term, 
the R&D teams that are moving to India 
will create entrepreneurs who may cre- 
ate India-born firms. That's when VCs in 
the cross-border space now will begin 
making direct investments here. =E 


HEMANT MISHRA 








registry in a sector 
ridden with 45-50 per 
cent attrition?” 

Says Sunil Chandirama- COS: 
ni, national director (risk & busi- i 
ness solutions practice), Ernst & Young 
India: “Even if a fraud is detected in In- 
dia, companies normally ask the person 
to resign, but do not report the matter to 
police; it's a cultural issue. The registry 
will let companies to check backgrou- 
nds of candidates." Already, Accenture 
uses pre-employment background scr- 
eening services. Such practices will only 
become more common. Lal 
SHELLEY SINGH 
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HE focus now is on in- 
creasing revenues with 
higher average revenues 
per user (ARPUS)," Bhar- 

ti Tele-ventures chairman and 

group managing director 
had told BWback in 2003. 

Two years later, in 2005, Mittal 
says: "We do not bother about AR- 
PUs. What we are looking for is 
overall revenue growth." 

The growth in the number of 
subscribers from under 5 million 
to 11 million during that time has 
changed Mittal's priorities. Today, 
Bharti's focus is entirely on max- 
imising revenues. He says ARPUs 
do not matter any more. 

He says the cost of acquiring 
additional subscribers in a mobile 
service is marginal as opposed to 
the Rs 35,000 needed to provide a 
connection to a fixed line subscriber. 
Says Mittal: "What we need is to have 
people use the available resources." 


DILEEP PRAKASH 


To grow revenues Bharti is trying to | 


get as many subscribers as it can. That 
means going farther away from urban 
areas. This year, it would double the 
number of base stations from 10,000 to 
20,000. The logic: these users will start 





SHELL & TOTAL 


Paradigm shift 


NCE India's second liquefied 
O natural gas (LNG) terminal at 

Hazira is commissioned by 
Shell and Total, the rules of the game 
could change. That's because the 
business model being followed by 
Shell is radically different. 

Globally, LNG companies tie-up 
both users and suppliers for long- 
term deals of 20-25 years. The prices 
are benchmarked to a basket of 
crude oils with upper and lower limits. 

Shell is doing it totally differently 
at Hazira. For one, the LNG will be 
procured from a number of sources. 
The first consignment has come all 
the way from Australia. By virtue of 
the company's global presence, in fu- 
ture, LNG could come from Malaysia, 
Brunei and also Oman. Shell's partner 
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Revenue focus 


providing more revenue in the long run. 
Bharti's revenues have been growing 
at5 per cent a month. In Delhi alone, it 
generates over Rs 1,000 crore. This year 
it hopes to become No. 2 by revenues in 
Mumbai. And it is wooing the low-end 
customer to do that. After all, the mobile 

phone is a mass-market product now. 
ANUP JAYARAM 


in India, Total, has LNG assets in 


| Oman and Abu Dhabi. Says Marc den 
| Hartog, director, Shell India: "We are 








looking at LNG as a traded product. 
We will buy and sell LNG and make a 
margin in the middle." So, instead of 
tying up the LNG supply from one 
source, it will procure the LNG from 
different markets, depending on the 
prices prevailing. 

The other big change is the tenure 


| ofthe supply contracts. Since Indian 


companies are not comfortable sign- 


| ing deals for 20-25 years, Shell has 


preferred to go in for short-term deals 
of 3-5 years. Only the power and fer- 
tilizer companies prefer to go in for 
long-term deals here. 

This is one strategy that is being 
closely monitored in the world gas 
markets. If Shell succeeds, it could 
bring about a paradigm shift in the 


| the world LNG markets. 


ANUP JAYARAM 
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TAX COLLECTIONS 





This is when 
the growth rates 





-The final picture sus 
been set very high. 
—— - z The target for cus- 

Budget estimates Revised estimates - -Actual : 
2004-05 2004-05 collection | 3a T ex- 
| | ! ceeded while ser- 
Cenc 88,436 83,000 83311 vice tax is more or 
Income tax - 50,929 50,929 46,840 ^ less on course. 
Customs | duties 54,250 56,250 57,500 nae va the T€ 
. cae M "98,000 mism that ha 
NET NE 109199 100,720 98000 ade the ministry 
Service tax 14,150 14,150 14,000 revise many of its 
à targets during the 


All fais in Rs crore. The numbers are approximate and are drawn from flash 
figures that become available to the ministry, and change from day to day 


INANCE minister P. Chidam- 
baram’s strategy of setting the 
bar high and expecting his tax 
officers to meet the challenge 


23 appears to be working. If the final num- 


/ berstrickling in every day to the finance 
— ministry are anything to go by, the rev- 

/ enue department will fall short of its di- 
^ rect tax target for 2004-05 marginally. 


course of the year 
upwards has not 
been borne out. Yet, sources pointed out 
that in most areas the growth rates are 
higher than ever before. On excise, the 
final numbers are below target, but as 
ministry sources have been reiterating 
time and again, this was deliberate as 
excise duties on some products were cut 
to curb inflation. DL 
ANJULI BHARGAVA 





















TATA IN BANGLADESH 
First report in 





HE Tata group has submitted 

the first Status Update Report 
on its $2-billion plan to Bangla- 
desh's Board of Investment on 20 
April. The plan is to have Tata Steel 
set up a hot-rolled coil plant, Tata 
Power a 1,000-MW generation 
unit, and Tata Chemicals a 1 mil- 
lion tonne per annum fertiliser 
plant. The report opens the door 
for further discussions with Bang- 
ladesh government agencies on is- 
sues like infrastructure require- 
ments, availability of gas and coal, 
and fiscal incentives. The country 
is pushing for a coal-based power 
unit to utilise its abundant re- 
serves of the fuel. | * 
PALLAVI ROY 





PHARMACEUTICALS 
Zyprexa setback 


WO leading Indian drug mak- 

ers, Dr. Reddy's and Cipla, 

got bad news last week. A 
US court ruled in favour of Ameri- 
can drug major Eli Lilly on a patent 
lawsuit involving its blockbuster 
anti-psychotic drug Zyprexa. While 
Dr. Reddy's was one of the compa- 
nies that had challenged Lilly's 
patent, the other was lvax, to 
which Cipla was to supply the key 
raw material for the drug. If they 
had won, both companies would 
have been able to launch their 
copies of the drug way before its 
patent expiry in 2011. Dr. Reddy's 
and Ivax have said they will appeal 
to a higher court. 

Shares of Dr. Reddy's and Cipla 
fell on the BSE. At the time of writ- 
ing both stocks were off 6 per cent 
from before the announcement. 
The benchmark Sensex fell 5 per 
cent, while the BSE Healthcare In- 
dex was down nearly 4 per cent. E 

GAURI KAMATH 


HE change of name of Nikhil 
Gandhi's headquarters from 
Pipavav House to SKIL House 
is more significant than it ap- 
pears. Gandhi's Sea King Infrastructure 
(SKIL) built and owned Indias first pri- 
vate port (Pipavav Port in Gujarat) and 
first private railway (Pipavav Rail). It 
owns Pipavav Shipyard, the biggest 
shipbuilding yard 
in the country, 
and is promoting 
the Mumbai Inte- 
grated Special 
Economic Zone 
(MiSEZ). But now, 
Gandhi is plan- 
ning to get out of 
these projects. 

Says Gandhi: 
“Infrastructure is 
a tough sector to 
be in. After being there for more than 10 
years, we realise that our competency 
lies in conceiving projects, getting 
clearances and building the infrastruc- 
ture. But we have no clue about manag- 
ing and operating them." 

So, on 1 April 2005, it sold its major- 
ity stakes in Pipavav Port and Pipavav 
Rail to shipping major AP Moller. The 
Danish company also bought the hold- 


SEA KING 


BUSINESSWORLD 16 2 MAY 2005 


ings of the Port of Singapore Authority 
and private equity fund CDC. Now SKIL 
is left with 100 per cent stake in Pipavav 
Shipyard, and is thinking of selling that 
off over the next five years. Already, one 
“very big Indian company” and a for- 
eign shipyard have shown interest in 
buying Gandhi's stake in these projects. 

So, what is one of India’s first private 


to core š 
skills 





infrastructure companies trying to do? 
Sea King now plans to concentrate on 
the SEZ project. Though there is talk in 
the market that SKIL, the largest share- 
holder, is selling off its SEZ stake to US- 
based Hines, Gandhi says he is also dis- 
cussing with other companies to struc- 
ture partnerships and does not intend 
to sell out outright. a 

SUPRIYA KURANE 
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FOUNDED in 1950asanair-taxi service, 
Gulf Air had become the flagship airline 
for the most of the Gulf region by 1970s. 
But the open skies treaty in 1983 caused a 
proliferation of airlines in the region, di- 
luting Gulf Air's traffic share. With time, 
things turned worse and the company 
slipped into the red. Multiple ownership 
— governments of Oman, Bahrain and 


Abu Dhabi have a stake in it — didn't | 


help matters. But the airline has been 
shaping up fast since James Hogan, an 
Australian, was roped in as the president 
and the CEO in 2002 to spearhead a 
three-year recovery effort. Hogan spoke 
to BW's Anjuli Bhargava about his strat- 
egy and outlook for the company, throw- 
ing up important cues for Indias ailing 
state-owned carriers. Excerpts: 


m What is the turnaround strategy of 
Gulf Air? 

The airline had been running for 55 
years and it had become a political foot- 
ball. The board took the decision to 
bring in an outsider and I am the first 
non-Arab in 50 years to run the airline. 
We started running the airline with a to- 


tally commercial mandate. We had a | 


hard focus on costs. One of the first 
things we looked at was the network — 
was it right for an airline of this size op- 


erating out of three hubs? For instance, | 





the airline was flying to Paris four days a 
week. We changed that overnight to 
daily and saw a rise in load factor. So, the 
airline was operating to all these desti- 
nations one, two, three times a week. We 


reduced the destinations but operated | 


on a daily strategy. Unless you give a 
customer a seamless travel with mini- 
mum transit times and daily options, 


they have other options. Also, when | 


you're operating to a destination 2-3 
times a week, your costs compound - an 
overnight crew, parking charges, hotel 
costs and so on. From an economic 
point of view, we shrunk the network to 
improve productivity. 


gi Did you get rid of people? 
I had 5,000-odd employees. One thing 
you must keep in mind when you look 


_ at the employee-aircraft ratio of an air- 


line is that when it is a European, Amer- 
ican or an Australian airline, the em- 
ployee costs are much, much higher. My 


costs are much lower, so it will notbean | 
and found that there are certain times of 


apple-to-apple comparison. 
IfI had got rid of people then, I think 
people would not have focussed on the 


change was trying to bring about. They | 
| would have been worrying about trying 


to save their jobs. What I did, in fact, was 


| adjust the wage rates. They had not seen 


a pay increase in years. Everywhere else 
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in the world, you get a cost of 
living adjustment, inflation 
adjustment. I introduced a 
cost of living adjustment. I 
introduced a bonus system. 
When our losses went down 
from 40 million dirham 
(about $10.9 million) to 19 
million dirham ($5.17 mil- 
lion), I gave one weeks 
bonus. When I break even I 
will give two week's bonus 
and when I make money, 1 
will give a month's bonus. I 
had to change their behav- 
iour. What was in it for them? 
Job security, enhancement 
and an incremental reward 
for their hard work. 


m How have you handled gov- 
ernmental interference? 

The board has a senior rep- 
resentative from each state 
that has a stake in the airline. 
There are four representa- 
tives from each country and we meet 
once a quarter. When I joined, I spent al- 
most 40 per cent of my time explaining 
what I can do and what I won't do. I will 
not introduce a route if I don't believe it 
will make money. We put together a 
plan, we took it to every finance depart- 
ment, we took them through the audit 
trail, made them understand the num- 
bers and made them sign on it. We didn't 
want any of them saying six months 
down the line, we have changed our 
mind.We explained that we have a com- 
mercial mandate from day one and we 
cannot work as a government utility. 
There isn't one decision that I have 
made in three years where the board did 
not agree. 


DILEEP PRAKASH 


m You introduced Gulf Traveller, which is 
a low-cost model. How viable is that, since 
many full-service carriers have found that 
their budget ventures don't work? 

It is not a budget carrier. It is an all econ- 
omy airline. We segmented our traffic 


the day or the year when it is all econ- 
omy traffic. On certain routes, I found | 
have two business class passengers. So I 
am not utilising my aircraft correctly. 
Routes like Indonesia, Jakarta, and at 
certain times of the year, India, it's only 
economy traffic. «f. 
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THE INTERNET 


Enter: The job vortal 





* Has inherited user base of cioljobs.com, Cybermedia's earlier job site 


HE competition just got kee- 
ner for the likes of Naukri.com 
and Monster.com. Horizontal 
job portals like them cater to 
all industries. But the bulk of the jobs 
advertised online, 40-50 per cent, are in 
IT. Now, sector-specific vertical job por- 
tals, or vortals, are aiming for this set. 


The first to hit the Web, IT-People. - 
com, caters primarily to India, the Gulf. 


, andthe US. It has been founded by Ke- 
tan Sheth, along with the likes of Tata 
Consultancy Services (TCS) co-founder 
* A Adi Cooper and former Jobsahead.com 

—. CEO Rajiv Puri. And last week, Dice, the 


] . largest IT vortal in the US, set up a ven- 


ture with Cybermedia (publisher of a 
. numberoftechnology magazines) to set 


«^  upCybermedia Dice.com. 


The Rs 80-crore ($18-million) Indian 


“online recruitment industryis minus- 


cule compared to its $1.5-billion US 


in counterpart, and is 10 per cent of the 


Rs 800-crore recruitment market in In- 


. . dia. But the segment is growing at a 
` whopping 50 per cent a year, one of the 
. fastest anywhere. That is its attraction. 


The underlying theme and differen- 
tiator for vortals is focus. Cybermedia 

' Dice, for instance, will stay away from 
.. BPO and stick only to value-added IT 
. jobs That, believes CEO Abraham Mat- 


` . hew, will help attract the IT pros. As for 


recruiters, they will have to sift through 


fewer resumes to find the right techie. 
Besides, Cybermedia Dice is offering 
screening tools like assessment tests to 
keep hiring time and costs down. 

- But will that be enough to build up 
traffic to the site? Sanjeev Bikhchanda- 


ni, CEO of naukri.com, which claims to | 
have 3 million users, does not think so. — 


He says: "The key to attracting recruiters 
is the quantum of resumes that a portal 


offers. As the average quality of resumes 
for job sites doesn't vary too much, it'll. 


be difficult for these niche sites to attract 
high traffic as their target group is a sub- 
set of horizontal sites like ours." 

What he is discounting is Dice's tie- 


-up with Cybermedia, which has 1 mil- 


lion registered users, most in the portal's 
target group, and IT-People.com’s part- 
nership with India's premier IT trade 
publication, Express Computer. 

But the overall online recruitment 
scenario is bright. It is proving cost-ef- 
fective. With only 10 per cent of all jobs 
posted online in India (US: 50 per cent 
plus), growth potential is big. In the last 
three years, TCS’s online recruitments 
have grown three-fold, and now ac- 
count for 15 per cent of its total recruit- 
ments. And vortals? “If they can provide 
us with a sharper talent pool, then we 
will access these channels,” says Dilip 
Mohapatra, head of sourcing atTCsS. W 

ADITYA KHANNA 
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READ BANG & OLUFSEN 


ax | Designer's technolog 
STAY WITH Sn Murus ^ SY 
T H E Ti M E S T HE 1978 special exhibition of | — it can even create coloured finishes 
dos g Bang & Olufsen products de- | — gives the productsa unique appear- 
signed by Jakob Jensen was only | ance. (BMW gets its anodised alu- 

the fourth instance of the Museum of | minium components from B&O.) 
Modern Art, New York, creatingan — — ICEPower: Intelligent, compact 
entire show around the products and efficient, these amplifiers of- 
of a single company. Recently, the | fer more power for less energy as 
company started selling its prod- they produce little unwanted 
ucts, the least expensive at heat. Slightly bigger than match- 
Rs 75,000, in India. Why does a boxes, they give designers free- 
B&O look so distinct? India man- dom with the speaker's form. 
aging director Prekash Ramsingh Sometimes used as many as four 
and Jesper Andersen of B&O Mid- to a box (each driving a single 
dle East say it is aluminium, ICE- speaker), they allow big output 

Power and openness. from small loudspeakers. 

Aluminium: A number of B&O Openness: B&O buys designs 
speakers are made out of extruded from the numerous people out- 
aluminium rather than traditional side the company. If it is feasible 
wood. This allows the company to to put them to use straightaway, it 
shrink product size without com- does. If available technology does 
promising on sound quality. Be- not allow it, the design is retained 
sides, its anodising technology by the company till knowhow 
that makes it commercially vi- 
able is developed. E 
ABHUIT MITRA 





















BeoLab 6000 speakers: Barely gg 
fatter than rain water pipes i: 


as Rr RR ET P MA LABVETVILA TM PNITUAIL SR dM MAII AH CHMP I RATEN MIA ARA PHP ATI EN c e lt AAI hth UI e Ie SII adii ANM MBA HUP SITIS AP oannes oerte ant pter nnam ee OO bc Mtt 






s pi ingt eir 

ents, ‘indian offices o of Microsoft Cor. Bre 

. poration, Agilent Technologies and | in 

Erst & Young are thinking seriously i 
about starting these services. — | 

Empower identifies the issues in 

the workplace through a confidential | have signed 
‘survey and then offers employees | — =< = 






]2€ 


Centenary Year 
qarat at >> 


1906 - 2006 





Celebrating 


100 years 


of setting standards in banking. 











On that foundation, 
we build our promise 
for tomorrow. 


Way back, on the 12th of March, 1906, Corporation Bank 
took its birth in Udupi, in the then undivided Dakshina 
Kannada district of Karnataka, considered the cradle 
of banking. The Bank has grown consistently since 
then by providing a contemporary edge and adding 
value to changing lifestyles through a range of innovative 
products and hi-tech services. 


Today, the Bank is on the threshold of an exciting future 
with an excellent track record, innovative products and 
services and new age banking. A Bank known for 
setting banking standards. 
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An outstanding achievement only made possible thanks 
to our visionary founders, illustrious leaders, dedicated 
CorpBank teams of the past and present, our esteemed 
customers, stakeholders and well wishers. That's 
Corporation Bank. Ready to take on future challenges. 
And more than willing to take you along. 


Corporate Office: Mangaladevi Temple Road, Mangalore - 575 001 
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WALKING ON THIN ICE? THE news of American rap artiste 
50 Cent being shot at nine times in New York in May 2000 — 
and still surviving — hardly qualifies as common knowledge in 
India. But film audiences in Indian cities will now see a contro- 
versial reference to the incident in an advertisement in Ree- 
bok's latest, big-budget campaign, ‘lam what | am’. 

The commercial has been at the centre of a storm in the UK 
triggered by the anti-gun lobby earlier in April. Led by Mothers 
Against Guns, the lobby has been protesting that it “glamorises 
the gun culture". The 60-second film features Curtis Jackson 
(50 Cent) counting from one to nine, referring to the gunshots, 
and suggesting that he has come back to become a successful 
singer. Following the protests, the Advertising Standards Au- 
thority in the UK stepped in and pulled off the ad. The commer- 
cial met with a similar fate in Malaysia last week, and was with- 
drawn by Reebok in the US on 20 March this year. 

50 Cent has a huge following in India, according to a source 
in Reebok who cited the sellout of 2,000 pairs of a special line 
of 50 Cent footwear. However Subhinder Singh Prem, manag- 
ing director of the Rs 250-crore Reebok India, has a different 
take vis-a-vis the ad: "The UK market has its own sensitivities. 
The sensitivities here are different. The 50 Cent advertisement 
will be run at cinemas here. But we will also air the commer- 
cials with (basketball player) Allen Iverson and (rapper) Jay Z." 

Reebok's globally integrated advertising campaign is cen- 
tred on traits of individuality in top athletes and entertainers. 
While the controversial TVC will play at theatres in India, Reebok 
India seeks the highest mileage from its outdoor and print cam- 
paign (made by McCann Erickson), featuring cricketers Rahul 
Dravid, Harbhajan Singh, Yuvraj Singh and Irfan Pathan. The cre- 
ative in India is built on a different plank, as Prasoon Joshi, cre- 
ative director (South & Southeast Asia), outlined at the 
unveiling of the campaign in Delhi. The 

feeling of ‘lam what | am' is 
about asserting one's indi- 
viduality. It has always been 
in our culture, he said, adding 
that “our agency spoke to the 
cricketers, and the lines are 
tailor-made to what each of 
them believes in." * 
KUNAL N. TALGERI 


The jangle 
on Jingles 


HE list of ‘most debated ads’ here are the ones that have 

received the maximum comments (via email) on Second 
Opinion. This is a section where surfers post their views on 
the latest television commercials and print ads on 
www.agencyfaqs.com, India's largest advertising, media and 
marketing website. 'Most debated ads' takes into account 


RANK BRAND ADVERTISEMENT n 
1 COCA-COLA Aamir Khan as Manno bhabhi 90 —— 

2 | PEPSI Oye Bubbly 102 

3 SPRITE Frog asks to be kissed 16 

4 | KWALITY WALLS Pleasure up man 91 

9 IDEA The power of an idea 11 

6 . RADIOMIRCHI Dancing after a car bash up 40 

7 MAGGI Vegetable ; . 

Atta Noodles Health Bhi Taste Bhi 7 

8 RIN Advanced Amitabh in a priest's habit 10 

9  ALPENLIEBE Holi commercial 27 
10 AMUL (Print) Yellow, the taste of India 14 


T is one of the most 

awaited TV news 
channels of this year. As 
Indias largest media 
house, Bennett, Cole- 
man and Company 
(BCCL), readies for the 
launch ofits second 
channel after Zoom, 
there is a growing buzz 
about who it is hiring and 
what it is doing. First came 
Arnab Goswami of NDTV, 
and then Sunil Lulla, the for- 
mer executive vice-presi- 
dent of Sony Entertainment 
Television. Lulla, 44, joined 
about a month back as CEO 
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of the yet-to-be-incorpo- 
rated TV news firm of BCCL. 


“My brief,” says Lulla, “is 
to build the same credentials 


| inTV media that Times of In- 


dia (TOD has in print.” But 
with BCCLs commitment to 
TV itself suspect, will Lulla 


HEMANT MISHRA 








the number of opinions received over the past seven days. 
An ad with the highest number of responses figures at the 
No. 1 position in the list of hottest ads. This list is updated 


— 





Grow up Aamir and be mature. 


Mindless ad. Gross waste of budget. 





every day. This list is as 
on 19 April 2005. The 
opinions column refers 
to the total comments 
received on the ad and 
not only in the last seven 
days. Surfers' opinions 
are random choices 
from all the postings for 
the ad on the website. li 


SURFERS' OPINIONS 





Stolen right out of a frog joke doing rounds on the Internet. 


Great show guys. Mind blowing models; really proves what a 
good product Monginis, | mean, Dinshaws...er... Amul is. Can 


you play the ad again, please? 
What are they selling! 


Bang on target! Good effort! Yeh ad dekh ke main bhi khush! 


Catchy jingle. Why the green colour code for atta? 


The agency should resign the account. Big B has made himself 
small by endorsing products like there is no tomorrow. 


Too cute yaar, Alpenliebe scores again. Lagey raho! 


It is amazing how Amul has managed to keep up the standard of 


good work through so many years. 


Source: agencyfaqs.com 


manage to do that? After a 
couple of half-hearted at- 
tempts in the 19905, it 
launched Zoom in 2004. The 
buzz is that the Rs 1,808- 
crore giant's heart lies in 
print, which brings in almost 
all ofits revenues. "In the 
one month that I have been 
around, I have seen whole- 
hearted commitment and 
the freedom to grow,” coun- 
ters Lulla. 

Lulla has just finished 
three good years with Sony, 
helping the brand shape 
into a strong No. 2 with 
shows like Indian Idol and 





Storyboard visuals courtesy: TV AD INDX 


AROUND 


Jassi Jaisi Koi Nahin. Then 
there is his experience in ad- 
vertising (JWT) and media 
(HMV, MTV, Indya.com and 
Sony). Anews channel, 
thinks Lulla, is just perfect at 
this stage. 

He dismisses the notion 


that TVis getting over- 





| crowded. "China has over 
| 1,000 channels, BSkyB (in 


the UK) offers, I think, 400- 
odd channels. The Indian 
space is bound to grow in 


| the next 4-5 years, every cat- 
| egory will have 5-10 brands,” 


he says. Amen to that. i] 
VANITA KOHLI-KHANDEKAR 


AMAR Khan is angry. 

“Everyone in this 
country is an armchair 
director, just like they are 
armchair (cricket) 
selectors; if you think you 
are so good, why don't you 
go and do it?" he rants. 
Khan is angry about some 
of the film reviews of his 
first directorial venture 
produced by Shemaroo, 
Kuchh Meetha Ho Jaye. 
Samar, who has worked as 
a film scribe for NDTV and 
produced a film show for 
Zee, admits that his film "is 
not brilliant". He says: "But 
| am very happy with the 
product. All of us dream of 
something; my dream was 





to make a film. | have lived 
my dream." Khan is 
probably being judged 
poorly because he is a 
journalist. He is the second 
scribe after Khalid Moham- 
med to direct a film in 
recent times. Mohammed 
did Fiza and Tehzeeb, both 
of which disappointed 
almost everyone, myself 
included, who has grown 
up enjoying reading his film 
reviews in The Times of 
India (TOI), Mumbai. Relax 
Samar, wait to see what 
the audience says. 


HE noise about 
Mumbai's newspaper 
battles (See BW, 28 March 

2005) is getting louder by 
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the day. Every day, either | 


| hear something or 
| someone calls up to ask if | 


| 
| 





know anything new. So, 
here is the low-down. Ayaz 
Memon of Bombay Times 
has been hired as editor-at- 
large for The Sun (called 
DNA for now). The Sun is 
the Zee Telefilms-Dainik 
Bhaskar combine's national 
English daily, which should 
be launched by June or so. 


| The buzz is that market 
| leader Bennett, Coleman 


and Company's flanker 


| tabloid, called a 'broadloid' 


within TOI, will be launched 
in May. The Times Mirror or 


| The Bombay Mirror (don't 


l know what it will be called 


eventually) will 
take on both 
Hindustan Times, 
out sometime in 
June last heard 
and The Sun. 
Then there is the 
news of the HT 
Media IPO, with 
Kotak as lead 
manager. But the 
guys who are rubbing their 
hands in glee are the 


, media buyers (rates will 


fall, to start with) and 


. newspaper distributors 


(more commissions, 
freebies). Keep reading this 


column to know more. 





YUNKII's 1,000th 
episode was soooo 


| boring. But my favourite 
_ show on Star Plus (CID on 


Sony and Kadam on 


_ Sahara) has proved the 





| point about soap operas. 
. They are the best way to 


get a loyal audience every 
night. Remember Dynasty, 


. The Bold and the 


| Beautiful? 
| 


ka 
VANITA KOHLI-KHANDEKAR 
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skies slowly 
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The author is consultant 
editor of The Telegraph. 


A revolt of 
American 
cities that 
received 
no inter- 
national 
flights 
made the 
US move 
to open 
skies; now 
everyone 
is follow- 
ing its lead 














OR centuries, international law has 
encompassed Freedom of the Seas: 
that a ship has a right to carry goods 
from any port to a port in another 
country. The other maritime right 
called cabotage — the right to carry traffic from 
one port to another within the same country — 
is reserved for a nations flag carriers. 

But freedom of the air does not exist; every 
country owns its skies and can barter freedoms 
relating to it. The first freedom is our right to 
overfly another country. The second is our right 
to land in another country without setting 
down or picking up passengers or freight. The 
third and fourth freedoms are our right to fly 
commercial traffic to and from another coun- 
try. The fifth freedom is our freedom to fly traffic 
between another nation and a third. The sixth 
is freedom for the airline of a second nation to 
fly traffic from a third nation to our nation. The 
seventh freedom is our right to carry traffic be- 
tween two other nations without touching our 
own. The eighth freedom is cabotage. 

The US and India signed an air services 
agreement on 14 April giving each other fifth 
freedom. India’s airlines can fly passengers, on 
scheduled and charter flights, from a point be- 
hind India to one or more in India to the US and 
then beyond; they can also fly freight between 
the US and a third country without touching 
India. US airlines have reciprocal rights. 

This agreement breaks new ground be- 
tween the US and India, and is also very differ- 
ent from all of India’s other air services agree- 
ments. The impetus came long ago from the 
US. In 1944, an allied victory in World War II 
seemed certain; the War would also leave be- 
hind a vast fleet of long-distance aircraft, the 
only use for which would be to fly passengers. 
So allied nations met in Chicago and agreed on 
ground rules which ensured that flights be- 
tween countries would emerge out of a bargain 
between the two governments. The first such 
bilateral agreement was made by Britain and 
the US. Negotiators of both countries were 
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flown to Bermuda in 1956 and left there till they 
cameto an agreement. The terms set out in that 
agreement came to be known as the Bermuda 
rules and were universally followed. 

The agreements led to most international 
flights landing in New York, Boston or Washing- 
ton on the east coast and San Francisco or Los 
Angeles on the west coast. Four American cities 
that felt left out formed an alliance called 
United States Airports for a Better International 
Air Service in 1988; under their pressure, the US 
allowed foreign airlines in 1990 to land without 
previous agreement at US airports not served 
by a US international airline. 

Northwest Airlines was in alliance with 
KLM and was in trouble. To help it out, the US 
signed the first Open Skies Agreement with the 
Netherlands in 1993. It followed it up with one 
with Canada in 1995. Since then, the US has 
tried to get as close as it can to open skies in its 
agreements; India only agreed in 2005. 

A day before the agreement with the US, In- 
dia signed a memorandum of agreement with 
the United Kingdom which also embodies fifth 
freedom. Indian and British airlines will be able 
to operate 56 flights a week to and from 
Heathrow in two years' time. Indian airlines will 
be able to fly any number of flights to other 
British airports; British airlines will be allowed 
to operate seven flights a week to any Indian 
airport (except that to Madras and Bangalore 
the limit will be 14 a week). Thus, India has got 
much more than the UK in this memorandum. 

It is not an agreement, for British agree- 
ments must be compatible with EU law which 
requires that rights given to British airlines 
must be extended to other EU airlines. The 
British also asked for other things — e.g., that 
tourists should be allowed to stay for 45 days, 
not 28 as now, and to come with one charter 
operator and leave with another. The Indians 
promised to think about it. The world is moving 
towards open skies while India ponders. Still, it 
is niceto be able to fly abroad with Jet or Sahara; 
I wish there were more private airlines. hay 
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OTTON skirts from 
India are proving to 
be more popular 
than ever in the US, 
although the syn- 
thetic variety has 
shown a small dip. Together, a 
total of 15.85 million skirts 
(15,851,664 to be precise) were 
exported to the US in the first 
three months of 2005 alone, 
compared with 22.75 million 
skirts (or 22,750,776) for the 
whole of 2004. In other words, 
exports have been booming 
since the US, like the European 
Union and Canada, lifted their 
decades-long textile quotas 
from January 2005. 

Cause, indeed, for celebra- 
tion as this is the first sign that 
the end of the quota regime is 
helping the Indian textile sec- 
tor to burgeon. According to 
the latest US import figures re- 
leased by the Office of Textiles 





REUTERS 


and Apparel (OTA), India's exports of | 


cotton skirts from January to March this 

year have shot up by 211 per cent com- 

pared with the same period of 2004. 
Now comes the damper. Chinese 


skirts of both varieties are doing even | 


better. From sales of just 9.29 million in 
2004, exports have soared to dizzying 
levels since quotas were dismantled. For 
the first three months of 2005, China ex- 
ported 20.97 million skirts — a scorch- 
ing 1,102 per cent increase over the 
comparable period for 2004. In short, 
India is no longer skirt king. 

It is the same story in a host of other 
cotton apparel items (see ‘Where It 
Hurts Most’) although a caveat is in or- 
derhere. The OTA figures are provisional 
and are being revised periodically. It 
provides just the volume of growth and 
not the values. But all the same it is sig- 
nificant because the US is India's top 
market for textiles, accounting for close 
to a quarter of its fabric, made-up and 
yarn exports and nearly a third ofits gar- 


ment exports. The OTA data is the clear- 


est indicator so far of what India's post- | 


quota outlook is in the short term. 
In some significant respects, it out- 


that has been widely projected as one of 
the two clear winners in a world without 
quotas. Take, for instance, what has 


happened to cotton dresses, a category | 


where India has a clear edge. Exports 





went up by 24.61 per cent to touch 4.96 | 


million units. This is a creditable perfor- 


mance till one looks at the other players. | 
Here again, China whooshed past with | 


exports of 5.64 million dresses — a 
growth of 268 per cent over the compa- 


rable figures for the previous year. The | 
more telling figures are that in 2004, its | 


total exports of dresses was just 3 mil- 
lion whereas India's exports were well 
over 11 million. India is no longer dress 
king either. 

Although it was widely accepted that 
China would race ahead, the OTA fig- 
ures are disquieting even if some indus- 
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Against The Flood 





| Stitching a success: Chinese garment 


makers (above) are busier than ever 
post quota. Exports by Indian units 


| (top right), have been constrained by 
| lack of capacity 
lines a dismaying prospect fora country | 


try representatives point to the "gener- 
ally respectable growth rates (36-117 
percent)" in a range of items, from knit 
shirts, woven blouses, slacks and 
trousers, to baby garments. 

In made-ups, too, India has patched 
together a success of sorts. An increase 
of over 66 per cent has pushed cotton 
sheets exports to 25.41 million square 
metres — putting it just behind Chinas 
25.88 million sq. m (a fierce 229 per cent 
growth) — and pillowcases to nearly 5 
million sq. m, putting it a wee bit ahead 
of its main rival. However, it slipped on 
pile towels, a 7 per cent decline in ex- 
ports allowing Pakistan to emerge as the 
clear leader. In fact, in several cate- 
gories, cotton dresses among them, 
Pakistan is snapping at India's heels. 

Knit fabrics recorded a creditable 





DILEEP PRAKASH 


235 per cent jump to touch nearly 8 mil- 
lion sq. m, along with handsome in- 
creases in other non-woven fabrics. 
Ditto for some wool items. In manmade 
fibres, where India is present only in 
niche products, the performance, on 
the whole, was dismal with declines 
recorded in 18 categories. 

So is India doing well or badly? That 
would depend entirely on which seg- 
ment of the industry one is speaking to. 
While the government says it is too early 
to tell, disquiet has begun to surface. 

Arumugam Sakthivel, chairman, 
Apparels Export Promotion Council 
(AEPC), admits life after quotas is not 
rosy. He says exports in the first three 
months of 2005 have grown just 7-8 per 
cent and "the prospects are not as good 
as we expected. We are being beaten 
down on prices by China, among other 
things and we could even end up with a 
negative growth this year”. 

Apart from the big edge that a 
pegged yuan rate gives China, its ex- 
porters also enjoy major tax incentives. 
The AEPC chief's immediate worry is 
the cut in the duty drawback scheme, 
which was changed in January from a 
value-based rate to a weight-based 
structure. This was done to discourage 
the misuse of the facility by exporters 
who were inflating their invoices. But, 
effectively, it has brought down the 
drawback rate from 10.5 per cent to 
around 3.25 per cent. Points out Sak- 
thivel: "China gives its exporters a 
straight 13 per cent refund of VAT. How 
can we compete?" 

As Chinese textiles flood the world, 
and calls mount in the US and EU for 
import restraints, every statistic on tex- 
tile exports is being put under the mi- 
croscope. On 19 March, China's min- 
istry of commerce released figures for 
January and February that showed that 
its post-quota growth in non-garment 
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India is finding it tough to 


hold its own as China's 


textile exports are surging 
dramatically. By Latha Jishnu 


exports has been phenomenal. Exports 
were up 33 per cent to touch $ 5.21 bil- 
lion, primarily on the back of a sharp 
rise in prices of man made fibre (MMF) 
fabrics and made-ups. And apart from 
surging sales to the US and EU (63 per 
cent and 57 per cent respectively), 
China had made significant inroads 
into South Korea, Iran and Bangladesh. 
"Where is the surprise in this?" asks 
sudhir Dhingra, chairman and manag- 
ing director of Orient Craft, one of the 
top garment exporting firms. "If there is 
growth in India's exports, it is cause for 
celebration, but otherwise, there is no 











point in these comparisons." True 
enough, given China's huge capacities 
and huge market share (see 'Too Little, 
Too Late, BW 15 November 2004). Some 
industry experts had warned last year 
that India would fail to make capital of 
the first two years ofa quota-free world. 
As Dhingra stresses, China is ahead 
of us by at least 10 years, because of the 
government's unwavering focus on the 
textile sector; in India, on the other 
hand, the government has choked the 
mill sector. "Now, we have the results 
and it should not surprise us," he says. 
India has so far released provisional 


Where it hurts most 
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2004 KNIT SHIRTS 2005 


Source: Office of Textiles & Apparels, US Dept. of Commerce 
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Category 

MAR 2004* 
KNIT FABRIC 2.36 
NON-WOVEN FABRIC 4.38 
COTTON TROUSERS 3.68 
WOMEN'S SLACKS ^ 443 
COTTE 15.28 


COTTON SHEETS 
SYNTHETIC FILAMENT 0:55 
SLACKS MMF** 3.13 


vost quota: Exports to the US 


TEXTILES 








INDIA CHINA 
MAR 2005* % CHANGE MAR 2004* MAR 2005* % CHANGE 

7.92 235.04 36.95 30.48 -17.49 
6.91 57.77 10.33 58.49 466.33 
6.30 70.82 2.40 38.24 1492.47 
7.48 68.86 3.64 62.48 1612.40 

25.41 66.30 7.86 25.88 229.27 

17.81 3116.73 1.53 12.13 690.54 
0.96 -69.27 2.75 10.55 283.69 


*Figures in million sq. metres as on 15 April 2005; **MMF= Man-made fibres 


figures for just January and these are far 
from reassuring. Preliminary data com- 
piled by the directorate-general of com- 
mercial intelligence and statistics (DG- 
CIS) reflect a 7.6 per cent dip in exports 
in January at $1.16 billion. However, the 
textile ministry thinks it is too early in 
the year to see a definite trend, specially 
since the figures of exports to the US 
have shown an overall 20 per cent rise 
in volumes. 

There are others, too, who believe 
that too much is being read into these 
provisional figures. The Indian Cotton 
Mills Federation points out that a true 
picture will not emerge till much later 
on what impact the abolition of quotas 
has had on India’s textiles exports. Its 





secretary-general D.K. Nair maintains 
that Chinese competition to our present 
lines of production is minimal. Coun- 
tries which will be hurt in a world with- 
out quotas will be Bangladesh, Sri 
Lanka, Vietnam and Cambodia. And 
though the market leader will grow 
much faster than India, “China,” he de- 
clares, “is not growing at our expense.” 
Such a view does not take into ac- 
count the fact that China has already 
displaced India in the US as the leading 
supplier of cotton skirts, dresses and 
bedsheets. Going by past performance, 
it is not unlikely that China's scorching 
growth will cut into India’s lead in other 
segments, too. In 2002, quotas were 
lifted on three categories: bras, veg- 


The flood begins: Massive capacities are helping Chinese exports, especially in 
the manmade fabrics segment, where India is losing out rapidly 
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Source: Office of Textiles & Apparels, US Dept. of Commerce 
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etable fibre garments and silk blend gar- 
ments. In none of these did India make 
much inroads while Chinese exports 
grew by around 200 per cent. 

That, as industry experts point out, 
was only to be expected since India did 
not have capacities in these categories. 
The popular, and comforting, view is 
that the textile quotas were deliberately 
fashioned to restrict India’s textile in- 
dustry. China was allowed to grow much 
more than India before quotas were 
clamped on it —which means that huge 
capacities had already been built up. 

What the statistics may be throwing 
up is the fact Indian firms are operating 
at close to full capacities. There simply is 
no slack left to exploit the market open- 
ing. But Nair is hopeful that the invest- 
ments that are being made will fill the 
gap although industry specialists like 
Arvind Singhal, chairman of KSA 
Technopak, a leading textiles consul- 
tancy, have been warning that by the 
time India expands capacity it may be 
late into 2006 or even 2007. 

Given this backdrop, it is no surprise 
that Indian exporters are waiting to see 
if the US will take safeguard action 
against Chinese textile exports. Under 
the WTO accession agreement signed 
by Beijing, countries can imposes prod- 
uct specific and general safeguards on 
its exports till 2008. 

"Investments in India are growing 
faster than ever. But we have no time to 
lose," says Nair. We have till 2008 to con- 
solidate our position." What it means is 
that the China safeguards would come 
in handy for India. s 
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HP Color LaserJet Printer. For cost-effective in-house printing. 





HP presents an incredible range of Color LaserJet printers. Designed to set you free from the hassles of 
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| HP COLOR LASERJET 
4650 PRINTER SERIES —— 


Rs.1,28,999*.... 


* Up to 21 ppm (Clr/BIk) 

* 160 MB RAM 

* 85,000 pages per month 

* 533 MHz processor 

* 600 x 600 dpi, ImageREt 3600 
* PostScript 


MODELS - HP Color LaserJet 
4650 / 4650dn / 4650dtn 


FREE! HP ÓfficeJet 5510 All-in-One 
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MODELS - HP Color Laserjet 
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THE REAL INDIA, THEY SAY, LIVES IN THE VILLAGES — 
638,365 villages, to be precise. This is where the fortunes of 
many of India’s biggest corporations are likely to be shaped. 

Yet, very often, miles away in corporate boardrooms, 
rural India still remains an abstract concept. Most senior 
executives would rather sit through the periodic rural 
marketing workshop in five-star hotels than deal with the 
heat and dust of the marketplace. As a result, for much of 
India Inc., rural India remains the last frontier. 

That's why the story of ITC's e-Choupal and HLLs Project 
Shakti is significant. For the uninitiated, Project Shakti is 
HLLS smart way to use self-help groups to directly cater to 
1 million homes every month in villages where traditional 
distribution systems cannot hope to enter. E-Choupal is 
ITC's much-feted business model to build a trading platform 
with rural India that already touches 3 million farmers. 

Hidden in these details lies an untold story: of how these 
two projects have brought two of India’s biggest marketers 
face-to-face in a fascinating battle to pry open Indias rural 
markets. The two approaches are a study in contrast. This 
isn't a typical corporate battle where there is a winner and a 
loser. The two companies have to still prove that the models 
are sustainable and scalable. But what are the real stakes? 

Intellectual leadership, we think. To be Indias most 
respected consumer product company — a position HLL 
held for over five decades and ITC is now threatening. 

Over the years, HLL has defined what competitive 
marketing is all about. Its distribution system has been the 
envy of every other marketing organisation in the country. 
Lever House in downtown Mumbai has been Corporate 
India's unofficial University of CEOs, making it one of the 
most powerful corporate alumni networks in the country. 

Through the 1980s, ITC perhaps had the stature to 
challenge HLL. Its distribution muscle and brand portfolio 
was no less formidable. Also, being a quintessential 
entrepreneurial firm, it prided itself on the ability to spot 
new business opportunities, often choosing a path at 
variance with its majority shareholder, BAT. 

The 1990s were particularly trying for ITC. Some of its 
diversification ran into trouble. K.L. Chugh, then the CEO, 
was dragged to prison for violation of foreign exchange rules. 
BAT waged a determined battle to wrest control of the 
company. Some of ITC's best managers, like Chandu Mishra 
and Feroze Vevaina, left the company. By the time Y.C. 
Deveshwar was brought back from Air-India as chairman in 
1996, ITC desperately needed a new dose of leadership. 

The 1980s and 1990s were HLUs golden years. But the 
dream run had come to an end by the end of the two 
decades. As the giant organisation huffed to squeeze out 
even an ounce of growth, the halo around it began to dim. 

It was left to chairman Vindi Banga to bring the focus 
back on sustainable growth. He chose to shrink the 
company’s spread of business to the branded packaged 
goods, and within that, to just 30 power brands. 

Today, after five years of struggle, Banga is still at pains to 
convince both the market and his own employees that a new 
Lever is set to rise. Project Shakti could show the world that 
the new Lever is unfettered by its growing integration with 
Unilever and it isn't afraid of risks — trying out unconven- 
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Women entrepreneurs 
of HLUs Project Shakti 
hawking products near 
Jaipur, Rajasthan. 
Right: A farmer who 
sells to ITC's e-Choupal 
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tional approaches and continuing to invest in the future. 

At ITC, after almost a decade at the helm, Deveshwar has 
more than accomplished his task of straightening out things. 
If there is one thing he would want more than ever at Virginia 
House, ITC's corporate headquarters in Kolkata, it is to leave 
his stamp on the company’s future. Many of the non-tobacco 
businesses, like hotels and paperboards, that are now raking 
in cash were seeded before his tenure. In late 1999, almost 
through serendipity, he hit upon e-Choupal. This was his Big 
Idea. And Deveshwar believes if it works, it would overtake 
ITC's cigarette business in size by 2010. 

Given his run-in with BAT, Deveshwar tends to hate 
multinationals. He looks upon HLL as an example of a 
corporation that lost its way in India since it began to toe the 
Unilever line. He spares no punches. In the 2003 Infocomm 
conference in Kolkata organised by Businessworld, 
Deveshwar and Banga shared a stage. While talking about e- 
Choupal, much to Bangas chagrin, Deveshwar suggested the 
model could help solve HLLS topline growth problem. 

In HLLS conservative book, ITC's profligate ways are an 
anathema. It would prefer to ignore ITC. Inside Lever House, 
senior managers believe the e-Choupal model was rolled out 
with great haste to curry favour with the government of the 
day. But that hasn't stopped it from appointing a consultant 
to keep tabs on the e-Choupal rollout. 

Last August, a coin dropped: ITC's market capitalisation 
nudged ahead of HLLS for the first time ever. That's not all. 
This year, through its choupals, ITC is planning to launch a 
slew of personal care products — shampoos, detergents, 
soaps and hair oils — pitting it head-on against HLL. 

But this story goes well beyond the grand ambitions of 
two corporate giants. Today, more than ever before, industry 
associations and corporate boards are looking at setting new 
agendas that combine wealth creation with deeper social 
change. It isn't about corporate social responsibility. Ever 
since management guru C.K. Prahalad began preaching with 
evangelical zeal, corporate imagination has been fired by the 
possibility of fortunes at the bottom of the pyramid. 

Who will show the way? Turn the page for the answer. 
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HINK of a person who delib- 
erates with care, stays foc- 
used, and is frugal. Now im- 
agine another person who is 
more of a maverick, not 
averse to changing course — 
but he can be a tad extrava- 
gant. If you had to pick one of them to 
head a new venture in a difficult and un- 
known terrain, who would you choose? 





We aren't giving away the answer | 


just yet. But the story of ITC's e-Choupal 
and HLLS Project Shakti could give you 
enough clues. After a slow start, Project 
Shakti today covers 60,000 villages ac- 
ross 12 states. It provides livelihood to 
13,500 Shakti dealers, almost all of them 
poor women. By this year-end, it will 
have another 11,500 women entrepre- 
neurs hawking Lever products to village 
folk. The project now contributes a little 
more than Rs 100 crore to the Lever 
topline, and is yet to break even. By the 
next year-end, HLL believes Shakti's 
contribution could double and the pro- 
ject could achieve cash break-even. 


Then there's ITC’s e-Choupal. Its the 
second largest agri products exporter 
from India. Thanks to its 5,050 choupals 
across six states, the company sources 
agri products worth almost Rs 850 crore 
from 31 lakh farmers. By 2010, it plans to 
extend coverage to 1.1 crore farmers 
across 1 lakh villages in 15 states. But 
ITC is now looking beyond mere pro- 
curement — it has begun using its net- 
work of choupals and warehouses for a 
two-way trading process that takes 
products and services to the farmers. By 
next March, it hopes to build 30 
Choupal Sagars, its large rural shopping 
complexes replete with supermarket, 
petrol pump, bank, healthcare and 
training facilities, and more. 

Shakti and e-Choupal are clearly 
chasing two different goals. But why are 
two companies that sighted the same 
opportunity responding to it so differ- 
ently? Perhaps it has to do with their cor- 
porate genes. 

The contrast between the two was 
evident from the start. If HLL was mea- 


Farmers at ITC's hub in Hardoi being briefed about insurance. Notice the 
Philips ad — the company is riding the e-Choupal network to sell its own wares 
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4 ITC 


@ TURNOVER: Rs 12,039 crore 


€ MARKET CAPITALISATION: 
Rs 34,033 crore 


è MODEL: Use proprietary 
network of intermediaries 
for procurement and 
distribution 


è GOAL: To account for 7% 
of India’s GDP by 2020. 
Chairman Y.C. Deveshwar 
thinks revenue from 
e-Choupals will overtake 


that from tobacco by 2010 


€ CURRENT SIZE OF BUSINESS: 
Rs 850 crore (sourcing) + 
Rs 50 crore (distribution) 


€ TARGETED SIZE: Rs 4,000 
crore (sourcing) + 

Rs 3,000 crore 
(distribution) by 2010 

@ CURRENT COVERAGE: 5,050 
kiosks in 31,000 villages 


€ TARGETED COVERAGE: 
20,000 choupals in 1 lakh 
villages by 2010 





HLL 


€ TURNOVER: Rs 10,245 crore 


€ MARKET CAPITALISATION: 
Rs 28,846 crore 


è MODEL: Use self-help 
groups across the country 
to push Lever products 
deeper into the hinterland 


€ GOAL: Non-executive 
chairman Vindi Banga 
believes Shakti can be as 
large as the current size of 
HLL in a decade 


€ CURRENT SIZE OF BUSINESS: 
A little over Rs 100 crore 


€ TARGETED SIZE: Rs 1,000 
crore by 2007 


€ CURRENT COVERAGE: 13,500 
Shakti dealers, most of 
them women, in 60,000 
villages of 12 states 


€ TARGETED COVERAGE: In 
another 5 years, HLL plans 
to have 50,000 Shakti 
dealers in 200,000 villages 
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RURAL MARKETING 


Sujatamma, an entrepreneur 
attached to Project Shakti in the 
Nalgonda district of Andhra Pradesh 


sured in its approach, ITC was some- 
what serendipitous. In 1999, as a part of 
Project Millennium, HLL invited sug- 
gestions from employees on how it 
could keep growing. Ideas that came in 
were put into several buckets. One of 
them was loosely termed as ‘rural’. 
Someone suggested looking at alterna- 
tive channels such as the one used by 
Grameen Bank in Bangladesh. There, 
the micro-credit body had boosted sav- 
ings among poor women through self- 
help groups (SHGs), and then helped 
them convert those savings into micro- 
enterprises. 

It was an idea whose time had come. 
The SHG movement had been gather- 
ing momentum in India. At the same 
time, despite being the largest consu- 
mer product marketer, HLUs much-ad- 
mired distribution machinery was di- 
rectly servicing less than a fifth of India's 
villages. This was the fallout of uneco- 
nomical last-mile logistics. The busi- 
ness generated by retailers in these half 
a million villages was less than that in- 
curred by the company to service them. 
That meant Lever could not reach out to 
nearly 87 per cent of India’s villages, 
which have a population of 2,000 or less. 

Retailers in these villages relied on 
the wholesale channel — easily one of 
the most cost-effective mass distribu- 
tion systems. So products did get 
through, but only fast-moving brands 
like Life-buoy. Without a direct distribu- 
tion system in place, Lever knew that 
only a handful of its brands would reach 
rural shop shelves. Could a new delivery 
channel be developed around SHGs? It 
was an idea no one had tried before. 

In contrast, e-Choupal was the child 
of desperate brainstorming. In 1999, 
ITC was on the verge of closing its inter- 
national business division (IBD). 
S. Sivakumar, CEO of IBD, decided to 
give it one last try. While sourcing soya 
in Madhya Pradesh, the IBD team used 
to see farmers lug their produce in trail- 
ers to thelocal mandi. Then, ITC would 
buy the produce from the mandi and 
bring it to its processing hub. Not only 
did ITC end up paying each intermedi- 
ary at the mandi, but the farmers also 
got cheated at the mandi. The insight for 





story 


the e-Choupal idea came from a need to 
re-engineer this supply chain so that 
both the farmer and ITC gained. 

Atthe annual planning meet in 1999, 
Sivakumar presented an alternative 
business plan which made a bet that in- 
formation and communications tech- 
nologies would help source agri com- 
modities efficiently. At first glance, it 
wasn't a simple idea to grasp. But De- 
veshwar, his chief financial officer and 
his IT head spent several hours review- 
ing the plan with Sivakumar, before giv- 
ing him the go-ahead to experiment. 
That's how e-Choupal was born — as a 
last-gasp effort to save a business. 


URING the next phase, the two 

companies began designing the 
basic business model. And that's when 
their approaches started diverging. In 
late 2000, HLL despatched a bright, 
young manager, K.T.H. Srinivas, to Nal- 
gonda, a sleepy district near Hyderabad 
where average incomes were as low as 
Rs 650-1,000. The company also out- 
sourced almost all the groundwork to 
partners like Mart, a rural marketing 
consultancy. They negotiated with state 
governments, local micro-credit organ- 
isations, and SHGs. ITC, on the other 
hand, did the spade-work itself and de- 
cided to test its model at the large soya 
producing belt in Madhya Pradesh. 


The results, too, were remarkably | 
different: HLL ended up with a model | 
that followed a linear, hierarchical ap- | 


proach, while ITC chose a more uncon- 
ventional and complex format. The 
roles of the key participants in the two 
models were sharply different. HLL en- 
tered Nalgonda with a simple plan — to 
sell through SHGs. It would train their 
members in selling. Sell them its mer- 
chandise. And then, the members 
would recoup their investments by sell- 
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ing to their fellow villagers, and possibly | 
to 3-4 nearby villages. In the first phase, | 
it started with 100 Shakti Ammas, as the | 
women members of the SHGs came to | 


be known in Andhra Pradesh. 

ITC also went for a local representa- 
tive. It would appoint a farmer as the 
sanchalak for a clutch of villages. By 
making a local the face of the company, 
ITC could easily build credibility. An In- 


ternet kiosk — with a PC, aVSAT con- | 


nection and a printer — would be set up 





at the sanchalak's home. Everyday, ITC 


would transmit the prevailing mandi 


prices and the price at which it would | 


buy soya at its nearby processing hub to 


the sanchalak via the Internet. Instead | 


of being forced to travel all the way to the 
mandi for finding out the price, the 
farmers now had a choice: sell their pro- 
duce to the mandi or ITC, or hold till 
prices improved. 

So, at ITC, the sanchalak was the 
critical person who would have to figure 
out what the community needed. But 
how was he an active participant? Well, 


he would not make any money dissemi- | 


nating all the information. He would 
make money only when there were 
transactions. This ensured that the san- 
chalak would keep ITC on its toes. He 
would say: “Unless you deliver value in 
my village, I won't make any money." 

To ensure that these ideas spread 
from sanchalak to sanchalak, ITC or- 
ganised regular community gatherings. 
In contrast, HLL had no formal mecha- 
nism for spotting ideas from ground up. 
The only occasion when these could 
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come up was at its quarterly sales review 
meetings at Lever House. 

ITC was also testing the robustness 
of its sourcing business by running 
small pilots in three different parts of the 
country, in commodities as diverse as 
coffee, aqua and soya. To make it work, 
the company's employees sometimes 
had to even beef up the local telecom 
infrastructure on their own. 

The two firms had different comfort 
levels with uncertainty. The HLL board 


| wanted to see the proof ofa concept that 


would be sustainable and scalable 
across India. So, for two years, the new 
business team at Nalgonda fine-tuned 
the model to reach those goals. In con- 
trast, the team at ITC was willing to roll 
out a model once they felt they had got- 
ten 60 per cent of it right. So, while ITC 
was going though the paces of failure 
and success, HLL stayed in Nalgonda. 
The Nalgonda project's beginning 
was unnerving. Half of the 100 women 
who signed up quit in the first six 
months. Most were not used to running 








1 — 
p^ (v. 


BEETA m 


eT, 2,7, pee 





* s * 
Ae * * 
aE TEP 


businesses. A former HLL employee 
who worked on the Nalgonda pilot re- 
members, the women were unwilling to 
sell to their fellow villagers at a profit. 

Six months down the line, the com- 
pany sharpened its hiring strategy. At 
first, Shakti had attracted lots of women, 
who were keen but couldn't commit 
enough time. So HLL began to screen 
them out. It also decided, says Dalip Seh- 
gal, executive director in charge of new 
ventures at HLL, that handholding in the 
first three months was important. “If we 
pulled them through the first three 
months, they would stay on,” he says. In 
those three months, the groups needed 
to see some money being made. That 
convinced them that the model worked. 

HLL also realised that villagers had a 
minimum desired income. The mini- 
mum daily wage in the area was Rs 50. If 
a woman got work for half a month, it 
would have to add up to Rs 750. If the 
business got anything less than that, it 
was not worth their while. 

Also, when the project was test- 
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4 ITC The first Choupal v HLL in Nalgonaa, 
Sagar is up and running at Andhra Pradesh, a gaggle 
Sehore, Madhya Pradesh. of village women descend 
By March 2006, ITC plans at the home of the local 
to build 30 such malls. As Shakti Amma, Sujatamma, 
the company pushes to attend a talk on 

ahead with its distribution personal hygiene. Apart 
plans, it is trying to see from these small 

how cannibalisation gatherings, the company 
between the Choupal is also running larger 
Sagars and the sancha- awareness campaigns 
laks’ own businesses through its Vani 

can be managed programme 
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S. SIVAKUMAR 


Economic upliftment 
doesn't follow political 
and social empowerment 
— it works the other way 
round, feels the head of 
ITC’s e-Choupal project 


launched, it was not clear if Project 
Shakti would work as a retail distribu- 
tion model or a home-to-home one. Ac- 
cording to the former idea , each village 
would have 2-3 retail outlets, so bet- 
ween five villages there would be about 
10-15 outlets. Over time, HLL realised 
that a combination of the two approa- 
ches would work better. So the women, 
guided by the company representative 
(called rural sales promoters, or RSPs), 
would sell both door-to-door (at MRP) 
as well as to retailers (at a discount typi- 
cally given out by distributors). They 
would pocket different margins for each 
different sale. The shopkeepers didn't 
feel threatened because these women 
weren't undercutting the MRP; also, the 
stocks would come to their doorstep. 

The company gained too. Earlier, re- 
tailers used to stock only the faster mov- 
ing items like Lifebuoy and Rexona; 
now, by going home to home, HLL could 
ensure that a larger range was stocked. 
Says Sahgal: "The whole building of the 
Pepsodent brand has happened 
through Shakti. Similarly, nobody had 
heard ofiodised salt or Annapurna.” 

By the end of 2002, the company had 
a model that would work in villages with 
a population over 1,000. With that 
knowledge, it began scaling up. By the 
end of this year, the company will have 
25,000 Shakti dealers. Says Sahgal: 
"Three years ago, we were present in 
100,000 villages. By the end of 2005, we 
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will be in another 
100,000 villages. In 
another five years, 
we will be in another 
100,000. This is per- 
haps the biggest in- 
crease in HLLs cov- 
erage in the last 
many decades." 
Mind you, the 
first-phase rollouts 
for both firms were 
far from easy. Em- 
ployees at both 
companies had to 
deal with the heat and dust of the hin- 
terland, and they also had to bridge a 
cultural chasm ifthey were to build trust 
and commitment. This demanded 
enormous tenacity and sensitivity 
about local cultures. How did the two 
companies fare on this front? 


B.K. RAMESH 


T is interesting to study what hap- 
pened when Project Shakti was being 
staffed. The initial response was muted. 
Managers weren' too keen to take it up. 

This was paradoxical. The rural mar- 
ket would clearly be one of the biggest 
growth drivers for the company. Yet, not 
even one manager volunteered, says a 
manager from Lever'ss new ventures 
team. Most preferred to be in the stable 
mainstream businesses. (Even the top 
management had to weigh in to con- 
vince the managers. Srinivas later quit, 
and was replaced by Sharat Dhall, who 
is heading the project now.) 

But then, Lever is no exception in 
this. Rajeev Narang, director at 
Erehwon, a boutique innovation firm, 
describes it as a typical phenomenon 
among managers in marketing firms. 
*Even though most managers know 
they need to be close to their markets, 
they'd much rather escape from the 
Third World to the First World,” he says. 

Interestingly, at ITC, a sales stint is 
seen as far more fulfilling — as an op- 
portunity to get into the thick of the ac- 
tion. “I’ve known cases where brand 
managers have thrown a party to cele- 
brate their movement back to sales,” 
says an executive in an ad agency 
attached to ITC. There, the marketing 
folks didn’t see themselves as the Brah- 
mins in the organisation. 

Consider Sivakumar. A 1983 topper 
from the Institute of Rural Management 
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Anand, he had worked for the National 
Dairy Development Boards oilseeds co- 
operative. Coming from the trenches, 
his insights came from years of observ- 
ing India's rural markets. Now, when the 
company began hiring for e-Choupal, it 
picked up graduates from the agricul- 
tural colleges, knowing that they would 
be less likely to shun rural India. 

After Madhya Pradesh, ITC took 
e-Choupal to Uttar Pradesh. Now, it's 
opening 6-7 new choupals a day. But the 
process was anything but smooth when 
it began. As IBD, which runs e-Choupal, 
rushed to sign on new sanchalaks, it 
made many wrong calls. Says a former 
employee: “In the early days in Madhya 
Pradesh, as many as 60-80 per cent of the 
sanchalaks turned out to be marginal 
contributors." But he says the model was 
still profitable because the business 
done by successful sanchalaks was luck- 
ily high enough to support the rest. - 

ITC was aware of the problem, but 
felt this was simply the cost of locating 
the 20 per cent sanchalaks who would 
work. Over time, ITC has figured out 
what makes for a good sanchalak. There 
were other problems, too. Thanks to the 
company’s entrepreneurial style, man- 
agers responsibilities could change fast. 
Unable to adapt to the often-unclear 
roles and targets, several managers left. 

Along the way, Sivakumar had a 
breakthrough. By buying directly from 
the farmers, ITC was already improving 
farmers' incomes. Now, using the same 
infrastructure, ITC could sell a range of 
products and services to the same farm- 
ers. The idea to sell personal care prod- 
ucts came from the sanchalaks, who no- 
ticed a growing demand for them. 

This changed the essence of the 
model. It was no longer just about agri 
procurement, but about creating a trad- 
ing platform for rural India. Now, says 
Sivakumar, with the procurement activ- 
ities footing the infrastructure bill, any- 
thing else can just ride the network. 

HLL has launched yet another pro- 
gramme, Vani, to increase awareness. It 
is promoting concepts like health and 
hygiene through public service demon- 
strations — which, in turn, is expected 
to increase demand for its personal care 
products. This is especially important, 
as the media doesn't reach a lot of these 
villages. However, the full benefits of 
Vani will kick in only when there is wider 
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buy-in from all the brand teams. That 
has been missing so far. 
None of the mainstream businesses 
of HLL are willing to invest sizeable 
amounts in supporting Vani yet. Appar- 
ently, category heads still prefer the tra- 
ditional mass media. For them, a 30- 
second TV spot is still the only way to 
reach out. Shakti's business manager 
Dhall offers another explanation. "We 
had to first get sufficient scale for it to be 
meaningful to the brands," he says. 
Whatever the reason, the level of brand 
support is still minuscule. 
What's more, at the latest review 
meeting with Harish Manwani, 
Unilever's new head for Asia, the Shakti 
team did not share the full financials, 
raising some doubts about its viability. 
But it did project a top-line of Rs 200 
crore and a possible cash break-even by 
the end of 2006. BWhas learnt that there 
is intense pressure on the new ventures 
team to show growth and returns on 
Shakti, especially because most other 
new ventures are still fledgling or have 
flopped. While mature businesses can 
withstand returns pressures better, they 
can be stifling for a fledgling business. 
In January 2004, Shakti was rolled 
out in Uttar Pradesh. In June ,the targets 
were abruptly jacked up. RSPs had to get 
Shakti dealers to gross at least Rs 15,000 
a month. But, says a former employee 
who launched Shakti in Uttar Pradesh: 
“The women in the state are not that 
empowered. They could not be ex- 
pected to start going door to door within 
weeks of being selected.” They missed 
the target by miles. 
As sales through the women stayed 


retailers as Shakti dealers, BW observed 
on ground. By the time one such RSP left, 
he had 60 ‘Shakti dealers’ working under 
him — 44 of them were shopkeepers. 

From his office in Hyderabad, Vijay 
Mahajan, head of Basix, a micro-credit 
institution, has had a ringside view of 
both these projects. IBD is headquar- 
tered in Hyderabad. Nalgonda is a cou- 
ple of hours from the city. Both the com- 
panies, he says, were grappling with an 
inevitable challenge — the sheer lack of 
purchasing power in large parts of the 
country, or sheer poverty. 

There were two options. One, it was 
possible to see this as a pure business 
problem. In that case, one could focus 
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low, panicking RSPs began signing on | 
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on lowering prices till affordability 
was achieved. But it was also possi- 
ble to see it as a social problem. In 
which case, one would try to do 
something about the poverty itself. 

This is perhaps where Shakti 
missed out. For one, Mahajan says 
he informally advised HLL to source 
castor oil from this region to boost 
local incomes. But the proposal went 
nowhere. Another plan of manufac- 
turing low-cost detergents locally 
was similarly lost. 

However, that doesn’t detract 
from Shakti's transformation story. 
BWsaw the impact in a visit to Nal- 
gonda. The Shakti Ammas — many 
of whom had been below the poverty 
line — were now earning Rs 1,000- 
1,500 a month. Some were thinking 
of standing for local elections; nearly 
all were now sending their kids to the 
local English medium school. But by 
dealing with individual members 
rather than a whole SHG, HLL has 
widened the income disparity among 
the groups, says Mahajan. Normally, a 
company would pay the group, which 
might pass on a large salary to the mem- 
bers doing most of the work. But it 
would add the remaining revenue to its 
own corpus, which could then be bor- 
rowed by others. It's not clear why Lever 
chose not to follow the usual approach. 

In the final reckoning, both compa- 
nies have managed to create a chain 
that goes all the way down to village 
communities. The challenge now is to 
leverage this better. For doing that, the 
two companies may have to take a leaf 
or two out of the other's book. 

ITC has moved beyond its original | 
procurement model to embrace the op- 
portunity in rural distribution. But that 
opportunity is much larger than the 
company has yet been able to grab. 
That's why it is scaling up its distribution 
business by letting other companies like 
Philips (bulbs), Marico (hair oils) and 
Duncan (tea) ride its network. Other ITC 
group companies — those into fast- 
moving consumer goods, foods and sta- 
tionery — are preparing products tailor- 
made for the choupals. Also, sometime 
later this year, ITC will launch its own 
personal care brands. This has for long 
been Lever's core category, and the 
multinational is likely to respond ag- 
gressively to ITC's moves. 
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DALIP SEHGAL The 


lives of Shakti dealers 
have changed for the 
better. One of them can 
now earn Rs 800-1,500 a 
month, says the head of 
HLL’s new ventures team 





HLL challenges are of another na- 


| ture. It still has to improve the incomes 


of the Shakti entrepreneurs in order to 
retain their interest. To do that, it may 
need to widen its offerings — on its own 
or in partnership with other companies. 
It may also consider local manufactur- 
ing by these entrepreneurs, where they 
use ingredients supplied by Lever to 
make the final product. Above all, Lever 
would probably do well to allow its dis- 
tributors to run the channel. 

So let’s face the opening question 
again. Who would you trust with a new 
business: the focused and frugal, or the 
non-conformist innovator? We've pro- 
vided clues galore — now you decide. li 










e in times of transition, who 
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game of 
business, 
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Cooperating with 





T’S natural to want to beat the competi- 
tion, but too often we make this an ob- 
session, thinking that the end game is 
one in which the winner takes all. In 
most economic arenas, there are usually 
multiple winners. Whether the players are 
shopkeepers, racing car drivers or even entire 
countries, they know that it is vital to compete 
along certain dimensions, but cooperate on 
others. In business, it’s typically never war or 
peace; it's generally both at the same time. 

In India's price-sensitive markets, shopkee- 
pers can be fiercely competitive when it comes 
to offering the best deals to customers. How- 
ever, you may have noticed that the same shop- 
keepers tend to locate themselves near their 
competitors. For example, on some streets, 
there are a slew of companies all selling hard- 
ware. Shops on other streets sell only musical 
instruments or furniture. By locating them- 
selves near each other, these shops are able to 
create a vibrant market — one which attracts 
customers who know they'll get the best deal 
and a wide set of choices. Co-location is a way 
for them to cooperate in attracting customers. 

One way that competitors can benefit from 
cooperating is to form sub-groups that essen- 
tially gang up on those outside the group. Pairs 
of racing cars, for example, bunch up to in- 
crease their speed. The lead car benefits from a 
drop in resistance when the slight vacuum at its 
rear is filled, and the car in drafting position 
benefits as it is partially shielded from the wind. 
Similarly, companies that form an industry as- 
sociation, often the biggest or most profes- 
sional, sometimes lobby the government to 
pass laws that benefit themselves at the ex- 
pense of non-members. They may pressure the 
government to discourage new entrants from 
coming into the market. 

Even entire economies can compete and 
cooperate. India and China are in a race to be- 
come the leading economies in the world. Like 
two fast sprinters rounding the first bend in the 
track, each can trip the other, orthey can collide 
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and both knock each other out of the race. In 
fact, China could use India's help in terms of 
manpower: thanks to the success of the one- 
child policy, the number of people in their 
labour force will decline over the next 15 years. 
The Chinese labour market is already tighten- 
ing — Shenzhen just raised its minimum wage 
to $83 per month from $74. 

At the same time, China also competes with 
India. Its need to protect energy supply lines 
and to contain India go hand in hand. For ex- 
ample, Chinese port facilities in Pakistan, 
Myanmar, Bangladesh and Cambodia are part 
ofan effort to create a 'string of pearls presence 
around the Indian Ocean, both to protect oil 
routes and to encircle India. A pipeline from the 
port of Gwadar in Pakistan could give China an 
alternative energy channel, plus a base to con- 
trol shipping lanes in the Arabian Sea. 

The above examples suggest that a player's 
success is often dependent on the cooperation 
of its competitors. Since we cannot choose our 
competition, luck plays a role in the kind of 
competitors we have and, therefore, our 
chances of success. It's unfortunate when a 
player finds himself in competition with a hy- 
per-competitor, one who hurts both himself 
and other players in a reckless bid to dominate 
a market. If one of the players engages in all out 
competition — by poaching employees and 
customers or pursuing market share at the ex- 
pense of profits — the entire industry's profits 
can be wiped out, as has happened in the US 
airline industry. The only winners in this situa- 
tion are customers, who benefit from unbeliev- 
able prices and service. 

For a player to win in the game of business, 
the others do not have to lose. In fact, we have 
seen that competitors often compete and 
cooperate. They cooperate to increase the size 
of the market, and they compete to divide 
up the market. They form teams within the 
industry, but then gang up on non-members. 
Friends in one arena are enemies in another. 
Its just business. y 


AND WELL-GUARDED 


MICROSOFT.COM/SECURITY 17 
Microsoft 





edepth 


Mid-Day turns 
to its popular 
tabloid to 

shore up the 
eroups fortunes 


ADITYA KHANNA 


ARIQ Ansari has taken a U-turn. 
As managing director of the 
Mumbai-based Mid-Day Multi- 
media (MML), he is revamping 
its strategy and refocusing on 
what it does best — selling newspapers. 
Till recently, Ansari was working hard to 
transform MML from just a publishing 
company into a truly diversified media 
firm — with interests in outdoor, radio, 
Internet, film and TV production. Three 
years on, the groups revenues still hover 
under Rs 100 crore and new businesses 
continue to bleed. In fact there were 
even rumours that Ansari was planning 
to sell out completely and move to the 
US. He pooh-poohs the notion. "There 
is no city I would rather live in than 
Mumbai, and I know nothing apart 
from the newspaper business," he says. 
Ansari also knows this is the time for 
tough decisions. And he is taking them. 
He is exiting the outdoor 
and Internet businesses, 
and has put the plans of 
launching a local TV 
channel on hold. "Our 
core, print business has 
grown over the past three 
years. The total company 
topline has remained flat 
because we have gradu- 
ally reduced the outdoor 
business. As a company, 
we are evaluating the 
wisdom of investing in other media 
when our core business offers so many 
opportunities for profitable growth," 
says Ansari. 
“Eyen when we reduced our focus 
on the publication business, it contin- 
ued to contribute more than 80 per cent 


of our revenues and our profits. In retro- | 


spect, we feel we underestimated its 


potential,” adds Manajit Ghoshal, chief | 


financial officer. 


Tariq Ansari, managing director, 


Mid-Day Multimedia 






MID-DAY 





biues 


Good for the company, but what | 


about the timing? Ansari couldn't have 
chosen a worse year to refocus on pub- 


lishing. In another three months, Mum- | 


bai will see three major newspaper 


launches, taking the tally of major Eng- | 


lish newspaper brands in the city to five. 
(See ‘Breaking News’, BW, 28 March). 
There is incumbent The Times of India 


from India’s largest media house, Ben- | 








will also launch a tabloid 
called either Bombay 
Mirror or Times Mirrorin 
May. There will be The 
Sun (called DNA for 
now) from the Zee Tele- 
films-Dainik Bhaskar 
combine, Hindustan 
Times Mumbai (ex- 
pected by June or so), 
and Mid-Day. So, from a 
market with just two 
well-entrenched players, the roughly Rs 
1,500-crore Mumbai ad market will see 


| five major newspapers fighting it out. 


“While the new entrants are not in our 
space and, therefore, will impact us less 
than the broadsheet leader, they will 
grow the market significantly. We are 
putting together our plans to take a 
larger share of the expanded market. 
This is an opportunity for Mid-Day, not 


nett, Coleman and Company (BCCL). It | a threat,” Ansari points out. 
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That may just be true. In November 


last year, it launched an entertainment 
supplement, hit List. It has also in- 


creased its distribution reach in Mum- 
bai's suburban areas, where its presence 
was weak. As a result, circulation has 
gone up from 1.3 lakh to 1.65 lakh (not 
yet certified by ABC). That gives Mid- 
Daya25 percent growth in daily circula- 
tion in the last four months, compared 
to a poor 3 per cent annual growth over 
the last five years. The growth brings it 
within breathing distance of being half 
of TOI's 5.6-lakh circulation. Adds Raj- 
esh Tahil, publisher for Mid-Day: "hit 
List has helped widen our consumer 
profile to include women, which has 
helped attract marketing spends from 
new advertisers like TV channels." 

MML also plans to launch an- 
other niche supplement before the 
endofthe year. It reckons that by in- 
creasing circulation a bit more, it 
could increase advertising rev- 
enues considerably. Explains 
Ghoshal: “We are targeting a circu- 
lation of 2 lakh by the end of the 
year and up to 2.5 lakh by the end of 
2006. By reaching these figures, our 
readership will be very close to 
TOI's. This will be the inflection 
point for us to double or triple our 
(newspaper) revenues.” TOI's ad 
rates, at a much smaller readership 
differential, are five times as high as 
Mid-Day’s. There are also plans to 
take Mid-Day’s city-centric tabloid 
model to other cities. Delhi and 
Bangalore are on the radar. 

Timing, size and cash are issues 
that Mid-Day has to tackle as it tries to 
ramp up editorial and reach. Yet, by all 
accounts, it should survive and grow. A 
quick look at its past and a peek into its 
strategy explains why. 

Since its launch in 1979, Mid-Day 
has been the groups cash cow. After sev- 
eral years of growth, its daily circulation 
stagnated at around 1.3 lakh in the late 
1990s. With no room to grow, the com- 
pany looked at other media — Internet, 
outdoor and radio. In 2001, it raised Rs 
50 crore through an IPO to fund these 
new initiatives. Of this, Rs 6 crore each 
was invested in Internet and outdoor 
ventures. When the government auc- 
tioned FM radio licences, MML, like 
most other companies, overbid and got 
three to run radio stations in Mumbai, 
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Delhi and Chennai. The high licence 


fees meant that it launched only ino 


Mumbai with Go 92.5. 

However, the company hit a dead- 
end in each of these businesses. Both 
the Internet and outdoor businesses 
didn't take off. Neither Ghoshal nor any- 


one in the company offers any cogent | 
reason why that happened. But the buzz 


is that Mid-Day Multimedia seriously 


overbid for the outdoor business and 


was never really clear on what it wanted 
to do on the Net. In spite of making op- 


erating profits, the radio business has - 


bled the company in excess of Rs 32 
crore in the last three years, on account 


-of the high licence fees. While Ansari is 


still passionate about it, the question is 
| how long can he keep: it going. 


| 2002- | 
$ 08 4 


Source; CMIE Prowess 





All this led to the plan to push for a 


strong No.2 position in print. TOI Mum- 

bai is at 5.6 lakh copies. For any playerto 
claim to be atrue No.2, it must have at 
least 2.5 lakh-3 lakh copies— what Mid- 
Day, already at No.2, is attempting. 

However, there are several things that 
could work against it. One is size. MML 


is the smallest of the four in terms 


of revenue. BCCL is at a gargantuan 
Rs 1,808 crore. The Zee-Bhaskar com- 
bine is roughly the same size, while HT's 
revenue is over Rs 400 crore. Each will 
spend between Rs 150 crore-400 crore 
over the next three years to reach a cir- 
culation of half or more of TOI. MML 
doesn't have that kind of money. "Mid- 
Day’s failure to turn any of its new busi- 
nesses profitable has left its cash coffers 
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‘empty. ds uds -up of its publication 


"business will require massive invest- 
ments in printing and distribution," 


says one analyst. It is unclear how it will l 
mobilise the resources. Ghoshal says he 
will use ‘internal resources’. That may 
not be enough to act as a shield against | 
the competition. Its one-year long 
search for a strategic partner yielded a 


sale of 10 per cent promoter stake to In- 


dian Express for Rs 25 crore. Since this is 
the promoter's (the Ansari family's) per- 
sonal stake, it will not be reinvested in 
the company. So money might become 
a bugbear in the months ahead. - 

You could argue that size does not 


make up for doughtiness, something 


Mid-Day has shown against TOI for over 
20 years now. Itis the only paper that has 

survived and co-existed with TOI in 
the latter's biggest market. Neither 
The Indian Express nor The Asian 
Age nor any of the earlier ones like 
Singhanias The Indian Post man- 
aged that. But living with one large 
English daily is one. thing; with 
four is quite another. Here, its offi- 
cial hand-holding with The Indian 
Express, which will raise money 
through an IPO soon, will help. If 
Mid-Day and Express sell ad space 
together, they will be a hard-to- 
ignore force in Mumbai. 

The real threat to Mid-Day 
may not be a broadsheet, but an- 
other tabloid. Its only direct com- 
„petitor, The Afternoon Despatch 
and Courier, at less than 20,000 
copies, has not been a threat, but 

 TOI's Bombay Mirror could be. 

The second one is a real problem: 
Mid-Days lack of experience in non- 
Mumbai markets. The only one it has at- 
tempted i is Delhi, 20 years. back. It failed 
and the paper was sold to hotelier Lalit 
Suri. Says Tahil: “Bangalore and Delhi are 
potential markets." Like Mumbai, both 
have budding public transport systems, 
lots of advertisers and young readers — 
making the cities inviting for a tabloid. 

Whether Mid-Day has the luxury of 
thinking long and hard on all these isa 
moot point. Growth is an imperative, 
and Ansari is shooting for it — with | 
more supplements and a national pres- 


NEERAJ iind: 


-encein the face of far more competition. 


No more U- turns on that ground. ri 


NECEM Ed 


With inputs from Vanita Kohli- Khandekar 


uu. we 


As you drive past, hear the 


‘cleaves, whispér “thank you: 


As emission norms are getting stricter, Bosch is busy painting the world green. Bosch has pioneered the Common Rail 
System the world over ensuring significant reduction of pollutant emissions. In India, Mico and Bosch are working together 
to ensure your car has access to the world's best technology. Bosch, the largest auto component supplier in the world 
and Mico, the largest in India, will together make mobility Clean, Safe and Economical. That’s The power of We - giving 
you the best of both worlds. So when Mother Nature expresses its gratitude, you can feel it around you. 
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L depth 


IN the tech boom of the late 
1990s, there were over 50 new 
consulting firms threatening 
to rewrite the rules. Many were 
steeply funded. Zefer, for 
instance, got $100 million. 
Sapient, founded in 1991 by 
Stuart Moore and Jerry 
Greenberg, was one of the hot 
favourites. It had evolved from 
a client-server based firm to 
an e-biz consulting one. After 
2000, Sapient too slipped into 
the red. But, the $260-million 
firm, which had a unique 
business model, successfully 
changed its cost structures 
after a lot of pain. Moore and 
Greenberg spoke to 

n while in India. 


In 1999-2000, Sapient bought 
elab, which had anthropologists 
and sociologists. You were going 
to use ethnographic techniques 
to observe what people do and 
build applications ground up... 
Greenberg: The methods and 
techniques that elab pioneered, 
we continue to use them. In 2001 


and 2002, we did not have as many op- | 


portunities, as people were not doing 


new things. It is very much a part of how | 


we trace them and then design — study 


what people do and why they do what | 


they do and fit a process consultatively 


into their work environment. In the next | 
two or three years we will see more and | 


more opportunities to work that way. 


Youd said ‘Sapient will not automate 
what users tell us to automate, but will 
make a true business difference. How 
did you live with that idea? 

Greenberg: It was rough. In early 2000 
we began to build an operation in Delhi. 
We came to India to do a global delivery 
model as there were so many good peo- 


ple. When people stopped investing in | 


technology, we decided to accelerate 
our operations here. 


How did you change? 
Moore: We founded the company on 
the premise of delivering real business 
value through technology. Fixed time, 
fixed price... Literally, we drive the client 


Sapient co-CEOs Jerry Greenberg 
(L) and Stuart Moore celebrating 

after meeting the target of hiring 
275 employees in one quarter 


to get very clear: what are the measur- 


able business results that you are going | 


to achieve by making this investment? 
Often, that adds huge value. In order to 
deliver business value, you need to get 
the right business executives involved. 


By business executives, you mean...? 
Moore: The heads of sales, marketing, 
finance, operations — multiple func- 
tions and also multiple levels. We do 
these very visual, very interactive work- 
shops with a cross-functional team and 
get the business picture. This is for large 
customers like Bank of America, Gold- 
man Sachs, etc. We would take these 
workshops on the road... Now they have 
become very sophisticated and are four 
to eight weeks long. 








And how do you do it without using 
| business language? 

Moore: We use their language... We did a 
three-day workshop for GM and they 
said, 'You guys understand our business 
better than GM lifers do.’ Part of that lies 
in hiring people who have an interest in 
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business. Part of itis to lock yourself in a 
room with clients and a white board. 


What kind of systems did you develop? 
Moore: It ranged. Large-scale energy 
trading systems, Wall Street trading sys- 
tems... It is not so different now. Web 
technologies are being used more. But 
the systems are the same. 


Even before the Web, people talked 
about building systems ground up... 
Moore: Our whole history was about 
taking somebody to a different place. 
Out ofthe first five Internet banking sys- 
tems, we did two in 1994 — Wells Fargo 
and Bank of America. Four months after 
the Mosaic browser came out, we were 
helping Bank of America chart their In- 
ternet strategy. And we were pretty right 
on. Recently, energy de-regulation in 


| Europe changed the way business is 
| done. We built all the infrastructure, sys- 


tems and algorithms for Essent to do en- 


| ergy trading, risk management and 


portfolio optimisation and they were 
just voted No.1 in energy trading. 
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What happens after the Fusion (the 
pow-wow with the client) stage? 
Greenberg: In most cases the ethnogra- 
phers study systems before we do the 
workshops. So we go in with a a lot of in- 
formation and it is more productive. 
Moore: Then you have the project 
launch. You have to get it within 10 de- 
grees. We are phenomenal with that and 
that is critical in fixed time, fixed price 
projects as we absorb the extra costs. 
The business problem is already de- 
fined and we might touch the technical 
architecture. We say: 'It is going to bene- 
fit you $20 million a year, cost $8 million 
and take 18 months.' Most systems are 
done by saying ‘we will get a 100 people 
on it, start and bill you". 


Even now? 

Greenberg: In the last 15 years it has 
gotten a little better. About 75 per cent 
projects go off course, according to a 
study by the Standards Group, Canada. 
We are successful 83 per cent of the 
time. In the other 17 per cent, we don't 
have failures, just challenges. 
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What did you have to keep afloat 

other than having $272 million in cash? 
You reduced the workforce... 
Greenberg: We are 2,600 people and 
half of them are in India now. 
Moore: Because we are fixed time, fixed 
price, we have very tight processes. We 
first did distributed delivery in 1996. In 
1999 we had an opportunity to do this in 
India. In one project we had 20 per cent 
ofthe team in Cambridge and the rest in 
India. We did look at buying firms here, 
but it didn't work out. We sent over 80 ex- 
pats — developers to vice-presidents. 


Greenberg: The India bit is significant. If 


you compare Sapient today and five 
years ago, every metric is better and our 
price is half. We are doing the same vol- 
ume as in 2000 but Wall Street expects us 
to do $320 million in 2005. We had to 
cannibalise our own revenue. It was 
$500 million in 2000 for the same vol- 
ume. In the last quarter of 2005 we will 
do 15 per cent operating margin. 


Wipro and Infosys were saying that if 
IBM has to emulate our costs they have 
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to move here fully... 

Greenberg: We articulated in 
2001 that global delivery is our 
primary model. We said IBM and 
Accenture cannot do it because 
of revenue cannibalisation and 
the pain. And the Indian compa- 
nies will be highly successful due 
to cost factors, but will find it dif- 
ficult to go up the value chain. 
Moore: Most people came to do 
application management here. 
We came with a design and new 
applications. That is highly suc- 
cessful. We also built an applica- 
tion management piece that is 22 
per cent of our India business, 
and 30 per cent of our overall 
business. We tried maintenance 
in 1995 and 1996 but were never 
able to manage the economics. 
We have also moved upstream 
into technology and business 
strategy. But that is hard. We now 
do sourcing strategies.. things like 
‘how should we look at our IT’ 


You had a management shift 
here. There was a cloud over it. 
Greenberg: We need leaders who 
are in sync with our culture.. The 
Indian leadership team was 
competent but not compatible. There 
was an eruption, a revolution. 


DINESH KRISHNAN 


Where are you among the big boys 
(IBM, Accenture), the smaller consulting 


firms (Lion Bridge, Keane consulting) 


and the Indian tech firms? 

Moore: I think we are on a path different 
from every single one of them. We are in 
the client success business. Which 
means if we are working with Hilton, it is 
not about building a website or asystem 
but it is about selling hotel rooms and 
every single person in our team is in the 
business of figuring out how to help 
Hilton sell hotel rooms. It is about mak- 
ing them successful, not consulting, not 
systems integration, not maintenance 
and support — all those are just table 
stakes. There is not a single firm that you 
mentioned that is in the client success 
space. Three, four years from now they 
will not be able to compete with us. 


For the full text of the interview 
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FMS HIGHLIGHTS THE IMPORTANCE OF SERVICES IN SERVESKRITI 


(FMS), organized Serveskriti, a seminar on the importance of 

Services in the Indian context on the 26th and 27th of February, 
2005 in its own new auditorium at South Campus. The seminar, the 
first of its kind, totally dedicated to the services sector, is proposed 
to be held regularly by the students and faculty of MBA Management 
ofServices, FMS, South Campus. MBA (MS)is the first of its kind full 
time MBA programme in India by FMS, geared towards creating pro- 
fessionals and business leaders in the booming services sector. 


| N its Golden Jubilee Year, the Faculty of Management Studies 


Services sector has emerged as the major contributor to India’s eco- 
nomic prosperity. Today, as India paces towards becoming a global 
service powerhouse, it is imperative to critically evaluate its busi- 
ness drivers and this is what Serveskriti proposes to do. Serveskriti 
is a concurrence of the global service sector with the Indian culture 
- the culture of service. In the first edition of the annual seminar, the 
topic for discussion was ‘India Repositioned: At your Service’. 

In the inaugural session of Serveskriti 2005, Prof, 
V.K. Bhalla, the Dean of FMS, gave the keynote ad- 
dress highlighting the emerging service revolu- 
tion in India, its magnitude and variety of service 
products. The convener of the seminar, Prof JK 
Mitra, highlighted important issues before five 
chosen sectors that were proposed to be discussed 
through five sessions of the seminar. 

The first session was on “Money Matters: Transfor- 
mation of Financial Services”. Chaired by Prof. 
Bhalla, the panelists of the session included Mr. 
Rajeev Malhotra, Innovative Solutions; Mr. Julius 
Samson, UTI Bank; Mr. Deep Singh, Bank of Punjab; 
Mr. Ravindra Kumar, LIC of India; Mr. Sudeb 
Sarbadhikary, ABN Amro; Mr. Sanjay Aggarwal, 
Escorts Finance Ltd.; and Prof. C.D.Bhattacharya of 
FMS. The speakers highlighted that the supply 
driven financial sector is now driven by consumer 
needs and preferences. They also debated as to how 
integration of IT with the financial services has 
provided scope for consumer orientation of the financial sector and 
diversified financial products. 






The second session was on “The Service Wave: Powered by Informa- 
tion Technology". Chaired by Prof. A.S.Narag of FMS; the panelists 
included Mr. Pankaj Mohindroo, ICA; Mr. J. Kalyana Raman, HCL 
Comnet; Ms. Padmaja Krishnan, Xansa; Mr. Sunil Nagpal, Neogyn 
Software; Mr. Thomas Abraham, Interact Commerce; Mr. Arun Taneja, 
CDAC; and Dr. M.L.Singla of FMS. In this session, the panelists dis- 
cussed the trends that have emerged in the Information Technology 
and BPO services sectors and how service providers are shifting to 
knowledge based services. IT has empowered the service providers 
in monitoring and analyzing the quality of delivery of their services. 
The speakers also focused on Digital divide and Mobile divide that 
has created a new class of Haves and Have-nots. 

The third session revolved around the theme "Media & Entertainment 
- For Information and Pleasure". Chaired by Prof. M.M.Anand, panel- 
ists included Mr. Dlilip Cherian, Perfect Relations; Mr. Ravi Kiran, 
Starcom Worldwide; and Mr. Rahul Kansal, Times of India. The 
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panelists highlighted the emerging convergence between the Media 
& Entertainment where India is experiencing a transformation from 
a traditional role of information and knowledge provider for social 
change to provider of pure entertainment to customers. Media is be- 
coming more consumer and market oriented and is fast becoming 
partof daily adventures. The panelists also highlighted the emergence 
of several new media as a byproduct of change in Information Tech- 
nology. There is a need for a broader definition of media. 

The fourth session dealt with “Healthcare: Opportunities Galore”. 
Chaired by Prof. K.Mamkoottam of FMS; the panelists were Prof. James 
W. Bjorkman, ISS, The Hague; Netherlands, Mr. Arun Dutta of Escorts 
Heart Institute and Research, Mr. Daljeet Singh of Fortis Healthcare; 
Mr. Deepak Mendiratta of Max Healthcare and Dr. A. Venkatraman of 
FMS. Panelists discussed the emerging professionalism and 
corporatisation of the healthcare sector. They debated on the role of 
health insurance in financing healthcare so as to provide cost effec- 
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tive quality healthcare accessible to common man. 
The fifth and final technical session was based on the theme 


“Retailing: What's in store?” Chaired by Prof. O.P.Chopra of FMS; the 
panelists were: Mr. Rakshit Hargave of Domino's; Mr. Giridharan of 
Java Green; Dr. D.K.Batra of NIFT; Mr. Sunder Hemrajani, former ED, 
Sales of Pepsi and Dr. Harsh Verma of FMS. Retail is the single largest 
source of livelihood after agriculture providing employment to 15% 
of the population. From discount stores to hypermarkets, from food 
to pharmaceuticals, Indian players continue to try out different 
formats and product lines. Organized retail is set for explosive 
growth and would probably be one of the best 5 business sectors in 
this decade. 

The valedictory session was chaired by Prof. Abad Ahmad and the 
address was delivered by Prof. C.P. Thakur. While Dr. V. K. Seth pre- 
sented the summary of proceedings, Dr. J.K. Sharma proposed vote of 
thanks. The 2-day seminar from FMS, South campus, developed by the 
students under the guidance of faculty of FMS was widely appreciated 
by participants and listeners alike. 
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Perfect Vision. 


Eye Hospital 


"Bausch & Lomb’is now: building 
services around its'high-end eye.care 
machines. What droyé*the company to 
shift its marketing strategy? 


GINA S. KRISHNAN 


wy HAT do you do when you 
2? don't have a market large 
enough to sustain your 
products? The  faint- 
hearted would retreat. But 

: not the largest eye care 
company in India. Faced with a similar 
predicament for its high-end surgical 
machines, the Rs 100-crore Bausch & 
Lomb has decided to carve out a new 
market itself. It has done so by changing 
its game plan from hawking products to 
putting services first. 





But why, you could ask, would a spe- 
cialised eye care company find the going 
tough in a country with the highest pop- 
ulation of blind people? After all, we are 
told that 80 per cent of the 15 million-18 
million cases of eye problems in India 
can be cured. Why, then, isn’t the market 
for eye surgery machines large enough? 

That's because, behaviourally, Indi- 
ans treat eye care as the least important 
part of overall healthcare. Nobody goes 
for regular check-ups as part of preven- 
tive care — the ophthalmologist comes 
into the patient's vision only when the 
problem is acute. There are appalling 
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TRIBHUWAN SHARMA 


Bausch & Lomb is replicating the 
business model — packaging services 
with machines — that helped set up 
this eye care centre in Faridabad 


anecdotes of people making oph- 
thalmic lenses out of windowpanes. As à 
result, cases of cataract, glaucoma and 
squint abound. In smaller towns, even 
something as simply treatable as 
cataract causes lakhs to go blind. 

This dismal view has changed for 
the better in the past few years. Vision 
correction surgeries have gained some 
ground in cities — they are estimated to 
have grown by a fourth every year over 
the past three years. But since the reach 
of institutional healthcare in India is 
limited, it's the private sector that has 
come forward with interesting models 
to cater to the market. Bausch and 
Lombs is one such model — a plan de- 
vised only for the Indian market. 

The company’s search for a success- 
ful business model in this space can be 
traced back to 2002, when it sold off the 
popular eyewear brand Ray Ban world- 
wide. This single move took a hefty slice 
off its sales in India, as it did in the rest of 
the world. It was then that the company 
decided to bring its surgical equipment 
into India. But it was soon evident that 
the Indian market for such machines 
was too small, and the growth prospects 
too dim. Two other multinationals, Ger- 
many-based Carl Zeiss and Japan-based 
Nidek, also moved into a market that 
was then smaller than Rs 100 crore. The 
only option was to expand the market it- 
self by fuelling the demand for such ma- 
chines. That's where services fitted in. 

The company sells Zyoptix (and the 
upgraded Z1000), a vision correction 
machine that maps the surface of the 
eye before corrective surgery is done us- 
ing laser. The price of the machine, at 
Rs 2.5-crore, and additional investments 
in the care centre take the entrepreneurs 
capital cost to Rs 3.5 crore or so. Then 
there's the blade used for such surgery 
(one blade per procedure), each of 
which costs Rs 4,000. 

After 40-odd installations of such 
machines across the country in the first 
one and a half years, the company 
found that growth was stymied. Among 
the reasons, the first was the relatively 
higher cost of the machine; the second 
was lack of awareness about safety and 
convenience of the surgery itself. To 


break even on the investment, the sur- 
geon would have to perform 65-70 op- 
erations in two months. Finally, the cost 
ofthe surgery itself was high — a correc- 
tive procedure for two eyes on Zyoptix 


would cost about Rs 40,000, whereas a | 


plain-vanilla laser corrective surgery 
would come at half the amount. 
Faced with such market realities, 


Bausch & Lomb put together a formal | 
sales and services model that would | 


ease the entrepreneur's entry into the 


business and then help him service the | 


patients, too. It drew inspiration from 
the retail and franchising industry. 
Bausch & Lomb offers a raft of ser- 
vices to the doctor. Besides assistance in 
getting a loan to buy the machines 
(the company has tied up with 
ICICI Bank to facilitate that), criti- 
cal support provided by the com- 
pany includes a 24x7 helpline 
manned by application engineers. 
The doctor is not only given tech- 
nical training on the machine, but 
he is also advised on patient selec- 
tion to ensure a greater success 
rate. The marketing and branding 
of the centres — including adver- 
tising, outreach programmes, and 
promotional check-up camps — 
are handled by Bausch & Lomb. 
“We look at the doctor, our cus- 
tomer, and see how we can facili- 
tate him. He is good at surgery, not 
business. So the ingredients of 
business are put together by us,” 
says J.P Singh, managing director, 
Bausch & Lomb. The company 
also trains the support staff on 
managing patients and queries. 
“The machine and the service are 
a package,” says Rajat Goel, gen- 
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eral manager (refractive business), 
Bausch & Lomb. 

The project hit the ground last year 
when Bausch & Lomb approached one 
of its oldest dealers of contact lenses, Fx 
Enterprise Solutions. Ankit Agarwalla, 
second-generation entrepreneur and 


| managing director of Fx Enterprise So- 
| lutions, researched the eye care facilities 
in and around Faridabad, along with a | 


Bausch & Lomb team. They found that 
there was a need fora centre focused on 
complete high-end eye care. Agarwalla 
set up the first Perfect Vision Eye Care 


J.P. Singh, Bausch & Lomb: “We give 
technical training to the doctor on 
surgery and patient selection" 


EYE CARE 


| Centre as a pilot project. 


The centre has had to face stiff oppo- 
sition from local ophthalmologists, who 
took their trade as a local one till recently, 
much like the old-style kirana stores did 
till supermarket chains hit their busi- 
ness. But Agarwalla is not worried yet. 
He believes hospitals run on reputa- 
tions, which are built over time. To shore 
up on that, he has put together a team of 
renowned doctors for his centre. 

The next phase at Agarwalla’s Centre 


| Saw the setting up of cataract surgery fa- 


cilities with other procedures for glau- 
coma, squint correction and even ocu- 


| loplasty (plastic surgery of the eye). 





Retina and glaucoma clinics have been 
set up, too. It has also tied up with 
other eye hospitals for use of its fa- 
cilities — for example, the retina 
clinic is run by Shroff Eye Centre. 

Bausch & Lomb doesn't insist 
that all the centres be named the 
same. Centres run by well-known 
doctors have the doctor's brand- 
ing. For example, Dr Agarwal Eye 
Hospital now has 11 wholly-owned 
eye care centres with seven Zyoptix 
machines. They are branded as Dr 
Agarwal's Eye Hospital. 

Bausch & Lomb is using the 
business model to penetrate the 
larger, Rs 400-crore cataract surgery 
equipment market. It has started a 
cataract surgery project in Bilaspur, 
Madhya Pradesh. The company 
has got a Rs 50-crore investment 
from the parent for setting up a 
cataract surgery centre of its own. 

Mind you, it's not altruism 
that's driving Bausch & Lomb on 
this path — it's the vision for a mar- 
ket yet to unfold. 
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Make your opinion count even 
before you become an MBA. 
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Make those who speak out, stand out. 


Those who speak their minds leave an impact. They change things around them and make the world sit up 


and take note of their gritty courage and irrepressible spirit. Outlook celebrates 10 years of speaking out 


with the ‘Outlook Speak Out Awards’. If there's someone you know who had the courage to stand up for 


the right cause without caring too much for the consequences, or defended the vulnerable and upheld 


justice, you can let the rest of the world know his/her achievements, by nominating him/her for the 


'Outlook Speak Out Award'. Not to mention you 'll be nominating courage and strength of character. 
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F you asked professors at the In- 

dian Institute of Science (IISc) in 

Bangalore about how they ex- 

ploited their work commercially 

ten years ago, most would have 

looked at you incredulously. De- 
spite being the premier research organi- 
sation in the country, the institute's 
commercial earnings were a pittance 
then. It was notas if IISc was not capable 
of earning money; it was because a large 
number of the faculty believed that mix- 
ing science and business was not good 
for a public-funded institution. 

Yet, in the mid-1990s, IISc set up the 
Society for Innovation and Develop- 
ment (SID), the commercial arm of the 
institute. SID grew quietly in the begin- 
ning, butits importance to the institutes 
future was obvious within five years. 
Now it has formed a critical mass of 
relationships with the outside world 
which includes over 100 research pro- 
jects, five umbrella agreements with 
companies, 11 private R&D centres in- 
side the campus, and four companies 
that have come from within the institute 
itself. Even though these numbers are 
quite low compared with other 
international universities with com- 
mercial research arms, the relationships 


have the potential to change the face of | 


IISc in the coming years. 


Back in 1998, SID allowed Monsanto | 


to set up an R&D centre in the IISc cam- 
pus. Several eyebrows were raised then, 
and not merely because Monsanto was 
in the news in those days. People asked: 
why should a multinational company 
be given lab space in the IISc campus? 
Was IISc in the real estate business? Yet 
the actual reasons behind the initiative 
were not fully known to people. SID was 


starting an experiment. A private com- | 
pany could take up lab space in the in- | 
stitute campus, but it would have to give 


IISc faculty projects worth three times 
the value of the rent. The real benefit to 
the institute was in these projects. 


Though the Monsanto experiment | 


did not go as well as SID had planned 
(the company moved out recently to its 
own campus), more companies moved 
in slowly. Now the SID entrepreneur- 
ship centre — where all these compa- 
nies are housed — is almost full. Nine 


companies have R&D centres there; two | 
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more are moving in soon. The centre 


will have space for only one more com- | 


tute of Science's 


campus, IISc has let its professors start | 


pany after that. 
In addition to the R&D centres on 


their own companies while keeping 
their academic jobs. Also, IISc is now 
starting an incubation centre where 
students can start companies with 
assistance from the faculty. None of 
these changes may be radical when 
considered alone, but taken together, 
they represent a paradigm shift that has 
taken place over many years. 

Private centres bring their advanced 


the case of Cookson Electronics. This 
$3-billion materials science company 
set up its R&D centre in IISc last year, 
and expects to invest $3 million-6 mil- 
lion in the facility by the end of this year. 
It is already shipping the first two prod- 
ucts from the centre: cathode ray tubes 
and polymer encapsulates for circuit 
boards. In addition, Cookson does long- 
term research on new materials along 
with the IISc faculty. 

Cookson has R&D centres in Japan, 
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Science 


The Indian Insti- 


commercial 

research centre 
has made some 
good friends in 


high places 


technology onto the campus. Consider | 


| the United Kingdom and the US, but all 


these centres are for product develop- 
ment only. It is the reverse of what 
most other multinationals do in their 
R&D centres in the city, developing 
products in India and doing long-term 
research in the US and Europe. Says 


| Bawa Singh, chief technology officer of 


Cookson: “We do long-term research 
only in India.” 
Last year, around the time Cookson 


set up its centre in IISc, an Indian com- 
pany was setting up its lab next door. 
The new lab was for Cranes Software, a 
Rs 114-crore product company with 
high ambitions in developing advanced 
technology, which had worked with IISc 
before. Cranes first arrangement with 
the institute was in 2002, when it spon- 
sored a lab at IISc for micro-electro me- 
chanical systems (MEMS). This lab be- 
longed to IISc, but Cranes had the first 
right of refusal on any intellectual prop- 
erty generated there. The lab at SID was 
Cranes' own; it had to pay rent to IISc 
and give projects to the faculty. 

Cranes gave IISc faculty projects in 
five areas: statistical algorithms and tool 
integration, software-defined radio, 
digital signal processor architecture, ad 
hoc sensor networks, and electronic de- 
sign automation (EDA) tools. Interest- 
ingly, despite IISc's location in Banga- 
lore, Cranes was the first Indian 
software company to set up an R&D 
centre there. Satyam Computers was 
the second. The other Indian compa- 
nies are Cadila Pharmaceuticals, Tata 
Motors and Himachal Futuristic Com- 








munications (HFCL). 

Other relationships with private in- 
dustry improved as soon as SID was set 
up. Within two years, the Norwegian 
firm Hydro signed an umbrella agree- 
ment for four years, under which it had 
collaborations with multiple IISc de- 
partments. Soon after, Hindustan Lever 
signed another similar agreement. 

Three years ago, General Motors 
signed an agreement for three years, 
paying Rs 3 crore. "It was signed after 
negotiations lasting more than a year," 
says H.P. Khincha, former chief execu- 
tive of SID. Now General Motors has 
renewed the agreement for another 
five years. Intel and Honeywell followed 
suit two years ago. Tata Motors signed 


up recently, and an agreement with | 


Boeing is in the works. 

The General Motors agreement 
happened when the company was 
going through a tough period world- 
wide. However, it did not ask IISc to 
develop a product. Instead, it chose 
eight areas and asked IISc to do some 
blue sky research. Says S.K. Biswas, 
chairman of mechanical engineering 
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Partners in the lab and on campus: 
Bawa Singh, chief technology officer of 
Cookson Electronics (L), and S.Mohan, 
chief executive of SID 


at IISc: "These were areas in which 
General Motors was looking to develop 
products a decade from now." After the 
first three years of work ended a month 
ago, General Motors reduced the re- 
search areas to three and increased the 
funding to Rs 6 crore. 

The three research projects for Gen- 
eral Motors are still far away from be- 
coming products. One project — weld- 
ing of dissimilar metals — has a long 
way to go. General Motors, along with 
other automobile companies, is work- 
ing towards reducing the weight of the 
car to about 30 per cent of the current 
weight. A large proportion of the car 
would then be aluminum, but there 
would be other metals as well. So it has 
to learn how to join dissimilar metals. 

Research like this doesn't always 
lead directly to a product, but more 
towards new understanding and know- 
ledge. Since private sector scientists 
are more tuned to producing results, 
it helps companies to do their funda- 
mental research off-site in centres of 
learning like IISc. 

Among all the decisions SID took 
since inception, none has been more 
radical than allowing professors to start 
companies (SID will be given a share in 
the equity of the company). So far four 
companies have come out of the insti- 
tute: Picopeta Simputers, Strand Ge- 
nomics, Esqube Communications, and 
3D Solid Compression. 

SID is taking this concept forward. 
It will set up an incubation centre for 
students, and the professors will assist 
them. “We want the students to do the 


| business development,” says S. Mohan, 


chief executive, SID. "The professors will 
help with the technology." SID has al- 
ready shortlisted three proposals. 

The recent spurt of projects and re- 
lationships have not started showing on 
SID's revenues, which has been hover- 
ing around Rs 11 crore in the last few 
years, with occasional dips and spikes. 
Their effect will be felt in the coming two 
or three years. Though it could take even 
longer to see if actual products and 
successful companies come out of its 
efforts, one thing is sure — the world of 
academia in India is changing. EI 
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Mahindra World City is what happened when businessmen were busy 
making other plans. An international-standard fully integrated 
business city has taken shape at the threshold of tomorrow. Located 
just 30 minutes from Chennai airport, it is a businessman's dream 
come true. Sylvan surroundings, an onsite railway station, 
well networked transport & communications Systems, six lane 
expressways, captive power and abundant water are all part of this 


1400 acre mega reality. It even accommodates Corporate India's 














first SEZ. Benefits here include income tax holidays, exemptions on 


duties and taxes, onsite customs, single window clearance and 
hassle-free operations. There is no reason to step out of here for 
business or otherwise. The walk-to-home residential township will be 
replete with all social and recreational facilities. No wonder, discerning 
business leaders have already decided on Mahindra World City. 
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ACCENTURE was a latecomer to India. 
It set up its first delivery centre in the 
country long after other MNCs had a 
sizeable back-end presence. Since 
then though, it has moved fast and 
today has more than 11,000 employ- 
ees in India. Though Accenture has to 
contend with MNCs like IBM and H-P 
that have bigger delivery centres here, 
as well as home-grown offshore giants 
like Infosys and Wipro, COO Stephen J. 
Rohleder downplays the competition. 
In an exclusive interview with BW's 
Mitu Jayashankar, Rohleder asserts 
that just offshoring does not help win 
clients — it must be seen as part of the 
total service package. Excerpts. 






ing. We recruited people in outsourcing 
who were known to be exceptional. 
Blending the two has allowed us to grow. 


B In building your outsourcing 
business, did you look at international 
companies for acquisition? 

8i Not really. We had made a conscious 
decision to build our outsourcing busi- 
ness client by client. Our initial out- 
sourcing contracts were existing client 
relationships — most of it onshore. 
Eventually, when the clients asked us to 
cut costs further, we moved the applica- 
tion management business overseas. 


B When manufacturing moved over- 
seas, costs of products fell dramatically. 
Won't offshoring have the same impact 
on service pricing? 

8 Inavacuum, the answer is yes. 


^We dont mess 
with our enemies 


f 


while the 


alc 


destroying themselves" 


E How has the environment changed 
since 2001? Do you see IT spends 
stabilising? 

@ In the last three or four years, we have 
seen a focus on cost cutting and stream- 
lining operations. That gave a push to 
the outsourcing marketplace. But in the 
last 6-8 months, there has been a defi- 
nite shiftin the business cycle. Now, cus- 
tomers are asking: "What do I need to do 
in the next 3-4 years? How do I take this 
process and change it to become a high- 
performing business? 


Bl Few companies can marry consulting 
and outsourcing, and say, ‘I can get the 
topline to bottomline of the value chain." 
How have you managed this challenge? 
W It starts with our conscious decision 
to build outsourcing business organi- 
cally. We took people who had worked in 
consulting practice, who understood 
our focus on client service, and we 
taught them the business of outsourc- 





If you take a straight outsourcing 
function in the US and put it in 
India or Manila, the cost will be 
less. But we don't have a lot of deals like 
that. Offshoring is a part of the larger 
transformation agenda of our clients. 


B But wont it be tough for companies 
like yours, whose operations are largely 
in high-cost locations like the US, as 
opposed to Indian offshoring firms? 

W I don't think there is just one market 
we are serving. There are different seg- 
ments. The clients we service are differ- 
ent. The Indian offshore firms don't do 
much transformational work that re- 
quires them to be on the client's side day 
in and day out. But they will move into 
that market and that's going to pose dif- 
ferent challenges. Take Infosys. They 
have a third of their workforce in the US 
and have to pay US salaries to them. I 
think you will always need significant 
onshore capability. We are growing both 
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the onshore as well as offshore parts of 
our business simultaneously, which 
takes care of price pressures. Last year, 
we added 9,000 people onshore. 


E How do your Indian and Chinese 
centres stack up? 

W Our China centre was set up to sup- 
port Asia-Pacific back office operations 
and really supports systems integration 
outsourcing. There are large groups of 
Japanese-speaking Chinese there, and 
we use that as a lower cost development 
centre rather than in Tokyo. So it has a 
different focus. The centres in India sup- 
port the US, UK and Canada. 


Bl You said you prefer building on your 
own rather than buying companies. Do 


Stephen J. 


Rohleder 
ý 


HEMANT MISHRA 


you see that changing as you grow? 

8i No, I think the market is going to 
change but I really don't see us changing 
our strategy. The services market will, 
over time, migrate to two or three 
groups of very large providers of ser- 
vices. That means something is going to 
happen to companies in the middle, like 
Capgemini, Bearing Point, Unisys and 
CSC. We kind of adopt the Napoleon at- 
titude: ‘I prefer not to mess with my ene- 
mies while they are destroying them- 
selves.’ I think some Indian firms will 
emerge in the top tier of providers. You 
have two to three players with $1 billion 
plus revenue. It’s a high probability that 
they will merge among themselves. Wi 





For the full text of the interview 


Log on to 


www.businessworldindia.com 
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VERY year during the harvest- 
ing season, hundreds of thou- 
sands of sugarcane stalks ar- 
rive at the Tamil Nadu-based 
Thiru Arooran Sugars (TA Sug- 
ars) Groups plants in Tiruman- 
dankuti, Achitoor, Pennadam and Kat- 
tur. The stalks are cleaned, chopped and 
then crushed to extract sugarcane juice. 
While the juice is processed further to 
produce the sugar that sweetens our 
morning tea, the crushed fibrous rem- 








nants of the stalk are often destroyed. 
Once upon a time, the crushed 
sugarcane residue, called bagasse, was 
burnt as refuse. These days, however, 
bagasse is burnt during the sugarcane- 
crushing season to produce steam and 
electricity in boilers while processing 
sugar. This is cheaper than conventional 
fossil fuels like coal or oil and gas, and 
cleaner as well. TA Sugars now hopes to 
make some money by supplying elec- 
tricity from bagasse to the local power 
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grid, and trading on the increased effi- 
ciency and lower pollution compared to 
conventional fuels. In sum, there's 
wealth in industrial waste. 

This unusualline of commerce owes 
much to Clean Development Mecha- 
nism (CDM), a global arrangement that 
allows trading in types of waste and pol- 
lution between developed and develop- 
ing countries (See 'Greenhouse Gases 
For Greenbacks’). Studies by Crisil and 
the Confederation of Indian Industry 


India's cement-making processes 
are such that the industry produces 
almost a tonne of carbon dioxide per 
tonne of cement 





A global 
system to 
minimise 
industrial 
waste also 
turns out to 
be lucrative. 
And the idea 
is catching 


w^ , à 
2 on in India. 
"By Supriya 
“2 Bezbaruah 
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(CII) estimate the value of the Indian 
CDM market at more than a billion dol- 
lars annually. 

Clean Development Mechanism is, 
of course, a byproduct of the Kyoto Pro- 
tocol. Though signed by 180 countries 
in 1997, it came into effect only on 16 
February 2005 after it was ratified by 55 
countries, including industrialised 
countries responsible for 55 per cent of 
the global atmospheric levels of green- 
house gases (GhGs). As such, it is only 


DINESH KRISHNAN 


now that CDM is moving from a good | 


idea to a viable business. India is likely to 
be a major beneficiary, as are China and 
Brazil. 

India, with 250 project design docu- 
ments submitted and 55 approved pro- 
posals, has developed more CDM 
methodologies and project proposals 
than any other country. One of every 
five proposals is in renewable energy, 


while others are based on energy effi- | 


ciency, and waste-to-energy. 

There are CDM projects, for exam- 
ple, that use the fly-ash generated 
by thermal power plants to make ce- 
ment. Every tonne of fly-ash used pre- 
vents one tonne of carbon dioxide emis- 
sion. India generates 110 million tonnes 
of fly-ash every year, and this will only 
increase as 70 per cent of India’s power is 
coal-based. 

So far, only two CDM projects have 
been registered internationally, one in 
Brazil and the other in Honduras. Three 
Indian projects that have been ap- 
proved at the national level are now be- 
fore the global CDM methodology com- 
mittee. One of them is the sugar to 
bagasse co-generation by TA Sugars. 
The second is a waste-to-energy project 
funded by IDFC, where methane gener- 


ated by municipal solid waste will pro- | 


duce energy. The third involves a 
cleaner method of producing ammonia 
by reducing the steam consumption in 
carbon dioxide-run systems. It has been 
developed by Indo-Gulf Fertilisers. 

As Somnath Bhattacharjee, a CDM 
specialist at the Delhi-based renewable 
energy consultancy Winrock India, puts 
it: "CDM is helping attract investments 
in the energy sector as well as helping us 
in sustainable development." It uses 





ENVIRONMENT 


market incentives to fight pollution — 
greenbacks for green practices. 

There are varying estimates of the 
potential of CDM projects in India, the 
value of emission reduction being in the 


| range of 250 million-300 million tonnes 











of carbon dioxide equivalents. With the 
price ranging from $2 to $5 per tonne, 
the market is substantial. In its National 
Strategy Study on CDM Implementa- 
tion in India, The Energy Resources In- 
stitute (Teri) estimates the country's vol- 
ume of carbon emission reduction 
exports in 2010 to be in the range of 3.7 
million tonnes to 24 million tonnes (of 
carbon dioxide equivalents), bringing in 


| revenue in the range of US $5 million- 


100 million per year. 

R.K. Pachauri, director, Teri, is cau- 
tious in seeing CDM not as a huge busi- 
ness, but simply as a profitable way 
of making companies environmentally- 
conscious. "CDM will work," he says, 
“as the hurdles are cleared." As Suman 
Mukherjee of the Environment Section, 
CII, points out: "Companies have to 


| understand that the project has to be 


financially sound by itself. CDM only 
provides additional revenues. It also 
makes companies more competitive in 
the global market." 

The biggest opportunities are in the 
most polluting sectors: energy and in- 
dustries (like steel and cement). India 
emitted 260 million tonnes of carbon 
equivalent in 2000, that is 3 per cent of 
global emissions, making it the fourth 
largest emitter of GhGs in the world, be- 
hind the US, Russia and China. Such 
emissions are increasing at a rate of 5.5 
per cent annually. The power sector in 
India is responsible for 51 per cent of 
these GhG emissions, followed by in- 


Clean Development Mechanism in India 


APPROVED PROJECTS 
Project proposal 


e Sugarcane bagasse 


co-generation 
sugar 


e Waste-to-energy 


Use sugarcane bagasse to 
fire boilers in processing 


Methane from municipal 





Progress 


Developed by 
TA Sugars 


Funded by IDFC 


solid waste is used as a 
source of energy 


e Cleaner method to 
produce ammonia 
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Reduce steam consumption 
in carbon dioxide-run systems 


Developed by 
Indo-Gulf Fertilisers 


dustry (28 per cent), and road transport 
(14 per cent). Coal accounts for as much 


as 47 per cent of commercial energy. 


sources. Cheap and plentiful, it is also 
one of the most polluting energy 
sources. Technologies that will help coal 
burn more efficiently, and uses of the 
polluting waste like fly-ash in other in- 
dustries, can save carbon emissions — 
and make money in the process. 
Among industries, steel — with 35 
per cent of GhG emissions — is the 
worst offender, followed by cement (12 
per cent). India is the second largest ce- 
ment producer in the world, making 99 
million tonnes a year. This is projected 
to grow at 8-10 per cent in the next 
decade. However, India’s cement-mak- 





ing processes are such that, on an aver- | 
age, the industry produces almost a | 


tonne of carbon dioxide per tonne of ce- 
ment. That is much higher than the 
world average of 0.746 tonnes of carbon 


_ dioxide per tonne of cement. As such, 


cheaper, cost-effective and eco-friendly 
technology is imperative when compet- 
ing against imported cement. 

One option is to look at less polluting 
and cheaper fuel — sludge from paper 
plants, fly ash from thermal power 
plants, and waste from the more pollut- 
ing industry, steel. This is the CDM dou- 
ble header: both steel and cement in- 
dustries will benefit. Yet, the earnings 
[om CDM, notional and otherwise, are 
aconundrum. There have been no buy- 
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ers for projects from India. It's still early 


days in the country. There are also ques- 
tions such as whether earnings from 
CDM should be taxed. It is also not clear 
what happens if a developed country 
does not comply with its Kyoto Protocol 
targets and, therefore, does not allow 
the CDM market to boom. 

Moreover, the process can be expen- 
sive, with transaction costs per project 
at $150,000. Some big projects could 
cost as much as $50,000 to register. 
Once registered, the projects have to be 
validated, and assessed by an indepen- 
dent body. However, as Mukherjee 
stresses: “CDM should not be viewed as 
a commercial transaction. It is much 
more. It is good for the country, and 
good for the company.” 

— Even without the CDM incentive, it 
is to India's advantage to reduce GhG 
missions. Although per capita emis- 
sions are low, in absolute terms India is a 
big polluter, and the European Union is 
already beginning to make noises about 
it. In the long term, the Kyoto Protocol 
will set targets for it, much as it has for 
the developed countries now. Some 
suggest India could be given targets 
from as early as 2013, when Phase II of 
the Protocol arrangement begins. 

Not surprisingly, therefore, compa- 
nies are waking up to the advantages of 
environmentalism in general. At Tata 
Steel, for example, two recent measures 
stand out. Replacing or plugging taps 
that leaked saved the company Rs 25 
lakh in the first year, and Jamshedpur 2 
million gallons of precious water. Sepa- 
rating waste cost the company Rs 100 
lakh in the first year, as it invested in 400 
bins. But selling the waste earned it 
Rs 20 crore. “Pollution is nothing but 
wastage of resources," says an environ- 
ment division executive at Tata Steel. 

Having 'green' corporations means 
more than just money. Employees are 
happier and more motivated when they 
work in clean areas, rather than the 
proverbial ‘sick building’. There is also 
the recognition that growth in the cur- 
rent circumstances, with huge uptake of 
resources, is simply not sustainable. It's 
a point ITC recognised when it intro- 
duced the triple bottomline accounting 
parameters: economic, environmental 
and social. Clean Development Mecha- 
nism is only a start. The future of busi- 
ness is a greenfield, perhaps literally. W 





A funky look for the season ahead 


India's No.1 T-shirt brand DUKE's Spring Summer Collection 2005 and 
launch of its ladies wear range X-CITE will turn heads this year 


his summer make a style statement 
with the latest range of Duke T-shirts. 
Trendy and vibrant, the collection 
comes in a combination of colours and 
designs. Available in stripes, prints and 
plains, the styles range from polos, collar 
necks to crew necks in skin friendly fabrics. 
Thecolours to watch out for are aqua, laven- 
der, lilac, peach, beige and other earthy 
tones. T-shirts with a special wash effect are 
the highlight of this year's collection. 
Priced in the range of Rs 199 to Rs 799 
Duke T-shirts come with a combination 
option of Bermudas, lowers and lounge wears 
and are available at 2,500 multi-brand outlets 
across the country, plus 20 exclusive Duke 
stores in select cities. Duke offers a value 
pack of 3 T-shirts at Rs 499. Commenting on 
the Spring Summer Collection 2005, Komal 
Jain, Chairman, Duke Fashions (India) Ltd., 
who has been awarded the prestigious Udyog 
Patra by the Institute of Trade & Industries 
for his contributions towards economic 








growth says, “Duke is the harbinger of T-shirt 
culture in India, For us T-shirt making is a 
passion." And as he points out: “Ours is an 
international quality product at highly 
economical prices." 

Duke is the largest manufacturer of 
T-shirts in the country, and is rated No.1 by 
ORG-MARG. It has received the coveted ISO 
9001:2000 certificate from DNV Netherlands 
for practicing TOM in all its units. The Duke 
knitting, dyeing, mercerizing, finishing, 
compacting, embroidery and manufacturing 
facilities have state-of-the-art equipments 
supplied by the world's best. World leaders 
like Juki, Pegasus, Yamato, Siruba, Steefab, 
Ramsons and many others have provided 
machinery. 

The Duke saga began about four decades 
ago at Ludhiana, when Komal Jain set up a 
small unit with an investment of Rs.50, 000 in 
1966. Since then, there has been no looking 
back.The Duke range has grown manifold - 
today. Apart from T-Shirts, it also produces 
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jackets, sweat- 
ers, Bermudas, 
and loungewear. 
The group is 
also getting 
into ladies wear 
with the launch 
of tops and bot- 
toms under the 
name X-CITE. 
The range Komal Jain - Chairman 
would be for Duke Fashions (India) Ltd. 
young trendy ladies for every occasion. 
Duke is available at leading stores in 
UAE, Saudi Arabia, Sri Lanka and 
Bangladesh and its major overseas buyers 
include Wal-Mart, GAP, Target stores, 
Li & Feing, and Columbia sportswear. In the 
coming year Duke plans to introduce an 
exciting sportswear range and expand to 30 
exclusive Duke stores across the country. 
Clearly Duke is a cut above the rest, provid- 
ing quality products and value for money. 








BATES/D/BW/473 








BROWSING 


Anshuman Magazine 
Managing director, 
CB Richard Ellis (South Asia) 


I just finished reading THESHAH'S 
LAST RIDE: THE FATE OF AN ALLY 
by William Shawcross, which is a 
biography of the Shah of Iran. It is a 
portrait of one of the most powerful 
leaders in the 20th century. More 
importantly, it tells of the shifting 
alliances and tenuous loyalties that 
define international politics. 

I like reading biographies and au- 
tobiographies ofthe great leaders 
that the world has produced — not 
only in the political arena but also in 
the corporate world. These help us 
gain insights into the lives of great 
leaders, business people and human- 
itarians. We get to read about their 
successes and failures. It teaches us 
about the champions and their path 
to winning. I buy books based on the 
reviews that I read in various maga- 
zines and other publications, as well 


as friends' recommendations. E 
ALERT 
Indian Political Trials 1775-1947 
By A.G. Noorani 
(Oxford Univesity Press) 





A.G. NOORANI, consti- 
tution expert and politi- 
. cal analyst, has done 
heavy research for this 
work, but it sits lightly 
on the book — and the 
reader. The 12 trials, 
among them the famous defence 
of Tilak by Jinnah, are narrated 
lucidly and recapture the sense 
of outrage in colonial India. Es 
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MARTIN KENNEY 


HE premise of this book is that 
therise ofthe Indian economy, 
because it is based on software 
and white-collar work, is a un- 
ique challenge to the US and 
the world economy. But the 
author goes much further, intimating 
that the future is already a given, that 
India will soon displace the US as the 
software capital of the world and will 
become the only major centre of 
offshoring services. 

The remainder of the volume is a 
paean to all things Indian and the inex- 
orable march of India to global leader- 
ship (dominance?). We are told that the 
upgrading of Indian infrastructure is 
ahead of schedule and moving forward 
unhindered (p. 159-161). In fact, the 
conclusion has many recommenda- 
tions for the US, but none for India. 

India is compared with China 
throughout the volume, always with the 
same conclusion: that India far out- 
strips China on every dimension except 
low-end manufacturing. There is an 
element of bombast in such claims. 

My introduction to India came in 
1974 when, as a break from college, | 
travelled around the subcontinent. I 
stayed at a South Indian Brahmins 
home in New Delhi and visited a large 
Indian government office that was full 
of rows upon rows of Indian civil ser- 
vants filling out forms by hand and then 
tying them in tidy bundles and piling 
them by the wall. 

Throughout India, I saw slow-mov- 
ing, lethargic bureaucracies full of extr- 
emely bright persons 
who were, from my “self- 
important American” 
perspective, having their 
capabilities wasted. 
When I returned to India 
in 2003 to begin a study of 
offshoring (with Rafiq 
Dossani of Stanford Univ- 
ersity), I saw a new India 
of excited dynamic entre- 
preneurial young Ind- 
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‘India 


ians with ambitions and goals. These 
Indians are now adding value to the 
global economy in India; over the last 
four decades many have left to add 
value in other nations. To me, this 
seems to be the most important fact: 
India has joined the global economy. 

I recognise and applaud the remar- 
kable steps India has already made. But, 
unlike the author, I wonder if it is not 
somewhat early in the game to stop and 
congratulate oneself on the success. 
For me, India has climbed the first hill 
of success, though two decades from 
now, in retrospect, it might be possible 
to conclude that the first hill was the 
most difficult one. 

Today, the Himalayas still lie before 
India and I am not yet convinced that 
the country is fully equipped for the 
climb. For India, the question is how to 
organise and invest for the long climb 
ahead. This book does not help people 
think about that. 

This is an uncritical compendium of 
Indian successes in the global software 
and service industries, though claims 
that the Indian automobile industry is 
on the global march and that Ispat and 
Indian hoteliers are becoming domi- 
nant are thrown in for good measure. 
There is even a section on the recent 
and past successes of the Indian mili- 
tary, again without the leaven of men- 
tioning the disastrous Sri Lankan inter- 
vention or the war with China. 

Besides, Indian success will not be 
measured on the strength of its military, 
but on the strength of its economy — 
ultimately, military spending is a net 
subtraction from the economic surplus. 














My point is not to denigrate the Indian 
achievements, but rather to say that a 


more valuable book would have been | 


one that measured India as it is, so that 
we can carefully think about its future. 


Large Indian software firms such as . 
TCS, Infosys, Wipro, HCL and Satyam 
are now recognised globally and are — 


capable of competing for all but the 
very largest deals with any firm in the 
world. Though it is worth recognising 
that a single firm, Microsoft, has rev- 
enues of approximately $36 billion, or 
2.5 times the sales of the entire Indian 
IT industry, and profits of $9 billion, 


which is more than two-thirds of the. 


exports of the Indian IT industry. 
A few all-Indian startups such as 
i-flex and Sasken are producing global 





also rapidly acquiring multinational | 


R&D facilities, largely, but not entirely, - 


for the Chinese market. 

China is also becoming a software 
offshoring centre for Japan — the sec- 
ond largest national market after the 
US. Also, the Chinese market is becom- 


ing the leading developing nation mar- 
ket, and in usage of products such as | 


mobile phones, it is, along with Japan 
and Korea, developing the applications 


ofthe future. 
With enormous capital reserves of | 


its own, the marketing, financial res- 
erves and technical capabilities of over- 
seas Chinese (especially in Taiwan and 
Singapore), and linkages that are, at 
least, as strong as those of India to Sili- 


quality intellectual property and there. gs 















will surely be more. IT-intensive multi- |... 
nationals (MNCs) are establishing facil- 
ities in India to take advantage of well- 


trained software and services workers. . 


The growth rate in employment i in^ 
this sector has been remarkable, rang- 


ing between 20-40 per cent per year fo 
the last five years. As the book state 


more high value-added work is being 


done in India, particularly in MNC sub 
sidiaries. In certain fields such as math 


ematical algorithm development, India - | 


is clearly a global centre of excellence. 


Clearly, a learning-by-doing process — 


will result in further movement up the 
value chain. 

Ultimately, the most interesting 
question that the book raises, but does 
not answer satisfactorily, is: what are 
the implications of the development of 
India for the global political economy? 
This question can't be answered by sim- 
ply looking at India. It requires a more 
comprehensive perspective. 

For the sake of brevity, I will omit the 
very important role of Europe and the 
Euro. Yet, any comprehensive perspec- 
tive requires the consideration of 
China, a country this book dismisses. 

China is becoming the manufactur- 
ing centre of the world and, increasing- 
ly production engineering is being 
done in China. It is a country that is 


Ashutosh Sheshabalaya 


con Valley, suggest that Chinas future is 
very bright indeed. There seems little 
doubt that it is on its way to rivalling the 
US economy. 

India seems destined to join China 
as a global economic power as it taps 
the capabilities and creativity of its pop- 
ulation. However, much remains to be 
done. The Indian infrastructure of 
ports, airports, utilities, and highways is 
so inferior to Chinas, it's Shocking. One 
need only take a taxi to the airport in 
Zhongguancun and fly to New Delhi's 
international airport and take a taxi to 
Gurgaon to experience this firsthand. 

Only in telecommunications is 
there comparability, though in terms of 
cost and efficiency China is slightly 
superior. Indian universities are shock- 
ingly under-funded. While they pro- 
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duce good undergraduates, their record 
in the post-graduate area is appalling | 


for a nation the size and sophistication 


of India. In contrast, Chinese universi- 

ties are rapidly and consciously push- 

ing scientific and engineering research. 

Here, the Indian universities are 
lagging. Only in 2005 did India annou- 
nce the creation of a national science 
foundation, with $250 million in initial 
funding! Tsinghua has a total budget of 
$450 million, whereas the budget for 
the entire IIT system is likely to be not 
more than $100 million. 

In terms of international scholarly 
contribution, India, despite its English 
advantage, is performing badly. This is 
not the fault of professors; it is simply a 
matter of financial commitment. 

There can be no doubt that India 
has made remarkable 
strides, but much more 
needs to be done 
before the country 

becomes a world eco- 
nomic power. 

This book seems to 
.be part and parcel of 
the 'India Shining 
campaign slogan put 
forward in the last 
elections by the then 

ruling party. Unfor- 
tunately for the sloganeers, the Indian 
people recognised that the celebration 
was premature. India, like most devel- 
oping nations, still has much work to 
do. For example, its rural poor continue 
to live in shocking poverty, even as 
the middle and upper classes partici- 
pate ever more fully in the global 
knowledge economy. 

I am very optimistic about India's 
future, but no one should underesti- 
mate the hard work and thoughtful 
planning that will be necessary for 
India to reach its potential. E 


Martin Kenneyi is professor 
departmentof human and com- 
munity development, University of 
California, Davis. He can be reached at 
mfkenneyGucdavis.edu 
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to have accepted him. Rather than put up its 


own candidate against the erstwhile US | 
deputy defence secretary, as they did when a. 


HE World Bank has a new chief, Paul Wol- 
fowitz, and the developing countries appear 


new IMF chief was appointed in 2004, the G-11, repre- 


senting the developing countries in the 108-member | 
bank, has decided to lump the appointment of Wolfowitz. 


Their calculation was that had they pushed their own 
candidate, Europe would almost certainly have insisted 
upon and got the No.2 job at the Bank as quid pro quo for 
supporting the American candidate. For the G-11, this 


would have been a bad bargain since the current set-up | 


has a Chinese as a deputy. 
There is little that the G-11 
could have done in any case, 
although it has been clamour- 
ing for more democracy in the 
way the World Bank conducts 
its business and is unhappy 
about the way the US and Eu- 
rope carve up the Bank and 
IMF jobs between them. The 
G-11 has met Wolfowitz and 
been reassured that he will be 
guided by the board. Does that 
promise any democracy in its 
functioning? Not if one were to 
go by what the outgoing presi- 
dent has to say about the 
board. In an interview to Fi- 
nancial Times, James Wolfen- 
sohn referred to a "dangerous 
trend of regionalisation of 
opinion" on the board. But, perhaps, the developed coun- 
tries are hoping that the expected reforms of quotas and 
voting shares at the IMF will lead to changes at the Bank. 
There is, of course, the other complaint that Wolfowitz 
has no banking experience, much less involvement with 
development issues. But since when has that been an 
essential qualification? Wolfensohn didn't possess itin 


1996. Neither did Robert McNamara in 1968. And many, | 


including Wolfensohn, believe that McNamara was the 
best president the Bank has ever had. Wolfowitz's best 
qualification is a PhD he holds in political science from 
the University of Chicago. Such an academic background 
would make it easier for him to interact with the Bank em- 
ployees. But that still leaves two questions unanswered. 
First, why does Wolfowitz want to move from the No. 2 
job at the Pentagon to the Bank? Sure, the Bank presi- 
dency is an ego trip, but is the job anywhere as important 
as being defence secretary? It can be argued that McNa- 
mara, too, gave up the defence secretary job to opt for the 


LE 





Bank. But McNamara paid for having got the US into Viet- 
nam and was shunted out. There is no evidence that 
George Bush wants Wolfowitz out of the Pentagon. 

The second question follows from the first. Why does 
George Bush want Wolfowitz at the Bank? It is under- 
standable that Bush wants to reward his friends from the 
first term. Thus, Condoleezza Rice becomes secretary of 
state and John Bolton becomes ambassador to the UN. If 


| Wolfowitz is part of this rewards game, Bush must expect 
|! him to do something at the Bank, and it cannot be any- 





Wolfowitz's qualification, in 
Bush's eyes, is that he posseses 
a unilateral rather than 
multilateral security mindset 








thing as simplistic as granting Bank contracts to US busi- 
ness as critics would like to think! 

Poverty reduction will always remain the Bank's focus, 
but that doesn't preclude a change of strategy with each 
presidency. For instance, 
Wolfensohn brought in NGOs 
and civil society. The Republi- 
can administration was un- 
happy with this, and it is cer- 
tain to be junked. The 
buzzwords are likely to be gov- 
ernance, transparency and ac- 
countability under the new 
president. Wolfowitz has al- 
ready given us two of his 
propositions. First, countries 
that have free political institu- 
tions tend to succeed econom- 
ically. Second, countries that 
succeed economically tend to 
have strong civil society and 
free institutions. There will 
thus be a pro-democracy 
agenda as a prerequisite for 
poverty reduction. Commitment to democracy can be- 
come a pre-condition for World Bank assistance. NGOs 
that push this kind of good governance will be encour- 
aged; those with a narrower definition of poverty reduc- 
tion will be discouraged. 

This is the pre-emptive poverty doctrine Wolfowitz is 
expected to carve out. Expect the Bank, therefore, to in- 
vade countries where US business interests are perceived 
to be unsafe. And Wolfowitz's prime qualification is that 
he possesses this unilateral, rather than multilateral, se- 
curity mindset. The fear is that we may now have a gen- 
uine wolf masquerading as the grandmother! 

Wolfensohn was pretty clear about the dangers that lie 
ahead. In an interview he said: “I don't think at the mo- 
ment we are an instrument of the US government or any 
country," but cautioned that in the past there has been 


REUTERS 


| politicisation of objectives. But hopefully, the Banks arti- 





cles of association that demand political neutrality will 
not be ignored — or changed. e 
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MERLIN GERIN. THE ONLY GUIDE YOU NEED FOR OPTIMAL ELECTRICAL SOLUTIONS. 


From the very start, Merlin Gerin has been a pioneer in the world of electrical distribution. Its range of innovative 
end-to-end solutions in low and medium voltage applications have continuously improved the safety and comfort 


for all consumers. No wonder, it's a guide and a benchmark for electrical distribution professionals. 









a brand of 


Schneider 
Electric 


Schneider Electric India Pvt. Ltd., 
Corporate Office: A-29, Mohan Co-operative Industrial Estate, Mathura Road, New Delhi-110044. 
Phone: 011-51590000. Helpdesk: in-helpdesk@mail.schneider.fr 
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at Pohang, South Korea INDIAS LARGEST Sele 
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Clothes with a twist 


. At his majesty's service. 


Pleasant to touch, wrinkle free, Double Hundreds pure cotton yarn makes this fabric 
SW » an imperial secret. Excellent moisture absorption and ironing properties ensure all day 
sss gr allure. Comfortable and versatile, they elicit command. Pick your desire from an array 
! of colours and get the whole world at your service. Wear it to feel it. 
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Exclusive Stores: AHMEDABAD: Law Gardens - Ph: 26461659 * CHENNAI: No. 06, College Road - Ph: 52065670 // Spencer Plaza, 3rd Phase - Ph: 28491171 
GURGAON: DLF City Centre Mall - Ph: 5068375 e HYDERABAD: Prasad's Imax - Ph: 23450288 e SECUNDERABAD: ParkLane - Ph: 55208970/71 
KOLKATA: City Centre, Salt Lake - Ph: 23584550 * PUNE: Bund Gardens - Ph: 26053070 * RAIPUR: Katora Talab Road - Ph: 2422212 
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SIX APPEAL 


INTRODUCING SAMSUNG MINIKET 


Believe it or not! 

samsung Miniket, shown here in actual size. 
98.8 mm x 92.7 mmx 29.1 mm 

Weight: 150 gms with battery pack. 
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CAMCORDER 


Best in Class MPEG4 Quality. 
1GB Built-in Memory Space. 


Crisp, Clear Images 
up to 800 x 600 Pixels: 


Enjoy Your Favourite 


songs Anytime, Anywhere. 


Accessories include carry bag and battery. 


WEB CAM 


Te Stay Connected with 
Your Family and Friends. 
gf 


«e 


STORAGE 


Easy Storage. 
(Internal/External Memory) 


Ca) 


VOICE Rec. 
18-hour Playback Time. 


SAMSUNG 
EATEN M 
m S pH OO T E AS 


Memony STICK PRO 


> Slot 4 


For more details, call Mr. Ashwani Manchanda at 9810156075 or write to him at a.manchanda@samsung.com. Visit us at www.samsung.com/india. Specifications may vary from model to model 








More Worries 


1] I read your cover story on 
the EPFO with deep interest | 
and a huge sense of worry. It 

is difficult to understand 
why the government cannot 
get its act together to help 
the salaried class, which is 


easily the most tax law-abiding group in 
the country. Over the years, finance ministers have been 


using this group as a cash cow. 









Now, the FM is introducing a fringe benefit tax — a new blow to the 
salaried class. Then, tax payers learn that efficient people are being 
replaced by incompetent people at the EPFO, and the FM is doing 
nothing to correct the situation! I believe that a collapse of the EPFO 
would wreak more havoc than the Harshad, Ketan, and UTI scams put 
together. I request BW to start a campaign to set the EPFO right. 


Dara J. Kalyaniwala, via email 


A TROUBLED FUTURE 

There is a shortage of competent 
Officers to administer crucial changes 
in our government, as was evident in 
‘The Curious Case At The PF Office’ 
(BW, 25 April). It requires an E. Sreed- 
haran (over the age of 70) to run the 
Delhi Metro. Or a K.PS. Gill to manage 
a tough regional situation. Most 
competent officers are unable to rise 
because reward systems are based on- 
nepotism and corruption. We are 
looking at a worrisome future. 

Hari Parmeshwar, via email 





. W After I read the cover story on EPFO, 
the first thing I did was ask my 
company if they had transfered my 
PF contributions to the EPFO or not. 
They said it was all being done and 
was managed in-house. I heaved a sigh 
of relief. But I don't think there are _ 
many companies who manage their 
employees’ PF accounts so well. . | 
Everyone should check up on this. 

I was glad to read the story, and I hope 
BW will follow the story until a. 


Srinivasan Mudaliar, via email 


li A splendid EPFO project that had 
intellectual contributions from the 
likes of Narayana Murthy has been 
shot down by the corrupt bureaucracy 
yet again. Because the PM has failed 
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to take action on this issue, I can 

only predict bad results for PF 
members likeme. 

Vishal Bhargava, posted on BW website 


THINKING SMALL 


Your article ‘Should Oil PSUs Be 
Merged?’ (BW, 18 April) suggested a 
welcome alternative, which is in line 
with international research, for our 
public companies. Peter Drucker has 
suggested that the way foward for 
organisations lies not in size, but in 
networking smaller units. Successful 
economies like Japan and South Korea 
are dominated through keiretsu and 
chaebol, groupings of inter-related 
smaller companies. Also, a McKinsey 
study has emphasised that talent tends 


_ to gravitate towards smaller organi- 


sations as these offer people greater 
flexibility. Our PSUs could sure use 


talent, as well as flexibility. - 
Chinmayee Gopal, via email 


In ‘We Get It Right...” (BW, 25 April) the 
photo caption misidentified Sapient's 
co-founders. Jerry Greenberg was 
seated on the right, and Stuart Moore 
on the left. We en the error. 


[Wier A 


editor@bworldmall com 


|. Cdorgóworkimaikcom 


2 es omo 
P8rHON/U/MMALY L 8 SILVE . Se, iy ; d 
'uoi)2auuo?2 WSO D uioJJ buij|bip uauM APO) GIS PPV 940) DDJON [[D2 'sa»iAJas PUD sjonpoJd DIYON UO AIUDISISSD 104g 'p31 ‘Vd eipu] etyoN Ag pa11oduir sauoyd 10j E 3 PIO 
Ajuo ajqedijdde sı Ajuesem eipu] enjoN “souoyd pasadwez 10 peusiqunjaJ ‘pasn HurÁnq Jsulebe pienbajes 0} AJueIIeM eIpu[ ebjoN jeur6110 uo jsisur SAeMIY 49€8€£0€£0€ ias AS. 























UOV ELHOU MMM 1ISIA aseajd “UONEWIOJUI )12npoJud pue suone»tupads inj J0} 


p ome pn 
ase spaads 1ajsuen eeg 'suounjos/uondubsqns axpues/xiowdeu Anba Aew pue pauoddns sjeuuoj 302100) au pue pasn sa»ivep IUI jo Aujiqnedujo) aui uo se JAM Se PIEI WIS Japi^oJd IIS 1031002 POMU at uo iuapuadep aq Aew (szo 15buoue “SW 3903 'S3d9 'OS)SH) Sameaj BWOS pue SIMU ə 


‘Panuasay QUY iv PN Ad j00ueA S002 @ 1ubuÁAdo) 
uooz jejibip XZ UMM 19pJ02231 O3pi!A pue sawe) jaxidebap « JoeÁPjd JISNW EdW pue OIpes W4 pa3e152a3ut '1oÁejd OAPIA e «3903 CIA butuea1)1s 
023pi^-oipne-pue PUISMOIG Gam poads-ubiH « uomiruB029o1 BuniiMpueu pue 3ndui uad ajlzessaA e. Áejdsip uaa150s-uon03 100/|02-9£$'G9 3pIM e 






TET PET OESTE PLIOUMMM 


-/60762 ‘SY duW 


OLZZ 
VDION 








'euoudyeuis uaa.DSapiM OTL/ EDION 9u) Aofusa pue se»uauadx3 ‘asnowW INOA uu op nof exi Hajas pue 
juiod NOA S334 SnjÁIS SI ƏJLyM Je3nduJoo JnoÁ uo op noÁ ax qM ay) HNS 0} noÁ swojje Áejdsip uaaJ5S-upnojg 
9piM s,auoudyieuis QT// EHON «ÁpeaJ-39d3 ay! 'suoud JNOA uo e»ueuuojied eipauinnul uu aui usta 















a NY fake rpms quA» 7) WERE. QTR TS Fi TF HH yews} 
NE Gu eum T war ae 

;" ameu | CONE, i ee ee aee 

ee ee 77 om 

“ Ta MRa. f a. tu 4 









ERE Gia UA Ww T 


Meee eee AF 


jafeyd USN 


y 





— LEOO — Wag peg ~w daay no 1) 
"c Se) (ew rs oor vw 
"peysenbe Se say Ou) Sue peuoeuv 


PIYON Al) pue ajdoag Dunosuuo) LYON ‘PYON Pawasa NUDU Ily "LION S002 O 1ubuÁdo) 


‘UONEJOGJO) ELON Jo SeWaPeN paJa1sibaJ JO Syeuspen ae sobo| sluawWadUeYUg jeuibuo 





'a2uauadxa uaaJ5sapiM aui ÁAofu3 ‘“auOydUeWs QT// LON oul 





d'IdOdd ONLLOS3NNO;) 


VWDION 


this issue 


g Posco's steel plants, like this one in Pohang, South Korea, are some of the most efficient 
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Korean steel giant Posco wants to set up a $12-billion integrated steel facility in Orissa — Indias biggest 
FDI so far. The inside story on what is holding up this deal. 


| India Advantage How India fits into Posco' global vision. 


| Steel Hub India has high-grade iron ore reserves and a fast-growing market for steel. Will this 


ensure that [India becomes the next steel hub? 


Anil Has A Grouse 


After a two-month lull, the junior Ambani brings his spat 
with elder brother Mukesh out into the open again. 


| Monetary Policy RBI governor Y.V. Reddy indicates 
in no uncertain terms that the era of easy money is over. 


Politics Nepal’ King 
Gyanendra has reneged on his 
promise to restore democracy, 
putting India in a quandary about 
how to tackle its maverick 
neighbour. 


4 Nepal's King Gyanendra 
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Air-India's decision to buy Boeing aircraft has struck a big 
blow to Airbus’s ambitions in the fastest growing aviation 


| market in the world. The European aircraft maker wants the 
| deal probed. Is there substance in its allegations? 


IRMA The real issues in the spat between Verghese 
Kurien and K. Prathap Reddy. 


9 MAY 2005 


44. Interview Laura D'Andrea Tyson, dean of London 
Business School, talks about how market research can help 
B-schools revamp and modernise their programmes 


46 TV mabidfor high 
ratings on a regular basis, 
India’s gaggle of news 
channels are using 
dramatic crime shows 

to draw in viewers 


Crime shows like Red » isle 
Alert get loyal viewers 





IN VOGUE 


so Fashion Weak? 


Where's the India in India Fashion Week? Predictions of ten- 
fold growth in the designer clothing market will come to 
naught unless the fashion fraternity answers that question. 


64 Bookmark A book examining how India and China 
can work together in the WTO leaves out an important factor 
— the full Chinese perspective. 








COMMENT 


42 | Omkar Goswami Linguistic jingo- 
ism leads to renaming of cities, but their mis- 
X pronunciation is no cause for pride. 


THAT'S IT 


58 Mala Bhargava A practical ‘do- 
everything’ device that also fits in the pocket will 
take some time to arrive. 
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| eastern Indias economic 


Businessworld 


Deals and debates 


ANY years ago, I met a senior official of the 
World Bank who had dealt with both India 
and South Korea in his official capacity. I 
asked him how interacting with the two 
countries was different. He thought for a 
while and said: "The Koreans always came looking for a deal. 
The Indians always came looking to win an intellectual 
debate." He enjoyed the discussions with the Indians, he said, 
because they reminded him of his college days. No wonder 
then, Korea today is a member of the rich mans club, the 
OECD, while India has only begun the journey. 

It looks like we are about to witness another grand 
intellectual debate about Korean steel giant Posco's proposal 
to invest $12 billion in a steel plant in Orissa. Old questions 
are once again being thrown about: should we export iron ore 
at all? Shouldn't we keep 
foreigners out of India's ore 
fields? I wish, however, that we 
would instead focus our 
attention on getting the the best 
deal possible. India has lots of 
iron ore. The world has an 
insatiable demand for it. 
Obviously, this is the time for 
India to attract global 
investments and turbo-charge 





Businessworld 





progress. The only question to 
ask about the Posco proposal is a simple one: is this the best 
deal we can get from anyone in the global steel business? 

"There is a lot of excitement today about India's 
potential," says senior correspondent Pallavi Roy, who wrote 
the cover story, "but turning that excitement into investment 
on the ground will require political courage and 
administrative agility." Assistant editors Radhika Dhawan and 
Ranju Sarkar, who look at the possibility of India emerging as 
a global hub for iron and steel, say what is needed is a vision 
for the sector. What is true of iron and steel is true of other 
mining sectors as well. Businessworld promises its readers to 
keep a close watch on what is happening in one of the most 
promising sectors of the immediate future. 

It is an indication of India’s increasing presence in the 
global market that the second story that we are carrying in 
this issue is about another mega deal — Air-India's $7-billion 
order for Boeing aircraft that has deeply disappointed Airbus. 
Read all about that on page 38. 


le 


TONY JOSEPH, EDITOR 
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WIRELESS INTERNET 


Sivasankaran's 
next big bet 


AVERICK entrepreneur 
C. Sivasankaran is back 
in the Internet connec- 


tivity business, but in a wireless 
avatar. In March 2004, he had sold 
the assets of DishnetDSL, an ISP 
with 1.5 lakh dial-up and 30,000 
broadband customers, to VSNL for 
Rs 270 crore. A year later, he is set- 
tingup a countrywide broadband 
wireless network at an investment 
of Rs 250 crore. His plans include 
6,000 wi-fi hotspots in 38 cities 
within the next 24 months, launch 
of full-fledged wireless services for 
enterprises next month, and a 
WIMAX (broadband wireless) roll 
out in June this year. 
















DINESH KRISHNAN 










He has retained the Dishnet 
brand for this initiative. It is now 
called Dishnet Wireless. 

The first of his three wireless 
initiatives, wi-fi, was rolled out in 
Chennai last week under the 
brand name Dishnet RED. The ser- 
vice, aimed primarily at laptop 
owners, will hit seven more cities 
in the next 60 days. The company 
is targeting a subscriber base of 
200,000 for its broadband services. 

Sivasankarans penchant for 
starting new businesses is 
matched only by his inclination to 
sell them off. To his credit, how- 
ever, he has made profits in most 
such deals. Most believe that his 
latest wireless initiative won't be 
any different. D» 
M. ANAND 























FTERalullofeight weeks, the 
Ambani split-up imbroglio 
has flared up again. Early this 
week, the younger scion, Anil 
Ambani, levelled fresh charges against 
companies run by his brother Mukesh. 

At the board meeting of Reliance In- 
dustries (RIL) on 27 April, Anil refused to 
sign the annual accounts and took ex- 
ception to appointment of two direc- 
tors. He declared war, saying: "It's Re- 
liance XI versus me." The Mukesh camp 
hit back: “By his (Anil's) actions, which 
are driven by personal ambitions, he is 
damaging the company as was demon- 
strated by his reactions to the excellent 
results announced today." 

It appeared that the dust had settled 
on the six-month-old feud between the 
brothers. A month ago, there were ru- 
mours that the two brothers had arrived 
a settlement, a process initiated by their 
mother Kokilaben, the widow ofthe late 
Dhirubhai Ambani, and well-wishers of 
the family, including ICICI Bank chair- 
man K.V. Kamath. 

According to the settlement plan, 
Mukesh would get to run RIL and IPCL 
while Anil would head Reliance Info- 
comm as well as Reliance Capital and 
Reliance Energy (See ‘The Ambani 
Covenant’, BW, 18 April). 

Even days before Anil raised fresh is- 
sues, there were enough indicators that 
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THE RELIANCE IMBROGLIO 


Anil spits 
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he was moving into the Reliance Info- 
comm headquarters at Dhirubhai Am- 
bani Knowledge City. He had even made 
a list of senior managers at Infocomm 
who would stay on as against others 
who would leave to work with Mukesh. 
What, then, queered the pitch? 
Sources close to the deal say that a re- 





MONETARY POLICY 


Towards higher interest rates 


ITH the 
threats of 
higher in- 
flation, a spurt in in- 
dustrial credit and the 
ravenous fiscal deficit . I> 
onthe horizon, any = 
central banker would try to 
push up interest rates. That’s what Re- 
serve Bank of India (RBI) governor Y.V. 
Reddy has done over the past six 
months. 

He had increased the reverse repo 
rate by 25 basis points in September 
2004 and kept money supply growth 
below target in FYO5. Bond yields are 
up. The yield on 10-year paper today is 
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», a full percentage 
point more than it was 
last year. 

In his monetary 
4)» policy announced on 

" 28 April, Reddy has 

nudged the reverse 
repo rate up another 25 
basis points (to 6 per cent) 
but left bank rate unchanged. It is still 
at an all-time low of 6 per cent. The 
message is clear: the era of loose 
monetary policy is over. 

Some money market traders have 
been surprised by the timing of the 
rate hike as they had been expecting 
the RBI to hold on for another three 










CORPORATE CAPSUL ES o 


fire again | VAT: Falling into place, si sh " wy 7 


3 T | HE empowered committee on VAT met last week sd. 
: i decided p Ren and diesel wil be outside VAT. The exe 





cent share transaction in Reliance Capi- 
tal (RCL) triggered Anil's outburst. 

RCL held 50 per cent in a subsidiary, 
which, in turn, held 23 per cent equity, 
worth Rs 1,300 crore, in IPCL. RCL di- 
vested its stake in the subsidiary for 
Rs 4.4 crore to two firms, Reliance Phar- 
maceuticals and Reliance Neutraceuti- 
cals, whose ownership is still unknown. 

Sources close to Anil say that the 
IPCL stake held indirectly by RCL was 
settled in favour of Anil. Though, as per 
the settlement, IPCL would go to Mu- 
kesh, Anil wanted to retain the 23 per 
cent in the company held by RCL. His 
argument: If RIL can hold big stakes in 
Reliance Energy and Infocomm, the 
companies he will run, why can't RCL 
have a stake in IPCL. 

Late on Wednesday, 27 April, a 
Mukesh aide said that transfer of IPCL 
shares to private firms is part of a settle- 
ment to create two groups led by RIL 
and Reliance Infocomm. An observer 
says: "They are down to haggling over 
small change. It just confirms that the 
settlement is otherwise on course.” B rges 

T. SURENDAR a i milion. This money will be eed longely to ramp 
L st wee : l , Adlabs chairman Manmohan S dir tetty 
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. mains to be seen is show quickly can Nokia i att | ic the price 

ever, the real gainer would be the consumer v w no goes into pick. 
up his first ever phone. After all, that is ve market ü pet tall: tope era - 
tors seem to be targeting today. aO E p | 
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HIS magazine has been worried 

no end about the social security 
crisis looming over the country. A 
new survey on the savings habits 
of Indians, the first of its kind, 
shows that we have not been, as is 
often alleged, irresponsible 
merchants of fear. 

This survey, which was 
conducted for the Pension Fund 
Regulatory and Development 
Authority (PFRDA) and the Asian 
Development Bank (ADB), shows 
that a mere 10 per cent of the 
working population saves to build a 
nest-egg for old age. Another 10 
per cent is covered by the 
mandatory pension and provident 
fund schemes. (Most of this money 
is stuck in low-interest bank 
deposits and bonds, however.) 

Anyway, that leaves 80 per cent 
of the country's working population 
with no protection in the autumn of 
their lives. What they do depend on 
is family support. Unfortunately, 


. that is already withering away. 


Nearly 40 per cent of urban 
dwellers and 30 per cent of rural 
dwellers admit that their children 
may not take care of them in 
their old age. 

India will have nearly 100 
million senior citizens by 2025. This 
survey shows that they will have 


` little financial security, or declining 


family support. 
Shouldn't we all be worried? 


BS 


S spare. petroleum capacity a 

public good, on a par with 
adequate roads or good schools? 
The International Monetary Fund 
(IMF) suggests in its latest World 
Economic Outlook that it could 
indeed be the case. 

The IMF’s economists estimate 
that global spare capacity 
(compared to current levels) of 5 
million barrels per day (mbpd) could 
reduce oil price volatility by as 
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by Niranjan Rajadhyaksha 


much as 50 per cent. (Global crude 
oil prices have, when measured in 
constant 2003 dollars, moved 
between $8 and $96 over the past 
30 years.) 

Now why is this important? The 
IMF says that “of the 2.5 per cent 
volatility of the median of GDP 
growth over the past 35 years, 
rough estimates suggest that 
volatility in oil prices has 
contributed about 0.3 per cent”. 
One way to smoothen out the ups 
and downs in crude oil prices and 
economic growth would be to have 
enough excess capacity in store, 
which can be brought into play 
when the crude prices get too hot 
to handle. A 50 per cent cut in the 
volatility of crude oil prices could 
increase global GDP by $12 billion 
a year (or 0.03 per cent). 

Creating excess oil capacity, 
however, comes with a cost — 
about $20 billion of investments 
and an additional $2 billion of 
depreciation. That’s a meagre 
amount when compared to the $12 
billion of extra GDP these 
investments will create. 

The IMF, unfortunately, leaves 
the big question unanswered. This 
excess oil capacity will in all 
probability have to come from the 
OPEC countries. The benefits of 


higher GDP will accrue to the rest of ` 


the world. So why will the OPEC 
countries invest in the first place? 
What’s in it for them? The IMF 
vaguely talks about the need for 
“enhanced consumer-producer 
dialogue in this regard”. 


BS 


ILL Gates, in a recent interview, 

asks his American readers two 
very insightful questions that tell us 
a lot about the power of 
globalisation: “Twenty years ago 
would you rather have been a B- 
student in Poughkeepsie or a 
genius in Shanghai? And today?" Ill 
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BREAKING NEWS 


M&M plans new 
plant in Haridwar 


UTOMAKER Mahindra & Ma- 
A hindra (M&M) is setting up a 

new manufacturing facility in 
Haridwar, Uttaranchal. On 25 March 
2005, the company filed two Industrial 
Entrepreneur Memorandums (IEMs) 
with the Secretariat of Industrial Assis- 
tance, Department of Industrial Policy 
and Promotion, for manufacture of 
three-wheelers and four-wheelers. 

Joining M&M on an adjoining plot, 
say sources, would be Neel Metal Prod- 
ucts, a part of the Jay Bharat Maruti 
group, which will supply sheet metal 
parts to the auto major. 

Sources say that M&M is trying to 
create a cluster there by inviting other 
parts suppliers also. While Neel Metal 
will be setting up a body shop and a 
paint shop, M&M would invest in an as- 
sembly plant. 

The facility will initially produce the 
existing range of M&M three-wheelers 
under the Champion brand along with 
some of the company’s four-wheeler 
models. Eventually newer models will 
be produced. Work is in progress at both 
plants and production is slated to begin 
by the end of this financial year. 

Currently, M&M produces three- 
wheelers in its Zaheerabad facility lo- 
cated in Andhra Pradesh. Of the total 
production, only about 15 per cent are 
passenger vehicles. Last year, the com- 
pany produced 23,000 three-wheelers, 
obtaining a market share of about 42.2 
per cent in the 0.75-tonne category of 
three-wheelers in India. Market leader 
Bajaj Tempo has a slim edge with a mar- 
ket share of 43.1 per cent. Haridwar has 
been chosen for its new venture to avail 
of the benefits offered by the Uttranchal 
state government. & 
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—, existing political class and stifle 


` the king toe its line. Gyanendra, 


NDIAS Nepal headache is threat- 
ening to put tensions with Pak- 
istan in the shade. Within days of 
getting Indias commitment to re- 
sume military supplies in ex- 
change for a promise on a step-by-step 
restoration of democracy, Nepal's King 
= Gyanendra reneged by putting former 
prime minister Sher Bahadur Deuba 
behind bars. 
| The ostensible charges 
against Deuba are of corruption. 
But Nepal watchers here see the 
king’s move as further evidence of 
his determination to discredit the 


/ the democratic process. Where 
" does this leave India's Nepal pol- 
icy, which has taken a battering 
after the royal putsch in Kath- 
mandu in February this year? 

The government faces its 
worst dilemma with Nepal as it 
mulls its options. Having aban- 
. doned its coercive diplomacy of 
the past few months with last 
week's announcement to resume 
"arms supplies to the Nepalese 
army, India can no longer lever- 
. age military cooperation to make 


being the shrewd man that he is, 
probably realises this and is test- 
ing the waters to see how far he can push 
~ India as he pursues his own agenda. 
| Current indications are that he may 
/^ be in luck. There is a strong section 
' within the government, including the 
home and the defence ministries, that 
/ opposed the strategy of coercive diplo- 
—, macy against the king right from the be- 
'^ ginning. Their argument was that India 
needed to support the king to the hilt to 
curb the spread of the Maoists, both 
./ from a domestic security point of view 
.. and froma strategic point of view. 
| The Ministry of External Affairs, on 
; the other hand, took the February coup 
almost as a personal slight and insisted 
. that a strong message of disapproval 
. needed to be sent to the King. The MEA 
line won and with the US, the UK and 
the EU following India’s lead, it seemed 
^ as if mounting international pressure 
. would make the king wilt. 
The king, however, responded by 


ý | playing the China card. In a shrewd 
—; move that must have sent shivers down 
v the backs of Indian and US strategists, 





POLITICS 


Indias Nepal blues 


New Delhi's policy shows signs of desperation 
as the wily king pushes India to the brink 


4 


Gyanendra decided to attend China's 
equivalent ofthe Davos economic sum- 
mit this week. China was one of the few 
countries that refused to condemn the 
February developments, saying they 
were an internal matter of Nepal. 

The Kings dalliance with China had 
both India and the US worried and in- 
ternal discussions deliberated over the 
strategic implications of China moving 
in to arm the Nepalese army against the 
Maoists. It is significant that before the 
Jakarta announcement on the resump- 
tion of military aid to Nepal, senior US 
officials on the Nepal and Bangladesh 
desk visited the region and held talks 
with their counterparts in New Delhi. 

With the King cleverly exploiting di- 
visions within the Indian establishment 
and its fears of Chinese influence in the 
immediate neighbourhood, India's 
Nepal policy is back to square one. To- 
day, New Delhi is caught in a pathetic 
situation. It has lost its clout with the 
king, who is clearly out to consolidate 
the monarchy despite his lip service to 
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Testing the waters: Nepal's king Gyanendra (L) and Prime Minister Manmohan Singh 


democracy. The political parties, which 
India has been backing for the past 60 
years in the hope of installing an India- 
friendly democratic regime, today stand 
discredited as a weak and corrupt 
bunch. And New Delhi has no back 
channel to the Maoists, who are ar- 
guably the only group in Nepal with 
some popular support. 

Indias weakening influence in 
Nepal only underlines the confusion 
among successive policy makers in New 
Delhi. For 60 years, India has been at- 
tempting to run with the hare and hunt 
with the hounds. It has tacitly backed 
the monarchy while broadly supporting 
the political class. The idea was to nudge 
Nepal towards democracy with a consti- 
tutional monarchy. Today, democracy is 
a distant dream and monarchy is once 
again all powerful. Will the unfolding 
nightmare in Nepal, as the bloody war 
between the Nepalese army and the 
Maoists intensifies, finally prompt India 
to make a radical shift in policy? "m 
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'S China posing a threat to Indian 
drug companies in the US? The sta- 
tistics are revealing. In the first 
quarter of 2005, Chinese compa- 


*/ nies have notched up 25 drug master 
—, files (DMFs) with the US Food and Drug 
v Administration (USFDA). (A DMF is a 
. , registration of a bulk drug which is the 

' key raw material in a medicine.) The 


number is still one-third of what Indian 


L companies filed with the USFDA in this 


period. But it is a marked improvement 


. over Chinas past record. (See ‘Enter the 


* dragon). "China's ramp-up has been 


phenomenal, and faster than anyone 


a expected," says Sanjiv Kaul, manage- 


ment advisor, ChrysCapital and a for- 
mer Ranbaxy manager. 

What does this mean for Indian 
firms? India is currently the biggest 
source of bulk drug filings in the US with 
Ranbaxy, Dr. Reddy, and Cipla leading 


. the pack. These companies either use 


the bulk in their own finished medicines 


 orsellittootherfinished drug manufac- 


, turers in the US. A larger Chinese pres- 


ence will mean more options for the lat- 


v^; ter. To stay competitive, Indians selling 


bulk might have to negotiate lower 


~ z prices. Indian companies that market 


their own finished medicines might find 
the competition's hand strengthened 





NEERA! TIWARI 





China waves the red 
flag at Indian firms 





with lower cost Chinese raw material. 
"Acceleration in DMF filings by Chi- 
nese companies in coming quarters will 
imply greater price competition in fu- 
ture," says French brokerage CLSA in a 
note. It also points out that China's 
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productivity resembles that 
of Indian companies a cou- 
ple of years ago and that 17 
of the 25 Chinese DMFs 
overlap Indian ones. Of 
course, a DMF is not an ap- 
proval to market. Instead, it 
is used by medicine firms in 
their own marketing appli- 
cations called abbreviated 
new drug applications (AN- 
DAs). Unless a DMF is used 
in an ANDA, it has no 
meaning. Yet, DMFs are 
a barometer of an indus- 
try's intent and of its level 
of activity. 

Back home, many Indian pharma 
firms are already reeling under the rock- 
bottom prices of Chinese penicillin. 
How will the Chinese threat pan out in 
the US?Watch this space. E 
GAURI KAMATH 
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IDEA CELLULAR 


DoT s worry matrix 


HE proposed $390-mil- 
lion investment by Sin- 
gapore Technologies 
Telemedia (STT) and 
Telekom Malaysia for a 47.7 
per cent stake in IDEA Cellu- 
lar seems to have hit a new 
roadblock. It needs to be 
approved by the Depart- 
ment of Telecommuni- 


cations (DoT). The quicker DoT takes a | also holds close to 60 per cent of SingTel, 


decision, the faster will be the invest- 
ment. Considering that communica- 


/ tions minister Dayanidhi Maran is talk- 


ing of having 200 million mobile phones 
by the end of 2007, it is time DoT 
cleaned up its act. 

The problem in this case is that STT 
is 100 per cent owned by Temasek, the 
Singapore-based holding company that 


which currently owns a 26 per cent stake 
in Bharti Tele-Ventures. But according 
to regulations, a single company can't 
hold over 10 per cent stake in more 
than one licensee company in the same 
telecom circle. 

That does not, however, mean that 
Bharti has also been dragged into the is- 
sue. Senior Bharti officials clearly 








f : HE next time your 
uw! neighbour's daugh- 


BP ter lands a job with 
puzz a BPO outfit, you might 
actually be getting a call 
from a detective agency before she 


gets to answer any. That is to check 
out her background — whether she 
has any record of embezzling money 
or suspect activity, or even a drug 
habit. If your answer is yes, her job 
offer could be withdrawn. 

Thanks to the Pune-based BPO 
MsourcE's credit card fraud case, 
where former employees skimmed off 
over $400,000 from accounts of US- 
based Citibank customers, back- 
ground checks might become manda- 
tory for current and future employees. 
Some companies are doing it already. 

Says Nandini Aggarwal, HR head, 
Convergys India: "For agents doing 
sensitive banking, financial services 
and insurance (BFSI) related tasks, 
clients insist on background checks by 
third-party agencies. These are not HR 
firms, but detective agencies." Of the 
10,000 Convergys employees in India, 
2,000 working in the BFSI space have 
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pointed out that they have nothing to do 
with it and have not been approached in 
any way to clear the deal. 

Though IDEA officials are silent on 
the impasse, industry-watchers 
point out that both STT and 
Telekom Malaysia are financial 
investors and not promoters. 
STT officials say that Temasek is 
not involved in the investment, 
business and operational deci- 
sions of STT and SingTel, which 
are run by their own boards and 
management teams. 

Even after the deal is done, 
Indian shareholders will con- 
tinue to collectively own 51 per cent 
stake in IDEA: the Aditya Birla group 
with 26.3 per cent and Tata Industries 
with 24.7 per cent. But for now, the DoT 
has to decide whether it needs foreign 
investment in the sector or not. How- 
ever, it is unlikely that the target of 200 
million mobile subscribers will be 
achieved without foreign investment. Bil 
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Can you be 
trusted? 


been put through criminal and drug 
abuse history checks before being 
hired. For these services Convergys 
works with Hire Right, a US-based 
multinational, and the Indian Globe De- 
tective Agency. And this background 
check could cost as much as 

Rs 7,000 per employee. 

Accenture also claims zero toler- _ 
ance for candidates who do not meet 
their integrity standards. It engages 
Quest Screening Services, Global 
Screening Services (both multina- 
tional) and Vibrant Detective & 
Asset Protection Group to do 
background checks. 

Companies also cross- 
check candidates against des- 
ignated databases. Clients 
could insist vendors to check 
US list of people with a criminal 


record and the World List, a g 
database of terrorists. These 2 
are maintained by US state au- Z 
thorities. = 
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Some companies like Vertex man- 
age with reference checks rather than 
engaging third-party agencies as they 
do not do lot of sensitive banking or 
collections work. MsourcE claims that 
it, too, did do background checks on 
employees involved in the fraud. 

But they had no criminal history and 
this is the first time they have sullied 
their records. 

Background checks would filter 
out persons with a questionable past, 
but they might fall short of identifying 
smart alecks who are tempted to mis- 
use sensitive information for monetary 
benefits, while on the job. Ea 
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Is there really a slowdown? 





INFRASTRUCTURE STATUS REPORT 


- The sound and the fury 


The government is keeping the buzz alive. But is 
enough happening on the ground? 


NFRASTRUCTURE is hot. Pol- 
icy-makers blame it, or its short- 
age, for holding back economic 
development, and industry is 
looking for ways to bust the bot- 
. tlenecks. Meanwhile, sector-specific 
mutual funds are being launched with 
promises of big returns, and banks are 
scrambling to lend to the sector. 

But where does India really stand? 
. Last week, the Ministry of Statistics and 
Programme Implementation published 
its report on the performance ofthe sec- 
tor between April 2004 and February 
2005, almost coinciding with the UPA 
government's tenure. During that time, 
all areas of infrastructure, except new 
wired telephone connections, recorded 


positive growth. Cargo volumes at ma- | 
jor ports shot up by 10.9 per cent over | 


the previous year, the railways earned 
7.6 per cent more from freight, and ex- 
port cargo handled at international air- 
ports increased by 12.6 per cent. 

The report depends mainly on indi- 
rect data and not on figures like the 
number of new projects. So, in some 
cases it may not reflect exactly what is 
happening on the ground. In the road 





sector, for example, construction has 
slowed down as fewer building con- 
tracts have been awarded. The National 
Highway Authority of India has fallen 
4.7 per cent short ofits target of building 
6,152 km of roads. Says a contractor 
waiting for a clearance: "This govern- 
ment has ignored the roads sector as it's 
the [previous] NDA government's ini- 
tiative. They don't want to be associated 
with roads, but want to leave their 
stamp on other infrastructure sectors." 
The remark, while it may not be entirely 
true, is the general perception. 

Says Srei Infrastructure executive di- 
rector Suneet Maheshwari: "The new 
government has made the feel-good in 
the infrastructure sector return. People 
in the market can feel the buzz. But if 
something isn't done on the ground in 
another year, then it will be in trouble." 
Others say that the new government is 
just taking a bit of time to find ways to 
accelerate growth in the sector. Rajiv 
Lall, managing director of Infrastructure 
Development Finance Corporation, 
feels the slowdown is because of the 
government's change of tack. 

In April, the Centre announced it 
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would take up all future road develop- 
ment on a BOT (build-operate-transfer) 
basis. Lall explains: "Because the NDA 
government was under pressure to de- 
liver results, it did what was the easiest - 
-- award contracts to domestic contrac- 
tors. The newidea of building roads only 
on BOT basis is a step forward, and mi- 
grating from EPC (engineering procure- 
ment contract) to BOT takes time." 

There has been some action in civil 
aviation. Greenfield airport projects in 
Bangalore and Hyderabad have been 
cleared and the modernisation project 
contracts for the Mumbai and Delhi air- 
ports are likely to be awarded by August 
2005. The government, however, has 
still not found a way to get private par- 
ticipation to develop secondary air- 
ports. Also missing are concrete policies 
and regulatory measures. The civil avia- 
tion policy, the maritime policy, and the 
special economic zone (SEZ) Bills re- 
main stuck at various levels. 

And no new ways to fund infrastruc- 
ture have been found. In July 2004, fi- 
nance minister P. Chidambaram an- 
nounced a slew of measures to boost 
infrastructure. Among them an inter-in- 
stitutional group (IIG) with a corpus of 
Rs 40,000 crore. But nothing has been 
disbursed. In February 2005, in his sec- 
ond Budget, the minister proposed a 
special purpose vehicles (SPV) to pro- 
vide long-term funds for infrastructure 
and allocated Rs 10,000 crore to it. But 
most ministries still have to come up 
with detailed projects that will tap the 


| SPV, whichis yet to be created and regis- 


tered, for funds. The government is still 
discussing the role and structure of the 
SPV with financial institutions and a 
Cabinet note on it is expected soon. As 
for the novel proposal of the Planning 


| Commission to use India's burgeoning 


forex reserves to fund infrastructure, the 
mechanism for channelling these funds 
is yet to be found. 

Government officials insist that 
more happening on the ground than 
people think, and the results aren't evi- 
dent yet because building physical in- 
frastructure takes a long time. 

Feedback Ventures’s chairman Vina- 
yak Chatterjee sums up the situation: 
"The [UPA] government has definitely 
put infrastructure on centre-stage, but it 
doesnt know what to do with it." in 

SUPRIYA KURANE 
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INTERVIEW/JAMES MURRAY 


Innovations are 
coming from India’ 


VISA International managed $3 trillion 
of transactions last year, 54 per cent of 
those on debit cards. In India in 2004, the 
value of such transactions doubled to 
$15.2 million. James Murray, Visa's exec- 
utive vice-president (South and South- 
east Asia), made 130 trips to the country 
during that time. He tells BW's Rachna 
Monga why India matters. Excerpts: 


m What are the good things happening 

to electronic payments in India? 

The government realises that for India 
to accelerate growth, there has to be 
greater transparency in the way money 
moves, and an electronic payment sys- 
. temis critical. Also, now there is a credit 
bureau. Once that starts functioning, 
risk-based pricing will follow and inter- 
est rates could come down. 


We have seen more innovations in 
India than elsewhere. Domestic card- 
to-card money transfer was first intro- 
' duced in India. India is the only country 
we know producing point-of-sale (POS) 
wireless terminals for less than $200 

















against $350-$500 in other places. Being 
wireless, these can be deployed in rural 
areas at low cost. 

Hopefully, we would be able to work 
with the government to let people to use 
POS terminals to withdraw or deposit 
cash. Then the merchant establishment 
can become a virtual ATM. 


8E What are the new payment systems 
you plan to introduce in India? 

I would like to see government agencies 
using purchasing cards as in the UK, 
Australia and the US. It controls the in- 
formation flow. Studies show that the 
cost can come down by almost 60-70 
per cent. We also plan to launch a pay- 
roll cards where in the salaries of em- 
ployees can go on to the card directly. 


| E Debit cards have outpaced credit 


cards. What does that say? 

Four years ago, there was hardly any 
transaction through debit cards, but to- 
day one in every five POS Visa transac- 
tions in India is done through debit 
cards. Indian people are smart. If they 
see value, they will use debit cards. 


Bi What has been the response of Indian 

banks to smart card technology? 

The response has been slow as there is- 
nt a big need for it in India (fraud levels 
are 0.6-0.7 per cent) and a smart card is 
costly. You can't spend 15 cents to get rid 
ofa problem worth 6 cents. 


m Banks get more from credit cards than 
debit cards. So why promote the latter? 

From servicing point of view, banks can- 
not afford not to issue debit cards, given 
the competition. From the cost stand- 
point, ifyou walk into a [bank] branch, it 
costs nearly Rs 10to take care of you and 
and Rs 4 at an ATM. If you directly trans- 
act through a merchant, it will cost the 
bank just Re 1. 3 


For the full text of the interview 
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B-SCHOOLS 
An officer 
and a manager 





Management, Lucknow (IIM-L) 

and Management Development 
Institute, Gurgaon (MDI), which 
started offering management dip- 
loma courses to defence person- 
nel. Now, Narsee Monjee Institute 
of Management Studies and the 
SIES College of Management Stud- 
ies would also offer such courses. 

That is because the experiment 
started by the Directorate General 
of Resettlement (DGR), an inter- 
service organisation under the Min- 
istry of Defence, seems to be work- 
ing. In April 2004, for the first time, 
the DGR got the government to al- 
low defence officers to go on six- 
month breaks, compared to three 
months earlier, to take manage- 
ment courses that would equip 
them to build a second career after 
they leave the services. Often, offi- 
cers who feel they are unlikely to 
be promoted to higher positions re- 
tire at relatively early ages — be- 
tween 30 and 55 years. 

So far 30 officers have gone 
through the course at MDI and it 
appears that the DGR has asked 
the institute to organise another 
six-month course. At IIM-L, 47 offi- 
cers are enrolled in such a course. 

The number of officers applying 
to the DGR to take these courses 


T was the Indian Institute of 


has been within the limit prescribed 


by the institutes and, therefore, no 
shortlisting has been required. 
Officials said that if the feed- 
back is constructive for the two- 
years for which the DGR has been 
allowed to conduct its experiment, 
such courses could be made a 
regular option. Ki 
AARTI KOTHARI 
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/ Space, but it could be a rival in 
' terms of business viability. Or 


^ largest aircraft flying in those 


T is probably ironic that 
the world's largest aircraft 
flew a day after Air-India 
if announced that it was go- 

ing to buy Boeing’s Dreamliner 
B787. The 787 is not a rival of 
the Airbus A380 in terms of 


so Boeing thinks. 
When it flew for the first 
/ time on Wednesday, 27 April 
' 2005 — a ‘near-perfect flight’ 
lasting over four hours — the 
A380 grabbed the entire world's 
attention. Yet it was not quite 
/ likethe first flight of the Boeing 
—.. 747 back in the late 1960s. The 


days had a seating capacity of 
180. The B747 had over 400. 
« Going from 400 to 800 is not as techno- 

' logically challenging as going from 180 
to 400, say aerospace experts. It is just a 
. matter of scaling up. 

The first version of A380 (to carry 550 
passengers) beats the 747 on all counts, 
' as an aircraft several generations later is 
expected to. It has a height of 24 metres, 


_/ awingspan of 78 metres, and a cabin 
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AIRBUS A380 


The super 
jumbo 
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| width ofseven metres on the main deck. 


The Boeing 747-400 has a height of 20 
meters, a wingspan of 64 meters and a 
cabin width of six meters. A380 is con- 
sidered to be more fuel-efficient, less 
noisy and more environment-friendly 
than any other large aircraft. Airbus says 
it consumes only three litres of fuel per 
passenger per 100 km, an economy that 
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compares to a family car. 

The Airbus A380 is also high 
on technology. It uses compos- 
ite materials extensively, lead- 
ing to considerable weight sav- 
ing and fuel economy A 
high-pressure hydraulic sys- 
tem too helps save weight. A 
dual method of power for flight 
controls and landing is sup- 
posed to increase efficiency 
and safety. The cockpit uses the 
latest interactive displays. The 
passengers can also enjoy the 
latest entertainment systems 
which will utilise the A380's fi- 
bre-optic network. 

According to Airbus, more 
than 60 airports in the world 
are preparing for the arrival of 
A380. Airbus is targeting large 
cities which are supposedly getting 
more traffic. However, Boeing thinks 
that this strategy is flawed, as it feels that 
more and more passengers will fly to 
smaller airports. Only time will tell who 
is right. But Airbus has already got or- 
ders for 157 of these super jumbos. It 
needs 250 to break even. x 
P. HARI 
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TELEVISION 


The deluge 


T is raining TV channels. Why? 
Because transponder costs are 
falling. Leasing charges are 
down to Rs 7 lakh per channel per 
month now from Rs 85 lakh in 
1999. So, launching a channel is 
as cheap as launching a soap, if 
one doesn't take the marketing 
expenses. That explains why most 
new channels are religious, health 
or in regional languages. Then 
comes news, usually a Rs 150 
crore-250 crore bet for one chan- 
nel with every additional one cost- 
ing very little. General entertain- 
ment in Hindi remains, by far, the 
most expensive genre at over Rs 
200 crore and more, largely ac- 
counted for by programming, dis- 
tribution and marketing. There are 
none on this list. nal 
VANITA KOHLI-KHANDEKAR 
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The real issues behind the fight between 


Verghese Kurien and K. Prathap Reddy 


NEELIMA MAHAJAN & 
SUPRIYA KURANE 


HE usually me- 
dia-savvy Vergh- ^ 
ese Kurien is in a A 
different mood 
these days. The 
founder-chairman of 
the Institute of Rural 
Management Anand 
(IRMA) greeted the 
questions on why he 
sacked the institute's 
director K. Prathap 
Reddy with: "Why don't 
you pose all these ques- 
tions to the new direc- 
tor of IRMA? I don't 
remember every 
detail. I am 83 
years old and my 
brain is giving out." 

Kurien dismis- 
sed Reddy on 7 April, 
had his office sealed 
and had a guard posted outside. This 
flummoxed everyone, more so because 
he had handpicked Reddy for the post 
two years ago. According to some board 
members, the decision to sack Reddy 
was taken arbitrarily, without consult- 
ing the board. "We are not against sack- 
ing Reddy, but we are against the way in 
which it was done,” says one member. 
L.K. Vaswani, a senior faculty member at 
IRMA, is now the acting director. 

In reply, Reddy filed a petition in the 
Gujarat High Court on 8 April and also 
raised the contentious issue of Kurien's 
lifetime chairmanship (See ‘The Closing 
Stages?’, BW, 18 April). Reddy has won 
Round One with the court passing an 


interim order nullifying his dismissal. 


But Kurien has appealed against the 


K. PRATHAP REDDY 
Director, JRMA 

“The director's office 
has been system- 
atically undermined by 
the chairman's joffice” 








court's order to reinstate Reddy. 

The tussle between the two had 
started as early as mid-2002 — shortly 
after Reddy took over as director. The is- 
sues between them ranged from per- 
sonality conflicts to battles for authority 
to differences over the philosophy of the 


| functioning of IRMA. 


Interestingly, one cause of friction 
was PA. Joseph, Kurien’s executive assis- 
tant (EA). "My problems started when I 
refused to accept Kurien’s EA as my 
boss," says Reddy. In the past, according 
to Reddy, the heads of National Co-op- 
erative Dairy Foundation of India, Trib- 
hovandas Foundation and Anandalaya 
had quit due to differences with Joseph. 
However, Kurien dismisses the charges: 
"An EA executes orders on the behalf of 


the chairman. That is what Joseph has ~- 
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VERGHESE KURIEN 
Chairman, {RMAN 

"Reddy cannot evolve 
new methodologies of 
functioning without 
involving the chairman” 














been doing. But he doesn't usurp any of 
my rights or functions. ” 

Things reached a flashpoint when 
independent consultant Rajnish Karki 
was appointed to review IRMAS func- 
tioning over the last 25 years. The terms 
of reference included its future configu- 
ration' — suggestions on the institute's 
course of action. Karki's recommenda- 
tions included a fee hike, allowing fac- 
ulty to do unlimited consultancy (cur- 
rently, consultancy income is capped at 
Rs 1 lakh a year per person) and allowing 
campus placements of 
graduates in the private 
sector (as of now, only co- 
operatives and NGOs are 
allowed in for campus re- 
cruitment). "These rec- 
ommendations, if imple- 
mented, will change the 
character of IRMA,” says a 
senior faculty member. 

This, however, irked 
Kurien. "What was con- 
tentious was the inclusion 
of terms of reference 
which had 'future config- 
uration. Reddy didn't take 
me into confidence be- 

fore including this," he 
says. He claims that 
this was just one in- 
stance of Reddy 
sidestepping the 
chairmans office on 
crucial issues. How- 
ever, Reddy insisted 
that future configura- 
tion was part of the 
proposal cleared by Kurien. 

But the larger issue, according to 
some, is that Kurien has been 'micro- 
managing’ issues at IRMA ever since he 
stepped down as the chairman of Na- 
tional Dairy Development Board. 
"Kurien would trespass on the director's 
space and over time this got established 
as Kuriens territory because no previ- 
ous director had questioned his author- 
ity,” says a board member. Things came 
to a head when Reddy started question- 
ing and opposing Kuriens point of view. 

“I have gone in appeal and have full 
faith that I will get justice and my posi- 
tion will be upheld," says Kurien. Reddy, 
on his part, is sure the courts will sup- 
port him, but doesn't intend to continue 
as director after the case is cleared. Ni 
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HERE is an anonymous, 
three-page note doing the 
rounds these days that 
sharply criticises the Posco 
deal. It is meant mainly for 
senior bureaucrats and min- 
isters. It argues why the $12- 
billion Korean steel major shouldn't be 
allowed to enter India. In some ways, 
the note is a bare-knuckled attack on 
Posco and those who support its entry. 
Among other things, the note claims 
that "it (Posco) is being given a special 
treatment both at Central and state gov- 
ernment levels. Whereas no similar 
treatment has been given to the domes- 
ticinvestors who havelined up new pro- 
jects in Orissa and other eastern states". 
Though a private Indian steel company 
prepared this note, some sections of the 
steel industry agree with its contents. 

This note is the most recent instance 
ofthe resistance being mounted against 
Poscos entry here. Farlier, on 18 Febru- 
ary, a group of executives from four of 
India’s largest private steel companies 
met Planning Commission deputy 
chairman Montek Singh Ahluwalia. The 
ostensible reason for meeting him was 
to discuss the issue of iron ore exports at 
a time when Indian companies are 
ramping up steel capacity. With ore 
prices ruling at record highs, it appears 
that many companies have been ex- 
porting ore, something that the steel 
makers aren't comfortable with. Though 
Posco wasn't mentioned, the subtext of 
the meeting was clear: Poscos demands 
of shipping ore to Korea shouldn't be 
met. It was important to engage 
Ahluwalia. Along with Prime Minister 
Manmohan Singh, he is seen to be an 
advocate of Posco. 

Domestic steel majors aren't the 
only ones opposing Posco. Adding their 
voices to the anti-Posco tirade are some 
of the country's politicians. Nilotpal 
Basu, a CPI(M) MP has written to Man- 
mohan Singh to rethink the conditions 
of Poscos entry. "Investments in steel 
should be directly linked to converting 
the ore into steel. Mining should not be 
allowed for taking out the mineral and 
exporting it," he says. Then there are the 
local politicians in Orissa where the 
Posco plant is supposed to come up. 
Most of them are keen to see Orissa chief 
minister Naveen Patnaik disgraced. 

Ironically, supporting Patnaik's ef- 
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Poscó's India 
plan translates 
into the lárgest 
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forts to get Posco, the world’s fourth 
largest steel company, to invest here is 
the UPA government at the Centre. Pat- 
naik heads the Biju Janata Dal (BJD), 
which is part of the NDA. Nevertheless 
both the Prime Minister’s Office and the 
Planning Commission have marked the 
Posco deal as one that must happen. 


HERE is something about truly big- 

ticket FDI projects in India; they 
have an unerring knack of stirring up 
mega controversies. In the 1990s, Enron 
made news not only for the amount of 
money it invested in the Dabhol power 
project — at $3 billion, it was the biggest 
FDI yet — but also for the controversy it 
generated. A decade later, Posco's pro- 
posal of setting up a 12 million tonnes 
per annum (mtpa) integrated steel 
plant in Orissa, its first outside Korea, is 
creating a similar hullabaloo. Uncan- 
nily, the proposed Posco investment of 
$12 billion is the biggest one-time FDI 
proposal since Enron. 

It all began on 17 August 2004. On 
that day, a Posco delegation led by vice- 
president C.H. Chu made its first pre- 
sentation to Patnaik at Bhubaneswar. 
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TROUBLE 


His principal secretary Bijoy Patnaik, | 
R.N. Bohedar, the then steel and mines | 
secretary, and Priyobroto Patnaik, man- 
aging director of IPICOL, Orissa's indus- 
try promotion arm, were present. Also 
in attendance were representatives 
from BHP Billiton, the Australian min- 
ing giant and Posco's mining partner. 
Chu took the Orissa officials through the | 
basics — a 12-mtpa plant, sharing the 
cost of infrastructure that needs to be | 
developed, and assurance of regular | 
supplies of raw materials, including a | 
billion tonnes of iron ore over 30 years, 
the life of a mining lease in India. Posco | 
officials also indicated that some of the 
ore would be used in Orissa while the 
rest would be exported to Korea, though 
they did not clarify how it would be split. 

The mood in the CM's conference 
room on that day was guarded but up- 
beat. Posco was thinking big. For Orissa 
and India, the stakes were even bigger. 
After all, the money that Posco was 
talking about was higher than all the 
FDI India attracts in a year. 

A few days later, on 19 August, 
Posco made a presentation to the 
Planning Commission. Then, in Sep- 


tember, along with BHP Billiton, it made 
yet another presentation — this time to 
C.D. Arha, the then principal secretary, 
mines. Posco reiterated that it would be 


expecting a billion tonnes of ore. And all | 


ofitatcaptive prices. By then, Posco had 
also ensconced two of its executives 
firmly in India — S.M. Doh in Delhi and 
Ryu Ho Chang in Bhubaneswar. 
Incidentally, Patnaik, either a smart 
politician or a clairvoyant, had antici- 
pated where the opposition to the deal 
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ment and Posco still haven't been able to 
resolve the issue of the ore, and some- 
where along the way, even other con- 
tentious issues have arisen. 


RISSA officials say that they nixed 
the idea of a billion tonnes of ore 
early on. Though Posco hadnt indicated 


| specifically the ore break-up between 


would come from. Officials say that after | 


the meeting on 17 August, all that Pat- 
naik told his colleagues was to stay “with 
the principles" and give only “as much 
as the presenting parties needed". He 
was obviously referring to Posco' ore 
demands. But subsequent rounds of ne- 
gotiations between the Orissa govern- 
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India and Korea, given that you need 
roughly 1.6 tonnes of ore to make a 
tonne of steel, it was easy for Orissa offi- 
cials to estimate that Posco was looking 
at exporting roughly 400 million tonnes. 
(To make 12 mtpa steel, you need 20 
million tonnes of ore. So over 30 years, 
that's 600 million tonnes; the rest is obvi- 
ously for exports.) Posco officials would 
have therefore estimated that the gov- 
ernment would be comfortable with a 
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a figure close to 600 million tonnes. But 

q whatever either side was thinking, noth- 
_ ing had been formally agreed upon. 

: It would also not be entirely inaccu- 

j Tate to assume that Posco was hoping to 


; get a deal that would allow it to export. 


| Ore at captive prices to Korea. As the 
| next article (‘The India Advantage’, page 
| 32) argues, access to raw materials is 
| one of the biggest worries for global 
! steel giants and Posco has been vocal 
| about its need for Indian ore. 

Nothing of significance happened 
| for the next few months. Then, in early 
| December, a delegation comprising 
| Orissa state chief secretary Subhash 
| Pani, steel and mines secretary Bhaskar 
| Chatterjee and energy secretary R.N. 
Bohedar (formerly, the mines secretary) 
travelled to Pohang Steel Works at 
Poscos invitation to see what the Ko- 
rean company was all about. They came 


away impressed and took upon them- | 


selves to quickly push the deal through. 
Hectic negotiations followed, mainly 


| over the issue of ore exports and ore al- 

P lotment to Posco. The government dug 
| inits heels, and said it couldn't allow ore 

— exports at captive prices because it was- 


n't a good deal for the country. So where 


was the question of giving them a billion . 


tonnes? Talks remained inconclusive. 
There was a possibility ofthe MoU being 


E signed in the second week of February 


D 2005, but that never happened. 
Negotiations continued. Soon, the | 


B Orissa team had a new deal for Posco, 


one they were reasonably sure the Kore- 


c : | | ans would buy. While there was no ques- 
| tion of giving Posco a billion tonnes, 
E Orissa would ensure supply of 600 mil- | 


lion tonnes, the amount needed by 


S. ; | Posco to make steel here. Moreover, the 
E government would also allow Posco to 
| export any ore unused. This would, of 
S course, be as per the rules set down in 
E thelron&Steel Control Order, 1956. The 
| state government was perhaps banking 
S onPosco’ reputation of being one of the 
| most efficient producers of the metal 
| and figured that it wouldn't need all the 
| 600 million tonnes in India. 


Posco bought this offer. (Sometime 


E in March, Posco officials had even indi- 
| cated to Businessworld that they were 
E happy with the 600-million-tonne pro- 
| posal.) It was then mutually decided 

| that the MoU would be signed in 


| - : : Bhubaneswar on 14 April. 


| 


All this was being closely watched by 
the PMO and the Planning Commis- 
sion. When Korean President Roh Moo- 


Hyun visited Delhi in October last year, 
the Posco deal was discussed. The two 


- countries also agreed for closer trade 


| 
| 
| 
| 
| 
| 
| 
| 
| 


tries and set a target of $10 billion of bi- 


lateral trade by 2008. It's $4. 1billion cur- 


rently. The possibility of a Free Trade 
Agreement between the two countries 
from 2007 was also discussed. In other 
words, the speedy completion of the 
Posco project was an important step to- 
wards further strengthening of ties. Says 
Union ministry source: “Posco seems to 
have backing from really high quarters. 
The PMO and the Planning Commis- 
sion don't normally take up meetings. 
On the Korean side, too, high offices 
seem to be at work.” | 
Sources in Orissa, however, play 
down the role ofthe PMO and the Plan- 


ning Commission, though they admit 


that this March, the PMO had asked the 
Orissa government to make a presenta- 
tion on the status of the Posco project. 
By now, the deal was almost sewn 
up. The Orissa government drew up a 
| list of invitees for the MoU ceremony, 
while Posco had booked tickets for its 
important executives to fly down, 
when, on 11 April, just three days before 
the important day, Posco came up with 
what seemed an innocuous request. 
Could the Orissa government 
please include in the MoU that Posco 


would be allowed to export whatever 


was left over from the 600 mtpa? 
The Orissa team led by mines secretary 
Chatterjee, which had met the Korean 
delegation headed by Posco's desig- 
nated head of the India project, 
Tae-Hyun Jeong, was flummoxed. This 
requirement had never been brought 
up earlier! 

Poscos contention was that it would 
use only the ‘fines’ grade of iron ore, and 
find no use for the ‘lumps’ at the mines. 


A. mine usually produces lumps and 


fines which, in Orissa, are mined in a ra- 
tio of 3:2. Posco was seeking permission 
to export the lumps. As per procedure 
(Indian Iron & Steel Control Order), steel 
companies with captive mines need to 
take specific permission to sell the ore 
not used. Posco was seeking a blanket 
permission in the MoU. 

This was not acceptable to the 
Orissa government. It had never been in 


BUSINESSWORLD 3 0 9 MAY 2005 


| 
| 
| 
| 
| 
: 
| 


NO A TEER THER tatit rri mni Bet rth rela mt ata ee RA a apre a a a A A T eT ty e d a e Ar m psy a Y 





arme sd nest enapet Sine nm a tn MAERUA aite menie intitle Mi RAHA? d eodeni ttti sth tait ener 


any MoU that had been signed with oth- 
ers. However large the Posco invest- 
ment was, the government could not 
frame separate rules for it, it argued. 

Negotiations went late into the April 
night. Close to midnight, when Posco re- 
alised it wasn't making any headway in 
on the MoU, it revived the issue of 400 
million tonnes of extra ore. If the Orissa 
government couldnt provide that, could 
the Central government, perhaps thro- 
ugh MMTC, do something about it? The 
Orissa team replied that it was up to the 
ministry of commerce to it figure out. 

Both sides were clearly bargaining 
hard. Fourteenth April came and went. 
The MoU was nowhere in sight. 

And the high-jinx drama continues. 


ATELY, two other issues have 
cropped up: Posco says that the ore 






THE S12-BILLION Th IMPAS 


17 AUGUST 2004: Posco and BHP Billiton 
make a presentation t to Orissa chief min- 
ister Naveen Patnaik and his senior team 
of bureaucrats. The pitch for procuring 1 
: billion tonnes of ore is presented 
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| 19 AUGUST. Same presentation is made 
to Planning Commission in ! Delhi 


| EARLY DECEMBER: Orissa chief Perm 

_ Subhash Pani, steel & mines secretary 

& Bhaskar Chatterjee and energy secretary 

! R.N. Bohedar travel to Posco's Pohang 

plant in Korea to see the 
e os maker’ S aded 











has high alumina content which makes 
its manufacturing process expensive. So 

it wants to export the high alumina ore 
(in lumps or fines) and import equiva- 
lent amount of low alumina ore from 
Australia. Orissa says it can import only a 
15 per cent of what it exports since all - 
the mines don't have ae high 
alumina content. 

Also, the Orissa government is now 
insisting that Posco use technology that 
uses both lumps and fines. Posco had 
originally suggested that it will make 
3 mtpa through the blast furnace 
process, and 9 mtpa using Finex. These 
routes use fines as raw material. 

So where does this leave the $12-bil- 
lion investment? _ 

Orissa officials feel that theMoU will 
besigned. "These things happen. Such a 


huge deal is notinked ina day,” says one. 


ministerial Group on Infrastructure in 


Delhi on 27 April, chief secretary Pani | 


appeared positive about the project. 
As things stand, the MoU is with 
Posco. It doesn't contain any export 


guarantees, though it does mention that — 
Posco will be assured 600 million tonnes | 


of iron ore. (After the April talks re- 
mained inconclusive, the Orissa gov- 
ernment suggested a ‘goodwill period’, 


essentially a cooling off period. Talks are | 


expected to resume soon.) Now, by all 
accounts, the Orissa government is will- 


ing to sign the MoU when Posco is | 
|! untenable conspiracy theories. "Who is 


ready. 

For its part, Posco has come out with 
a ‘position paper’, essentially its re- 
sponse to the MoU. Posco, it seems, is 
ready to accept the 600 million tonnes 
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‘STEP BY STEP _ 


EARLY FEBRUARY 2005: The deal 

between Orissa and Posco comes close 
to signing, but then falls due to issues. 
regarding iron ore- 


MIDDLE MARCH: The Prime Minister S 

Office asks Orissa for a presentation on - 
the Posco negotiations to keep itself in — 
the loop 


ll APRIL: The two A set to sign the 

deal on 14 April. Posco brings up the 
point of an export guarantee. The Orissa. 
government disagrees. Negotiators get 
off the table 























on offer and the ‘no export’ clause. 
Posco' position on the export and im- 
port of alumina is yet undecided. Ditto 
on the steel technology to be used. So all 
this could still delay an agreement. 

"It's a mega project and there are so 
many terms and conditions. But we ex- 
pect the MoU to be signed in the near 
future,” says a Posco official. — 

Meanwhile, the Union ministry of 
commerce has agreed that it could pro- 
vide Posco with 400 million tonnes of 
ore through MMTC, though at market 
rates. Posco is likely to consider buying 
the ore at long-term market rates. (If 
thereisan agreement between the com- 
merce ministry and Posco, it has to be 
outside the purview of the MoU.) 

Another significant development is 
that BHP Billiton, which till now was 


| 
| 
| 
i 
| 
| 
| 
| 
| 
| 
| 
| 
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| 
| 
| 
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| pretty much in the forefront of things, 
In fact, at meeting called by the Inter- | will take a backseat till the MoU is 


| signed. BHP’s role came in for a lot of 


criticism.Observers have hinted that 
Posco was insisting on the 400 million 
tonnes of ore at BHP5 insistence. 

But all this doesn't mean that the op- 
position to the deal has abated. If any- 
thing, it has become worse. 

On 6 April, the Opposition created a 
major ruckus over the Posco deal in the 
state assembly. Some members de- 
manded an adjournment of proceed- 
ings and an open discussion on the is- 


| sue. Others like Arun De, an MLA from 


the Oriya Gana Parisad, even threw up 


Posco that we have to give in to their 


| considerations? We are for investments 


but not for dubious ones. Posco has 
taken over large chunks of the Orissa 
government and the PMO,” he told BW. 
There are also members in Patnaiks 
party who oppose the deal. The most 
prominent of them is Brojo Kishore Tri- 
pathi, an ex-steel minister and currently 
a BJD MP He too has raised the bogey of 


resources, Some say he is simply grind- 
ing his political axe. Once an aide of Pat- 
naik’s, he has now fallen out with him. 

Whatever be the motives, such a po- 
litical furore in Orissa can spook Posco. 
It could fear the consequences of a gov- 
ernment change. It also will make Pat- 
naik’s government more cagey about 
whatever it does to avoid political reper- 
cussions. This could slow things down. 

Meanwhile, bulletin boards have 
sprung up on the Internet about Posco. 
Shankarshan Acharya, a former adviser 
to the board of directors ofthe US-based 
Federal Deposit Insurance Corporation 
who has also worked with the US 
Federal Reserve, heads one such called 
the Citizen's Forum for Development. 
He believes that instead of a wholly- 
owned subsidiary, which has few bene- 
fits for the nation, Posco should form 
a JV with the Orissa government and 
list its shares on, say the BSE and the 
New York Stock Exchange. 

In the coming months, the voices 
will get even shriller. Start with the most 
common contention about export of 
the ore. The Orissa government has, and | 
rightly, made its position very clear: 
there can be no export of the ore at cap- 
tive prices. Given that iron ore is a non- 
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renewable resource and bestows a 
strategic advantage —- some have it, 
some don't — it should be given at cap- 
tive prices only when the conversion 
happens within the borders. It's also a 
good way to attract investment into a 
core sector. But equally, like there is an 
international market for crude (another 
non-renewable resource), there is one 
for ore. And if a country has a surplus of 
ore, beyond what it needs, what's the 
harm in selling it at market rates. (The 
Indian governments attempts at open- 
ing up the overall mining sector and at- 
tracting foreign investment in itis based 
onasimilar logic — that the country has 
abundance of some minerals, beyond 
what can be utilised domestically.) 

The other argument doing the rou- 
nds is that India's ore should be reserved 
for Indian companies. This is an anac- 
hronistic notion. While Andrew Carn- 
egie and Jamshetji Tata were seen as 
patriots for putting up mammoth steel 
companies, that idea of a ‘national’ steel 
company is fast receding — the world's 
largest steel company is owned by an 
Indian, based out of London and com- 
prises a patchwork of steel companies 
from countries as diverse as the United 
States, Poland, the Czech Republic, Alge- 


ria, and Trinidad and Tobago. The 


world’s second largest steel maker, 


Arcelor, has been created by merging _ P 


companies from Luxembourg (Arbed), 
Spain (Arcelor) and France (Usinor). 

A mining ministry official makes a 
separate, though related point: "We 
have Indian Bureau of Mines certified 
figures that our iron reserves run into 18. 
billion tonnes and most of it is of a high ~ 
grade. So I don't see the problem in part- 


ing with 600 million tonnes when in- 


vestments are going to be made here." 
“Posco, if it invests, is happening at 
the right time for Orissa. Its presence, : 
along with others, will give the states in- . 
dustrialisation a critical mass," says an | 
Orissa government official. Other mega 
projects in Orissa include Tata Steel's 
6-mtpa integrated steel plant at Duburi. — 
This doesn't mean the government 
|! should be coerced on any issue unfairly 
by Posco. There are many takers for 
Orissa’s fields of iron. But it's equally true 
that Posco is the only global steel major 
that is talking investments yet. So it's in 
India's interests to resolve the debate 
| and land the deal. | 

















HAT'S with Posco’s fasci- 
nation for India? The $12- 
billion Posco, as the Po- 
hang Steel Works is 
popularly known, is the 
fourth largest producer of 
steel in the world. It is one of the most 
efficient, with operating margins of 18 
percent. Most importantly, according to 
World Steel Dynamics (WSD), a leading 
steel information service, Posco is the 
No. 1 steel company in the world, based 
on a ranking WSD does annually using 
all kinds of data — from profitability and 
expansion plans to pricing power with 
large buyers and threat from nearby 
competitors (See ‘How Posco Stacks 
Up). A company like this could invest 
anywhere in the world. So what's with 
Poscos fascination for India, particu- 
larly Orissa? 

"Its simple really. This is all about 
being in a fast-growing market with 
ready access to raw materials," says 
Duncan Pell, director (commercial co- 
ordination) at Corus, a British steel 
maker that is the world's eighth largest. 

Pell isn't alone in recognising the In- 
dia opportunity in steel. As the next arti- 
cle argues, India is all set to become one 
of the next big steel hubs globally. But 
Posco is so far the only top 10 global 
steel company that has seen this trend 





REUTERS 


and done something about it. (There 
are reports that Arcelor, the world's sec- 
ond largest steel outfit, is also sniffing 
around for opportunities here, as is 
China's Baosteel, Posco's closest com- 
petitor and the seventh largest steel 
maker in the world.) In fact, Posco chair- 
man Ku-Taek Lee has even recently 
gone on record, saying that if India be- 
comes their low-cost hub and has more 
capacity than Korea in the future, he 
sees no reason why the company's 
global headquarters cannot move here. 

While the potential of the Indian 
market is tantalising many, Posco's main 
attraction seems to be India's ability to 
be a low-cost producer of steel. Un- 
known to many who have been oppos- 
ing Posco's India investment on the 
grounds that it could create a supply 
overhang here, what with Indian com- 
panies also ramping up capacities, the 
Korean company will most probably 
use India as a manufacturing base to 
service its international markets. Orissa 
is not only a low-cost production centre, 
but through a sea route, also close to 
Posco's main markets: Korea, China and 
South-east Asia. 

Today, one of the biggest concerns 
for steel mills across the world is the 
soaring cost of inputs. Raw material 
costs have been at historical highs and 
most analysts expect them to climb 
down only around 2007. Securing a 
long-term contract for iron ore at lower 
prices will give Posco an edge over com- 
petition. This strategy is already evident. 
In October 2003, Posco set up Posmac, a 
joint venture with Japan's Mitsui, Aus- 
tralias BHP Billiton and CI Minerals. 
Posmac secures Posco's supply of raw 
materials — some 3 million tonnes of 
iron ore annually for the next quarter- 





century at costs 10 per cent cheaper 
than market prices. Orissa is a step fur- 
ther towards raw material security. 

Hear Samuel Rhee, a senior equity 
analyst with Morgan Stanley in Hong 
Kong, who has followed Posco closely: 
" The idea is to increase global capacity 
to create further economies of scale and 
continue a structural shift to lower costs 
of production. This is where the local 
sourcing of iron ore is important." Iron 
ore in Orissa will be more than 30 per 
cent cheaper than those sourced else- 
where. "With Poscos efficient produc- 
tion techniques, manufacturing 
process and plant engineering technol- 
ogy, the steel facility at Orissa is likely to 
be the most price-competitive steel 
plant in the world,” adds Rhee. 

This is one of the reasons why Orissa 
has an advantage over China and Brazil, 
India's competitors for Posco's invest- 
ment. Individually, India scores over 
China because the Orissa ore is of com- 
paratively superior quality. Even though 
Posco is developing a proprietary tech- 
nology called Finex that can make use of 
inferior quality iron ore, a large chunk of 
the ore found in China will still remain 
unused. As far as Brazil is concerned, re- 
ports indicate that the price suggested 
by part state-owned mining giant CVRD 
is not acceptable to Posco. Of course, it's 
this publicly reaffirmed fascination for 
OrissaS ores that has provided most am- 
munition to Posco' opponents. 

So, how is Posco expected to lever- 
age its India presence? Posco watchers 
say that it is likely to manufacture slabs 
in Orissa and, perhaps, put up a finish- 
ing facility in one of its key markets, like 
China. Posco has recently set up a Chi- 
nese subsidiary — Posco-China Hold- 
ing Corp. This is a holding company to 





BUSINESSWORLD 32 9 MAY 2005 


^ Why India fits snugly into Posco’s global vision 
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make Poscos investments in China and 
started operations in January 2004. 

This ties in with a recent theory - 
among some steel. majors that crude 
steel is best made where raw materials 
are available and finished steel near in 
major markets.. ee 

Posco's proposed india investment | 


will also add an edge toits strategy of 


making value-added steels. Posco is 
likely to produce slabs (which are in 
short supply in Korea) in India and ship. 
them to Korea for rolling into down- 
stream products. This would release 


valuable capacity at its Korean steel fa- 


cilities, which could then concentrate 
onone of Poscosstrategic growth objec- 
tives: value-added steels like automo- 
tive steel, linepipe steel, ferritic stainless 
steel, high-grade electrical steel, and 
high-strength structural steel. Posco 
. currently has six steel mills at its Pohang 
and Gwangyang works in Korea, which 
makes most of its steel. Besides this, it 
has a few stainless steel JVs in China. 
There are also talks of Posco putting up a 
hot rolled steel plant there. 

High levels of efficiency havent 
diminished Posco's dreams of getting 
bigger and bigger. It intends to produce 
close to 50 million tonnes of steel annu- 
ally in the next 10 years, up from 30 mil- 
lion currently. These days, L. N. Mittal's 
hunger to add more and more capacity 
has redefined the existing notions of 
size in the global steel industry. Once the 
production at the Orissa plant goes flat 
out and reaches the target capacity of 12 

million tonnes by 2012, Posco will most 
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probably become the third largest steel - 


producer in the world. This will put it 


behind only Mittal Steel and Arcelor, 


going by their current capacity. Today, 
Japan's Nippon Steel occupies the third 
spot at over 30 mtpa. 

. Theone major competitor breath- 
ing down Posco5 neck is China's Bao- 
steel (capacity just over 20 mtpa), an up- 
start in the world steel order. Baosteel's 
phenomenal rise has been on the back 


| of an almost unreal growth in China's 
economy, especially in. construction 
and automobiles. With Coruss Pell ex- 


pecting Chinese demand to settle at a 
more sustainable growth rate of 10 per 


- cent, chances are Baosteel will also be 


able to maintain its own double-digit 
growth rates. Along with Mittal and 
Posco, Baosteel has also been one of the 


top 7 that have aggressively scouted for 


investments overseas. It has already 
announced plans for a $15-billion steel 
plant with an initial capacity of 4 mtpa 
in Brazil along with CVRD. Also, the Chi- 
nese thrust towards self-sufficiency in 
steel — the country still imports huge 
quantities — is sure to boost Baosteel's 
topline further. Posco' closest competi- 
tion to being in the top 3 by size could, 
therefore, come from Baosteel. 
However, Posco’s Orissa investment, 
provided it works out, will put it way 
ahead, making it difficult for the Chi- 
nese company to catch up. (Of course, 
even ifthe deal falls through, it's unlikely 
that Posco will abandon its quest for 
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size. Chances are it will put up capacity | 
either in China or Brazil, but it's notclear | 
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sence of cheap, high-quality ore.) 
Some sceptics wonder what could 
happen to the Orissa investment — will 


Posco put up 12 mtpa, or cap itat lower à P 


levels — if the steel cycle dips. After all, 
the steel industry has been enjoying 
avery long 'up' in the cycle. While differ- 
ent industry watchers have different 
points of view, the majority opinion is 
that though prices could dip slightly in 
the near term, they will definitely not 
bottom out. 

MEPS (International), a global steel 
consultancy, provides some clues as to 
what the steel outlook is like. The aver- 
age flat product price this year could be 
anywhere between $680 and $690. Last 
year, the average price was $540. MEPS 


believes that there is also aholdoverof 


stocks in Europe and North America. 


However, it believes strong Asian de- - D — 
mand will continue to hold pricesup— == 


at least in the near term. The consul- 
tancy further projects that average steel 
prices will end the year at levels lower 
than that at the beginning, but will be - 
nowhere close to bottoming out. : 

Coruss Pellis even more positive. He — 
believes that thanks to demand from . 
Brazil, Russia, India and China (BRIG 
countries), the good times should hold — 
out another 10 years. Small wonderthen | 
that most analysts feel Posco is timing _ 
the India investment right. 

Now, allit needs is for the memoran- _ 
dum of understanding tobesigned. @ 
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story 


Will abundant ore 
and a fast-growing 
domestic market be 
enough to make 


India a steel hub? 
By Radhika Dhawan & 
Ranju Sarkar 


HE Kolkata-based Rs 1,000- 
croreVISA group was primarily 
into trading of industrial raw 
materials like ferro alloys. Over 
a decade, it had built linkages 
with the steel industry by sup- 
plying them raw materials and buying 
finished steel from them. In 1999, the 
company set up its first manufacturing 
unit for extracting chrome from low- 
grade ore. Then, when the steel cycle 
turned up two years ago, the group 
turned its attention to manufacturing 
steel. "The exciting time to get into steel 
manufacturing is now, when demand is 
chasing supply," says Vishal Agarwal, 
managing director, VISA group. The 
group bought land in the Kalinganagar 
Industrial Complex, 100 km from 
Paradip port. The Rs 1,600-crore inte- 
grated project has three 0.5-mtpa (mil- 
lion tonnes per annum) units coming 
up. The first one, producing hot metal, 





SANJIT KUNDU 


has just started production. If all goes | 


well, the third unit will be up by 2010. 
Clearly, the spit and sparkle is back 


in steel. And it's driven by a demand so | 


strong that it's luring diverse companies 
into steel making. Forget fringe players 


like VISA; even three of the four largest | 


steel companies in the world — Mittal 
Steel, Arcelor and Posco — have evinced 
interest in capacities in India recently. 
The larger domestic players have all an- 
nounced expansion plans in the past 
one year (See ‘Eastward Hol’). 

“Today, if another 4 million-5 million 
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tonnes of steel is dropped from a heli- 
copter, it will be consumed,” says A.S. 


Firoz, chief economist at the joint plant | 


committee of the Union steel ministry. 
Information service World Steel Dynam- 
ics (WSD) predicts that India’s steel con- 
sumption during 2002-2010 would grow 





at a compounded annual rate of 8 per | 


cent, faster than anywhere else in the 
world. Albeit this is on a small demand 
base of less than 30 mtpa. Also, some 
people in the industry, like Tata Steel 
managing director B. Muthuraman, be- 
lieve that our ascent wouldn't be as fren- 
zied as Chinas. But all that hasn't damp- 


ened the exuberance. The Indian | 
government wants to increase the coun- | 


try’s steel production from the present 


38 mtpa to 100 mtpa by 2020 (assuming | 


a GDP growth of 7-8 per cent). 


The heightened action in India is | 
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symptomatic of the industry's shift to- 
wards Asia (See ‘Asia In Focus’). “The fo- 
cus has been shifting to Asia over the 
past few years," confirms V.S. Jain, chair- 
man of the Steel Authority of India 
(SAIL). The region already accounts for 
about half the world’s steel production, 
more than double Europe's output. In 
Asia, the action is spearheaded by 
China, which produces a substantial 28 
per cent and consumes an even larger 
share of the 1 billion tonnes of steel pro- 
duced by the world. 

At the heart of this shift are several 
macro trends. One, Asia is now experi- 
encing what the developed nations wit- 
nessed in the previous century — strong 
industrial demand, led by construction 
and infrastructure needs. Two, the cost 
of production is much cheaper in Asia. 
"Steel companies looking to expand are 


looking at the developing region, where, 
among other things, labour costs are 
lower," says Imtiaz Ali, senior steel ana- 
lyst at Metal Bulletin, a UK-based con- 
sultancy. Also, environment laws in the 
US and Europe have become too strin- 
gent for a polluting industry like steel, 
raising substantially the cost of con- 
forming to the laws. 

Three, the industry is nowfacing one 
of its most acute shortages of raw mate- 
rials. And Asia has some of the best and 
largest deposits of iron ore and coal. Fi- 


nally, Asia is where steel consumption is | 


growing at the fastest clip. 

In Asia, India scores high on all these 
factors. It's also the only country which 
has both a fast-growing domestic mar- 
ket and abundant ore. What does all this 
add up to? Can the country become à 
global steel hub? The answer partly lies 
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| COMPANY ADDITION* LOCATION COMMENCEMENT X COST** 
. Tata Steel 2.4 Jamshedpur 2007-08 7,800 
6.0 Orissa, Kalinganagar — 2008-09 15,000 
Essar Steel 2.2 Gujarat, Hazira 2005-06 2,000 
4.0 Orissa 2009-10 10,700 
| Ispat Industries 0.6 Dolvi, Alibaug 2005-06 158 
Jindal Iron & Steel 1.3 Bellary, Karnataka 2006-07 1,275 
SAIL 7.0 Various 2011-12 25,000 
Rashtriya Ispat Nigam 1.78 Visakhapatnam 2007-08 3,000 
1.8 Visakhapatnam 2011-12 6,800 
| Bhushan Steel & Strip 1.5 Orissa 2008-09 3,200 
| Tube Investment of India 1.25 Orissa 2007-08 3,400 
| 10.0 Orissa N.A. 44,000 
_ Bhushan Steel 2.0 Orissa 2006-07 4,000 





e *In million tonnes per annum; ** In Rs crore 


in the factors driving steel manufactur- 
ing away from the developed nations. 


India vs The Rest 
The Organisation for Economic Co-op- 


eration and Development, a group of | 


the 30 largest economies of the world, 
has estimated that its members have 


200 mtpa of inefficient capacity. Of this, | 


the countries have agreed to shut down 
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140 mtpa of capacity by 2005. Most of 
this will shift to low-cost countries. 
That's why the Luxembourg-headquar- 
tered Arcelor has been talking of invest- 
ing in China and India at the same time 
ithas been shutting down plants in Ger- 
many and Spain. 

The biggest worry for companies 
like Arcelor is the zooming prices of raw 
materials. Brazil's CVRD, the largest iron 
ore producer, raised its prices by a 
record 71.5 per cent this year. Coking 
coal prices have more than doubled last 
year. “Tying up raw material linkages is 
the most pressing need for steel compa- 
nies globally," says Chetan Tolia, chief of 
strategy planning at Tata Steel. 

There are two reasons why this bug- 
bear will not go away anytime soon. 

One, it's a basic geological shortage. 
The world's steel output grew at an un- 
commonly high 8.8 per cent last year. 
This rapid rise of demand was not fore- 
seen by the mining industry, which took 
its own time in commissioning new ca- 
pacities. The world's three major pro- 


Eastward ho! __ 
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Source: Crisinfac and BW research 49 


| ducersofiron ore — CVRD, BHP Billiton 


and Rio Tinto — have announced new 
projects that will spew out an additional 
215 million tonnes of the ore. But these 
capacities are expected to come up only 
by 2009. “Even when supply constraints 
come down, ore prices wont be as 
cheap, since these producers will have 
to recover the cost of the projects," says 
Kaushik Chatterjee, chief financial 


D «| with other countries on ore. 
P Chinahascoal, but it’s poor 
| in iron ore; Australia has 


|] than coal to produce 
E ltonneofsteel and, hence, 





Officer of Tata Steel. 
The second reason is that the scar- 


city is also brought about by infrastruc- 


. ture bottlenecks, which in turn have in- 
creased the cost of transporting both 


| raw materials and finished products. 


Take coal. About 12 per cent of the 
world's known reserves of the material 
are in China — most of it in the western 
parts of the country. China's own rapidly 
growing needs and severe logistical 
problems in carting coal to the ports in 
the East have led to immense supply 
pressures. So much so that the Chinese 
government has stopped giving out li- 
cences for steel production except near 
the eastern coast, so that companies 
canimport coal easily. 

Even elsewhere, the gateways for 
transporting coal and iron ore are se- 
| verely blocked. This is particularly true 
| forAustralia, one of the largest suppliers 


| ofbothcoal andiron ore. The Newcastle 


port on the eastern Australian coast is 
severely congested. For a while during 
the first quarter of this year, there were 
as many as 50 ships waiting in queue to 
load at the port. Analysts expect some of 
the congestion to stay at Australian and 


2 Chinese ports for another four years. 


This has pushed up shipping costs. 

| The Baltic Dry Index, a leading indicator 
| of shipping costs, has more than 

quadrupled between 1 January 2002 
and now. Steel companies see little 
sense in carting bulky raw materials to 
plants halfway across the world. 

That's where India fits in. It has the 
fourth largest reserves of iron ore in the 
world. And most of it is present along the 
country's east — in the states of Orissa, 
Jharkhand and Chhattisgarh — which 
are close to the larger Asian markets. 
That's the reason Orissa has been able to 


4 inkdealsfor25 steel projects worth more 


: than Rs 38,000 crore. 
: But India competes 


| both iron ore and coal; 


| wouldi incur a higher cost in carting ore 


if one is away from the mines. Also, de- 


| pending on the technology used, coal 


can be replaced by gas; but there i is no 
replacement for ore. 
India is also the only country with 


the dual advantage of fast-growing do- 
mestic demand and raw material ac- 
cess. The demand in India is perhaps 
more sustainable too. "This cycle is 


more demand-led, than supply-driven. 
There isa more robust and broad-based 


demand. It is not led sharply by any sin- 


gle specific sector like government or 


automobiles,” says Tolia of Tata Steel. 


Some analysts even believe that the 
Indian demand would go up at a faster 
pace in the coming years. That's be- 
cause as India develops, the factor in- 
tensity of steel in the GDP (the amount 
of steel required to produce one unit of 
the gross national output) is likely to in- 
crease. So even if GDP growth remains 
in the 7-8 per cent band, more steel will 
be required each year to service the na- 
tion's industries. "To support an 8 per 
cent growth rate of the economy, you 
would require a completely different 


. kind of infrastructure. [You would need] 


industrial complexes, railways, ports, 
factories — all very steel-intensive," says 
Firoz of the joint plant committee. 

In contrast, the developed markets 
are likely to be driven by replenishment 


demand. That explains why steel de- 


mand in the US, Europe and Japan is 
inching up by 2-3 per cent. 

A healthy domestic market is an as- 
set in many ways. One, companies can 


choose to sell in the domestic market if 
it's more lucrative than exports. Two, 


governments could get protectionist 
about strategic assets like steel and raise 
trade barriers against imports, as 
GeorgeW. Bush's US did recently. 


| Ukraine and Brazil have A oo 35 62 | 84 | 36 
BÉ abundantironore.lfitsa | Europe = 8 13 10 42 
| toss-up between coaland | Middle East — 1 5 4 2. 
| ore it’s strategically better | North America | | 3 fo d. |. 
BE tobave elation mise |eemen 72: 3 a X. 
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Another pat on India's back is the 


fact that companies here are good at 
manufacturing steel. 


Says Ajit Gupta, partner at Accen- 
ture: "The majority of steel makers here 
are extremely competitive in terms of 


cost of production... Even a company 
like SAIL has improved its labour pro- 
ductivity and consumption ratios." 


. Thisleads to lower costs. In China, 
except for Baosteel, Anshan and Maan- 
shan, which are competitive and likely 
to grow bigger, production costis higher 


. by$50-150 per tonne than in India. 


“We have a skilled manpower which 
understands steel extremely well. Many 
among the top management team at 
the L.N. Mittal group are Indians taken 
from SAIL, “says the head of research at 
a multinational bank. i 

Inan interview with BWin July 2004, 
Muthuraman suggested that the Chi- 
nese will eventually realise that their 
lack of iron ore makes it too expensive 
for them to produce primary steel, and 
so integrated steel plants : there may not 
beas cost-effective as in India. His com- 


pany, which bought the Singapore- 


based NatSteel last year, plans to shut its 
uneconomical basic steel making ca- 
pacities and supply billets from India. 

Seshagiri Rao, chief financial officer 
at Jindal Iron & Steel, agrees. “We are 
more competitive than China and have 
better product quality. We are. more in- 
tegrated than them and better posi- 
tioned to take on a downcycle," he says. 

And a downcycle is inevitable. When 
it does come, will the Indian players be 
robust enough to withstand it? 


Building A Stronger Base 


Not too long ago, the over-leveraged 
balance sheets of Indian steel makers 
had put tremendous pressure on the fi- 
nancial sector. When the 
corporate debt restructur- 
ing (CDR) cell was set up 
under the aegis of the Re- 
serve Bank four years back, 
at Rs 28,000 crore, steel 
companies accounted for 
more than half of the non- 
performing assets (NPAs) 
under its review. Among 
other things, the steel com- 
panies had to get any ex- 
pansion plan ratified by the 
CDR cell. 


E. 
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But that worry is a thing 
ofthe past. Buoyed by better 
price realisations, most 
companies under CDR are 
pre-paying their debt. Fac- 
tories are operating at near- 
full capacity. "It's a good in- 
dustry to lend to now," says 
Balaji Swaminathan, coun- 
try head (corporate banking 
group) at ICICI Bank, which 
has a substantial exposure 
to the sector. 

The Indian industry is 
also consolidating to an ex- 
tent, making it more resis- 
tant to price fluctuations. 
The top two Indian produc- 
ers, SAIL and Tata Steel, 
would acquire global scale 
once their expansion and 
modernisation plans are 
through. Jindal Iron & Steel 
recently merged with Jindal 
Vijaynagar to integrate op- 
erations and create a 
stronger balance sheet. 
Even a company like Essar Steel, which 
is still under CDR, is planning greenfield 
projects — a 4-mtpa plant in Orissa and 
a 3-mtpa plant in Qatar. Prashant Ruia, 
managing director of Essar Steel, says: 
“We are trying to integrate forward and 
backward, reduce debt and become 
financially stronger." That would give it 
a better chance of staying off CDR the 
next time a downcycle comes. 

But when would be next time? It's a 
guessing game nobody seems to be the 
master of. Most analysts expect it to 
come by 2007-08, when Chinais likely to 
turn a net exporter. Cynics say it may 
come even earlier. They point out that in 
January-March 2005, Chinas steel im- 
ports crashed 45 per cent over the year- 
ago quarter, while its exports rose more 
than threefold. 

This issue came up at a recent CII 
conference in Kolkata. Peter E Marcus, 
managing partner at WSD, predicted 
that steel prices would dip as much as 
$100 by the third quarter this year before 
recovering. In contrast, T. Mukherjee, 
deputy managing director of Tata Steel, 
said prices would remain stable through 
the year. As pointed out in the previous 
story, Duncan Pell, director at the sev- 
enth largest steel maker Corus, expects 
demand from Brazil, Russia, India and 





Vishal Agarwal's VISA 
group wants to make 
hay while the sun shines 
— it used to trade in 
raw materials; now it 
wants to make steel, too 
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Tata Steel's B. 


China to be buoyant for another decade. 

While this guessing game is on 
about the future, there are issues to be 
sorted out in the present. Infrastructure 
comes first. A steel plant requires mas- 
sive inbound and outbound logistics — 
connectivity from pithead to plant, 
plant to port, etc. — besides a well- 
equipped township for the workforce. 
"Lack of infrastructure development 
would hamper the economic growth of 
that region," says Rajat Gupta, partner, 
McKinsey & Co. The eastern states, 
where most of the action is, aren't too 
well equipped in this area. 

This, coupled with restrictions and 
slow decision making, can put off in- 
vestors. "You cannot set up your own rail 
line. There are some restrictions on 
ports. Environment clearances are very 
slow. Mining leases are conditional (like 
in Orissa)," says Firoz. 

If India aspires to become a hub for 
steel making, the steel companies 
themselves need to overcome a few key 
challenges: improve the quality of prod- 
ucts, secure raw material linkages (cok- 
ing cóal) and expand their marketing 
capabilities abroad. 

There is growing need for value- 
added products, and Indian companies 
are just beginning to grow that part of 
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Muthuraman believes 
India is going to be a big 
steel market, but its 
growth isn't going to be 
as 'frenzied' as China's 


their product baskets. For 
one, India doesn't produce 
all grades of automotive 
steel. Large carmakers like 
Maruti Udyog and Hyundai 
Motors still have to import 
certain grades. That's why 
many steel majors are today 
investing in downstream ca- 
pacities like rolling mills and 
modernising them. "The ca- 
pabilities were not enough 
to cater to exports. Indian 
consumers, too, are de- 
manding better quality," 
says Gupta of Accenture. 

The other key challenge 
is to secure raw material sup- 
plies, primarily coking coal. 
The coal available in the 
country has high ash content 
and poor energy efficiency. 
So Indian producers have 
been trying to secure sup- 
plies by tying up with global 
majors and acquiring mines 
abroad. Last year, SAIL tied 
up with BHP Billiton and has shown 
keenness in picking up stakes in Aus- 
tralian mines (though plans to do so 
have been floating around at its offices 
for over a decade now). The VISA group 
has set up a subsidiary in Australia for 
the same purpose. Last year, the Ispat 
Group acquired Ajaokuta Steel in Nige- 
ria, which will get ore from two mines 
with estimated reserves of 300 million 
tonnes. Indeed, the efforts are not re- 
stricted to steel makers — Coal India has 
formed Coal Videsh, a global arm to ac- 
quire mines or coal equity abroad. 

But even as India puts up new ca- 
pacities, it’s important to ensure that it 
doesn't land up in situation like the mid- 
1990s when the industry's NPAs threat- 
ened to cripple the country's financial 
system. "Financial institutions should 
keep a close watch. Investment plans 
should be cleared in tune with the mar- 
ket requirements," says Jain of SAIL. 

Aresearch head ata bank put the pic- 
ture clearly: "It's not going to be a perpet- 
ual dawn." It remains to be seen what In- 
dia makes ofthe day that follows. a 


With reports from Pallavi Roy 
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GUESS we screwed up," was how 
John Leahy, the sales chief of Air- 
bus Industries, summed it up 
when the company lost Korean 
Air's $2.4-billion contract to arch 
rival Boeing this April. After a keen 
evaluation in which Boeing apparently 
spent more time than Airbus explaining 
why its airplanes were better, Korean Air 
had announced that it would buy 10 
B 787s and place an option for 10 more. 
Close on the heels of that came the 
next blow for the European aircraft 
maker. Air Canada decided to replace its 
primarily Airbus fleet with Boeing air- 
craft and placed a $6-billion deal for 32 
wide-body aircraft, including 14 B787s. 
And if that wasn't enough, last week 
the Air-India (A-I) board cleared the 
purchase of 27 B 787, 15 B 777-300 and 8 
B 777-200 LR aircraft, a total of 50 planes 
in a mammoth $7-billion deal (the 
Union Cabinet is yet to clear it). Worse, 
this comes close on the heels of Airbus 
losing out in the race for orders from Air 
India Express, a low-cost subsidiary of 
the airline. Air-India Express is going for 
an all-Boeing fleet of 18 B 737-800s. 
This has made India the latest stage 
on which the bitter rivalry between the 
world's two biggest commercial aircraft 
makers is being played out. Airbus has 
been quickto question A-I's evaluation 
process for the B 787 and A 330-200 air- 
craft. Airbus is alleging that the process 
and procedures were tweaked to swing 
the deal for Boeing. Contrary to the nor- 
mal style of the two aircraft makers, 
where they often provide information to 
the media off the record so as not to dis- 
please the Indian carriers, civil aviation 
ministry officials or the aviation minis- 
ter, Airbus has gone on record that the 


evaluation process has been unfair to it. 
It also sent letters to ministry officials 
and to the A-I board. And on 27 April, 
Airbus called a press conference in New 
Delhi to demand an independent en- 
quiry by the Chief Vigilance Commis- 
sioner into 'irregularities' in the deal. 
There is plenty of mud-slinging going 
on and aspersions have been cast on the 
moral character of the players. 

Boeing, on the other hand, says that 
itis a case of sour grapes and claims that 
Airbus' allegations are baseless. “If Air 
Canada, Korean Air and Air-India 
boards all independently came up with 
the same answer, there surely must be a 
good reason [why the 787 was se- 
lected]," says Dinesh Keskar, senior 
vice-president (sales), Boeing. His 
point: Airbus needs to look at what it is 
doing wrong, not blame all and sundry. 

For Airbus, this spate of lost deals to 
Boeing comes after a year when it had 
overtaken its rival and was controlling 
close to 80 per cent of the mid-size wide- 
bodied market. Boeing’s chairman had 
acknowledged the lead and admitted 
that his company had been “arrogant” 
and “slow”. The chief of commercial 
sales of Boeing even lost his job last No- 
vember because of the orders lost to Air- 
bus. But after Boeing announced its B 
787 Dreamliner and the phenomenal 
response it got (it has firm commit- 
ments for 237 aircraft from 19 airlines), 
Airbus has fallen behind in the interna- 
tional market despite announcing the 
A350 (an improved version of A 330) to 
take on the B 787. 

In India, not only does Airbus lose 
the $8 billion deal but also A-I com- 
pletely as a customer. “Once it is a large 
all-Boeing fleet, chances are very low 
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that any Airbus will be bought in the fu- 
ture. After all, pilots, technicians, engi- 
neers will all be familiar and trained 
only in Boeing planes," says a senior A-I 
pilot. Many also feel that by going public 
and terming the A-I evaluation as “un- 
fair", Airbus has "done themselves in". 

Airbus probably had little choice but 
to voice its unhappiness. In fact, re- 
peated attempts by the company — in 
letters dated 20 December 2004, 30 De- 
cember 2004, 31 January 2005, 28 Feb- 
ruary 2005 and 30 March 2005, from 
Nigel Hardwood, vice-president (sales) 
for the Indian subcontinent and Asia — 
to bring the matter to the notice of A-I 
chairman V. Thulasidas were ignored. 

In his letter dated 31 December, 
Hardwood objected to the A-I decision 
to go in for 9-abreast seating saying it 
will reduce comfort levels and that the 
configuration is mostly used by char- 
tered airlines. He pointed out that un- 
like the B 787, Airbus would not be able 
to offer 9-abreast seating. The point he 
was making was that it would keep Air- 
bus out of the deal. He also argued that 
this seating configuration was "inferior 
to what A-I should be operating". 

Boeing and A-I officials strongly re- 
fute this point. According to Keskar, 
there are other full-service carriers that 
have opted for 9-abreast seating in the 
B 787 and as delivery dates come closer, 
more may opt for this. "Airbus is incor- 
rect in that statement — there are al- 
ready full service carriers in the world 
that have decided to go for 9-abreast 
seating [for the 787]" hesays. Second, he 
argues that it is up to A-I to decide what 
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India is the latest 
battleground in 
the global rivalry 
between Airbus 


and Boeing 
By Anjuli Bhargava 


it wants. “If I need and decide to buy a 3- 
bedroom house, can you insist that I 
should buy a 4-bedroom house instead? 
Even if everyone else is buying 4-bed- 
room, who knows better than me what I 
need to buy?" Keskar asks. An A-I press 
release agrees: "Their [Airbus] con- 
tention that Air-India has gone in for 9- 
abreast seating (which is uncomfort- 
able) cannot be held valid as the 
prerogative of deciding on the seats, its 
specifications, etc., vests with the airline 
and not with the manufacturer." 

Airbus is also arguing that the B 787 
does not meet A-I’s required delivery 
schedules. A-I wants its planes by 2007 
whereas the B 787 will roll out only by 
2008. Airbus says that Boeing has sold all 
early delivery slots and cannot deliver 
the planes till end-2009 or early 2010. 
"Offering interim leases was never part 
of the original Request For Proposal 
(RFP) and, therefore, cannot be consid- 
ered,” Airbus says in letters to officials. 

Boeing, however, counters that Air- 
bus has overshot delivery deadlines to 
Indian Airlines (IA). “The IA board deci- 
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sion was publicly announced in March 
of 2002. Going by the delivery schedules 
promised then, many of the aircraft 
should be delivered to Indian Airlines by 
now. My question is, where are they?" 
asks Keskar. He says that delivery sched- 
ules are worth discussing only when the 
order becomes a reality. And adds that if 
Airbus is going to deliver the A 330-200 
two to three years before Boeing can de- 
liver the B 787 (in 2008), the aircraft 
should be here tomorrow. 

There is also the question why the 
A 350, which is what is being pitched 
globally against the B 787, was not 
offered to A-I. Again, Airbus alleges the 
aircraft was deliberately kept out of the 
process. It says that the A-I bids were 
closed two days before Airbus formally 
announced the A 350. "So, as things 
stood when A-I closed its bids, the A 350 
didn't exist. So, we had to pitch the 
A 330-200," says an Airbus source. 

Boeing pooh-poohs this argument. 
It is also confident that if the B 787 had 
been pitched against the A 350, the out- 
come would have been no different — 
going by the number of orders the B 787 
has got vis-à-vis the A 350. 

The A-I spokesman says that the an- 
nouncement of the A 350 was made af- 
ter the RFP had been issued. There was 
no question of amending the RFP to in- 
clude any new aircraft. In fact, A-I 
sources point to a letter by Hardwood 
on 28 February stating that Airbus had 
reviewed A-T's fleet acquisition plans, 
carried out a long-term financial analy- 
sis and concluded that the A 380 was the 
only aircraft that could meet the carrier's 
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needs in terms of seat-per-mile costs. 
^Why didn't they offer the A350 then?" 
asks an A-I source and answers: "Be- 
cause they knew it was a losing battle 
between the B 787 and the A 350." 

Losing battle or not, Airbus is con- 
vinced that there is more to the Boeing 
order than meets the eye. It argues that 
the same escalation factor has been ap- 
plied to both the aircraft despite the fact 
that Airbus deliveries are 2-3 years in ad- 
vance of Boeing. An aircraft price is 'es- 
calated' from the date given in the offer 
toa delivery date on account of inflation 
and other cost increases. "A two-year 
difference in escalation can amount to 
6-8 per cent difference in cost, which 
cannot be ignored,” says an Airbus note 
to A-I. This, they argue, again reveals a 
clear bias in favour of Boeing. What es- 
calation factor has been applied in both 
cases is anybody's guess. 

But government sources say Airbus 
has put its foot in its mouth by objecting 
to how much A-I expects to utilise its 
new aircraft. Airbus has said in a note to 
the ministry: “The A-I network today 
achieves around 3,500 hours utilisation 
for an A310 and around 4,000 hours for 
a B 747. The assumptions used in the 
RFP are 4,750 hours with an average 
flight time of four hours. This would put 
A-I as one of the highest in terms of util- 
isation for an MCLR-B [Medium Capac- 
ity Long Range, 250-seater in two-class 
configuration] aircraft type, which, with 
all due respect, is unrealistic. It just so 
happens that at the higher utilisation, 
the B 787 offers more benefit than the A 
330 and here, again, is a clear bias to- 
wards Boeing.” 

“Casting aspersions on your client's 
abilities will not get you very far,” says an 


depth 


aviation industry source. "This kind of 
mud-slinging will only make things 
more difficult for Airbus. As early as No- 
vember last year, when the minister 
asked for a review of A-T5 fleet plan, they 
should have known which way the wind 
was blowing," adds a ministry source. 
Mending fences with A-I after this open 
confrontation will not prove easy. 

If Airbus has made some mistakes, 
many also feel A-I's behaviour seems 
odd. The A-I board, while announcing 
its decision for a Boeing fleet, also took 
great pains to defend its decision. A day 
after the announcement, the board is- 
sued yet another statement explaining 
its position. The fact that the board and 
the airline found it necessary to defend 
its choice has made some wonder 
whether all is indeed above board. 

"There is no need for A-I and its 


spokesperson to defend their decisions, | 
unless they are being prompted or in- | 


structed by higher authorities to do so," 
says another source. Sources say Union 
civil aviation minister Praful Patel's pro- 
Boeing stance has been evident from 
the time he was a member of the parlia- 
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mentary committee and went to Boe- 
ings headquarters at Seattle on an all- 
expenses paid trip at Keskar's invitation. 

A-I sources say that they have to de- 
fend themselves if they are accused of 
deviating from the original RFP. They 
feel Airbus is resorting to the allegations 
to force a review of the deal, which will 
delay the fleet acquisition even further. 
"When such large sums of money are 
involved, clearly everyone can't be 


| happy at all times. We have to get ahead 
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PP The seat and aisle widths 
requirements were suddenly reduced 
by Air-India to allow the B 787 to 
incorporate 9-abreast seating. Very 
few full-service carriers go in for 
9-abreast seating. It is mostly 
chartered airlines that do so. 


P The delivery schedules offered 
by Boeing for the B 787 are far later 
than what Air-India requires (year 
2007 as per the RFP). Also, offering 
interim leases was not part of the 
original RFP and, therefore, should 
not be considered. 


>> Airbus deliveries are at least 2-3 
years ahead of Boeing. Yet, it 
appears the same escalation factor 
has been applied to both types of 
aircraft, which leads to an unfair bias 
towards Boeing. | 
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EPS: Rs. 28.04 BVPS: Rs. 212.98 ROAA: 1.40% NPA Ratio: 1.12% 
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X4 The exact requirements of the 
airline were specified in the Request 
For Proposal (RFP) document issued 
in December 2004. The bids were 
submitted on 24 December and no 
changes have been made since. 
Also, 19 airlines have chosen the 

B 787 and some have gone in for 9- 
abreast seating. Others may opt for 
it as deliveries come closer. 


«4 As per the Indian Airlines RFP 
issued in 2000, Airbus should have 
delivered all aircraft by now. In 1985 
when IA ordered the A 320s, the 
plane was on the drawing boards 
and Boeing 737s were taken on 
interim lease. 


44 The same escalation has not 
been applied. Also, in the long run 
the B 787 will be at least 20 per 
cent more fuel efficient with lower 
maintenance costs. It will incur lower 
landing and navigation charges, too. 
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with the process nonetheless,” says an 


A-I source. He says that Boeing wasnt | 


happy when IA went totally with Airbus 
earlier. “It’s a different matter that what 
Airbus gained from the IA deal now 
looks like peanuts," he says, laughing. 
Boeing sources say Airbus should 
accept defeat gracefully. They argue that 
Airbus has simply lost to a superior 
product. Boeing claims that the B 777- 
200 LR will save 2 million gallons of fuel 
per airplane per year, besides offering 
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lower maintenance costs. The A 350 and 
A 330-200 are no comparison to the 
B 787 Dreamliner, says Keskar. The 787 
is a new generation, lightweight com- 
posite aircraft with new technology that 
will reduce operation costs by 20 per 
cent while providing passengers with 
more comfort. So, on merits, he is con- 
vinced Boeing has outclassed Airbus. 
World over, it is accepted that air- 
craft deals are fought on more than just 
merit. Many governments have given in 
to US or European pressure to purchase 
aircraft from Boeing or Airbus. India is 
no different and A-T's fleet acquisition 
has been discussed in many closed- 
door government meetings, including 
at the level of the Prime Minister. Avia- 
tion industry sources feel it is quite pos- 
sible that with the IA deal going to Air- 
bus, a tacit agreement may have been 
made at a level higher than that of the 
carriers that the A-I order would go to 
Boeing. Whether or not payoffs have 
been made — either in the case of A-I or 
IA — then becomes a mere item of gos- 
sip. Given this, cutting its losses may be 
the best option for Airbus. E 
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e Total Business Rs. 45780 crore 
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ITTING cheek by jowl in the depar- 

ture area of Delhi Airport’s Terminal 

1B, Iwas perforce listening to various 

boarding announcements of Jet Air- 

ways, Sahara and Air Deccan flights. 
Airline announcers in India — both the ground 
staff and on the plane — aren't God's gift to dic- 
tion and punctuation. It doesn't matter if they 
speak in Hindi or English. You can be sure that 
nine out of ten of them will trip up on more 
than a word in every alternative sentence. 

Even so, repetitiously ill-pronounced refer- 
ence to the capital of West Bengal jarred. After 
hearing at least a dozen references to 'Kaulkata' 
with a hard ‘t and 'Kaulk'ta' with a soft one, I re- 


| alised that the fault lay not with the poor an- 





If Calcutta 
must 

be called 
‘Kolkata’, 
should 
Moscow 
insist 

that it be 
referred 


to as 
Moskva? 


nouncers but with the leaders of the state gov- 
ernment — which thought that it had done 
great service to the pride of the Bengalis by 
changing the written English name from Cal- 
cutta to Kolkata. How wrong they have been! 

It started with the rabid Maharashtrian 
pride of the Shiv Sena, backed up by the BJP 
which felt it won a linguistic victory by chang- 
ingthe name of Bombay to Mumbai. And if Ma- 
harashtrian honour was restored by doing so, 
then surely Tamil-Dravidian pride needed to be 
hoisted by renaming Madras as Chennai. How, 
then, could the Bengalis be left behind? To 
much fanfare, Calcutta became Kolkata. 

The thing about 'Calcutta' was that it was a 
fine, well recognised, easily pronounced Eng- 
lish name of the West Bengal capital city. Non- 
Bengalis called it Calcutta, and pronounced it 
right; while we Bengalis, with our natural roun- 
ded tongues, didn't have the slightest problem 
in pronouncing it correctly. Moreover, I bet that 
most Bengalis felt comfortable with the duality. 
‘Calcutta’ was a smart name to accompany a 
smart foreign language called English; and 
‘Kolkata’ was the right name when referring to it 
in Bengali. There was absolutely no problem. 
Nobody mispronounced the two names. 

[twas more or less the same with the capital 
of Maharashtra. Bombay carried a certain 


BUSINESSWORLD 42 9 MAY 2005 





meaning — a many-cultured, multi-layered 
cosmopolitanism — that defined the metropo- 
lis in the imaginative space. Equally, ‘Amchi 
Mumbai also had its connotations. The Bom- 
bay-ites and Mumbai-kars alike were comfort- 
able with this dualism. The only ones who were 
not were the chaps who think governance is 
about ramming languages down people's 
throat and shutting down dance bars. Since 
they were the elected representatives of that 
fair city, the name officially changed. 

Consider the absurdity of Kolkata and 
Mumbai by thinking of Paris. English-speaking 
people all over the world refer to it as 'Paris' and 
pronounce it right; while the French call it 'Pa- 
ree and do the same. The French eat well, drink 
well and do lots of silly things. But would you 
expect an official diktat from the Elysee Palace 
or the Hotel de Ville changing the name to ‘Pa- 
ree’? Or the Mayor of Moscow stating: "Hence- 
forth, everyone must refer to this city as Mos- 
kva”? Or that it has to be Köln instead of 
Cologne? München and not Munich? Roma 
yes, Rome no? Firenze, and not Florence? 

Dont ever believe that the naming of Kol- 
kata and Mumbai was the triumph of Indian 
languages over colonialism. These are not the 
same as changing Rhodesia to Zimbabwe, and 
Salisbury to Harare. Calcutta was as much a 
part ofthe consciousness of independent India 
as was Kolkata, as were Bombay and Mumbai. 

What's the outcome? Earlier, all English- 
speaking people pronounced 'Calcutta' prop- 
erly, and all Bengalis knew how to say their city's 
name. Today, the non-Bongs have their tong- 
ues in a twist. A decade ago, everyone referred 
to the city correctly. Now, well over half say it 
plain wrong. That's linguistic jingoism for you. 

Ihaveafew more suggestions. Let's officially 
change 'Government of West Bengal' to 
‘Poshchim Bongo Sharkar’; ‘Sundarban’ to 
‘Shundorbon’; and insist that all English refer- 
ences to the Bengali Nobel laureates be 
‘Robindronath Thakur’ and ‘Omorto Shen’. 
What a blissful world that would be! E 
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LAURA D’Andrea Tyson has a string 
of achievements in the academic 
world as well as in the highest 
echelons of policymaking. For over 
three decades, she has ventured and 
made a mark in what has 
traditionally been male territory. 

An economist with a keen 
interest in international trade and 
competitiveness, Tyson was the first 
woman to be appointed chairperson 
of the White House Council of 
Economic Advisers in 1993. Two 
years later, she became the national 
economic advisor. After her stint 
with the Clinton government, Tyson 
joined Haas School of Business, 
becoming the first woman dean of a 
Top 25 B-school in the US. She 
repeated the feat in 2002 with her 
appointment as the dean of London 
Business School (LBS), a Top 10 
international B-school. 

Among the major initiatives at 
LBS, Tyson has taken up a major 
revamp of the MBA programme 
based on a survey of global 
. recruiters. In this interview with 
BW's Indrajit Gupta and Neelima 
Mahajan, Tyson discusses the survey 
and other issues concerning 
management education. Excerpts. 


B Last year, LBS conducted a survey on 
global business capabilities. Why did 
you feel the need for it? 

lil We try to be responsive to the market. 
It is important to know what our clients 
— students and those who hire them — 
want. Also, we are in a very international 
environment in London, with students 
from around the world. We had the op- 
portunity to use some of our regional 
advisory board members (from around 
the world) who were willing to design 
the survey with us. Since we were going 
to make changes anyway, we thought 
we should get as informed as possible 
with this kind of market research. 


E The survey points to a shift from 
knowledge to skill development. What 
does that mean for the focus of 
management education in future? 

E There has been a bit of a pendulum 
swing, and often we swing a little too far 








in one direction. Then there's a correc- 


tion. If you look at management educa- | 


tion since the late 1960s, there was a 
view that it was too trade-oriented. LBS 
was coming into being at that time. So 
we followed the general developments 
and focused on rigorous content in 


every discipline, drawing research-ori- | 
ented faculty. Perhaps due to that focus, | 


schools didn't pay enough attention to 
the softer set of interpersonal and lead- 
ership skills. So we wanted to get a sense 


of what skills were more important. | 


Nothing in the results of the survey was 
surprising, but some things weren't 
there (earlier). For instance, on the (per- 
sonal) attributes side, humility had not 
come out. We should be able to teach 
humility as well as leadership. 

There are challenges for B-schools. 
One is the selection process — whether 
the students you are taking have the in- 
terest, and possibly already some of the 
personal attributes, to develop; can they 
show that they have some of these skills 
in their personal experience. Two, we 
also have to think about how to encour- 
age some ofthe skills. Two 
other things that came up 
are easier to do. One, the 
need to internationalise 
curriculum. And two, giv- 
ing students the opportu- 
nity to pull together stra- 
nds from, say, finance and 
marketing strategy into 
capstone projects, and 
end-of-the-year presenta- 
tions so that they get out of 
the disciplinary focus into 
something broader. 


B Traditionally, business 
schools have been stru- 
ctured along sharp disci- 
plines and have hardly 
encouraged a multi- 
disciplinary approach. 
How can that change? 

E You must find faculty 
who are interested in top- 
ics cutting across discip- 
lines. For example, we 
have a faculty member in 
economics and one in or- 
ganisational behaviour. 
Both work on operational 
issues in cross-cultural 
settings. One talks about 
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the economic differences of places to 
locate to, and the other talks about the 
cultural differences. So they can design 
a course on working in different na- 
tional environments from cultural and 
economic perspectives. We are develop- 
ing some cross-disciplinary centres. We 
are putting together a centre of corpo- 
rate governance which has faculty from 
finance, accounting, economics and or- 
ganisational behaviour. 


E How easy or difficult has it been to 
frame that research agenda differently? 
People often talk about how research is 
becoming far more specialised, and so 
people are more interested in creating 
sharper niches. 

8 The problem is that the incentives for 
a junior faculty member are biased to- 
wards narrowly-focused work publi- 
shed in their academic work. Two things 
happen. For example, one of our faculty 
members is up for promotion to profes- 
sor this year. She has worked in finance 
but is interested in IPOs and financing 
of IPOs. So she talks to people involved 





INTERVIEW 











in entrepreneurship and accounting — 
something she would normally not do. 


li Henry Mintzberg once made a sharp 


| comment about how B-schools really 


Also, people establish their creden- | 


tials in a narrow way because that's what 
the rules are. That doesn't mean that's 
where you have to stay. If the institution 


gives enough alternatives for you to | 


think beyond, there will be views that ‘I 
would like to do something different.’ 


Bi Increasingly, in India and the US, 
business is taught at the undergraduate 
level. What changes will that bring 
about in the way you plan curriculum? 
E Students who do an undergraduate 
degree in business tend to do an MBA 
later. I would encourage people not to 
do an undergraduate degree in busi- 
ness. It's perfectly reasonable to take 
some business classes but it seems 
that's the last time where you do some 
broadening before you do some 'deep 
diving’. In the US, a lot of people get un- 


dergraduate business degrees but still | 


do an MBA, because they realise the dif- 
ference between a professional degree 
and undergraduate exposure. 


LAURA D'ANDREA TYSON, 
Dean. London Business School 


"Recruiters 


want 


" 


8. 


, but 
they don’t 
want them 


B to lead” 





leverage the experience that students 
bring to the classroom (See ‘Mintzberg 
Unplugged; BW, 27 September 2004). 
What is your view on that? 

Bl It depends on faculty. If you are an en- 
ergetic, interactive case professor, you 
can get tremendous learning power out 


| of your students. If you get up in front of 


the class and lecture, you are leaving a 


| come in with high expectations. They 


want them to come in equipped to lead 


| the organisation but they don't want 


them to lead it. So it is a balancing act. 
Some organisations say: 'OK, let's 


| bring you in, heres how you would 


|. lot of money off the table. As for Mintz- | 
| berg— I have never had a chat with him | 








— it's nice to have all these extreme 
views but that's what they are: extreme. 
There are students who can be helpful 
to one another, and others who can be 
hard to engage. The other way students 
get engaged in teaching one another is 


projects. Much of the work in the first | 
year is done in project teams, but this | 


has a drawback: some team members 
ride offthe others. So we need a blend. 
At LBS, we have second-year pro- 
jects that are individual efforts, we have 
shadowing projects in the first year, we 
have team stuff and interactive classes, 
but we also have straight 
lectures. In shadowing 
projects, you choose a 
leader and ‘shadow’ him/ 
her for a week. Eventu- 
ally, you present a report 
to them and to your class 
about what you learnt by 
watching the 
Someone once wanted to 
shadow the Dalai Lama! 





li In your report, the late 
Sumantra Ghoshal made 
a sharp comment about 
companies which say 
that people know what 
they need to do, but they 
don't really do it; hence, 
the need to be action- 
oriented. But in a two- 
year time frame, can you 
really change an 
individual? 


to 
be equipped 


with the capacity to do it. 
You may go into an or- 
ganisation which doesn't 
really want you to do it. 
Some recruiters say they 


HEMANT MISHRA 


don't want the student to 
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leader. | 


want all this, but they | 


| | Log onto | nC www.businessworldindia.com ) 





manage, how you would innovate...' 
And others say this is your job, this is 
how we rank performance and if you try 
something else, you are not going to be 
viewed as a team player. So recruiters 
need to think about what they are hiring 
for. We have to ask ourselves: are we 
equipping students with the right set of 
things, so that they can go into different 
kinds of organisations and adapt? 


B This year, LBS has introduced the 
option of finishing an MBA in 15 
months, as opposed to 21. What was the 
thinking behind this? 
W We are trying to give people flexibility 
to finish the MBA in less than two years 
based on their experience and ability. In 
many respects, LBS has historically fol- 
lowed the US two-year model. We con- 
sidered the one-year model, but deci- 
ded against it. Because we felt students 
and recruiters benefited from summer 
internships. To make that work, they 
need to come back to the school after in- 
ternships. We also realised that our 
schoolis expensive in terms of opportu- 
nity costs. So if someone wanted to and 
could finish the degree requirements so 
that they left, say, in January of their sec- 
ond year, that was fine. 

We have two kinds of students: stu- 


| dents who want the two-year model be- 
| cause they come here to change their 


career, or they are going to concentrate 
on something they have never concen- 


| trated on before. Then, we have the one- 
| year model people who are 'accelera- 


tors’: they get their certificates and move 
on. This is how we try to please our 


|! somewhat diverse audience. 


Bi You equip individuals | 





E Would you consider introducing a 
one-year MBA? 

B I wouldn't rule it out. But we need to 
learn more from our hybrid model — it's 
not a one-year, it's a one-year plus 
something. It's likely to be more attrac- 
tive than a pure one-year model. * 
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News channels are 
using crime shows 
like other channels 
use soap operas — 
to get loyal viewers 


VANITA KOHLI-KHANDEKAR 





OR your viewing pleasure, take 


and disgusting. You could try 
Jurm on Aaj Tak, which is a 
weekly wrap-up of the crime 
scene in India. It has several 
segments like Sangeen Jurm (showing 
the top crime of the week), Tafteesh 
(a re-creation of a crime), Safedposh 
Mujrim (about white-collar crime), and 
Faraar Mujrim (top guy on the run 
and his contribution to the growth of 
crime), among others. 





your pick from scary, seedy | 








Or take Star News's crime show, | 


Sansani which, according to a descrip- 
tion from its PR agency, “re-creates the 
actual crime wherever needed as vividly 
as possible to give the viewing audience 
areal taste ofit. It brings viewers face-to- 
face with the gory world of crime all over 
the country.” (BW's owner, ABP, owns 
the majority stake in the holding com- 
pany of Star News.) Hello Control Room 
is a Sahara Samay show targeted at peo- 
ple who are victimised and fear going to 
the police station to file a complaint. 
Crime shows are becoming quite 
the rage on news channels. Almost 
every news channel has two, if not more 
of them. From Red Alert to Vaardat and 
Crime Reporter, to almost a dozen other 
shows, there is an array of rape, murder, 
incest, dowry death, adultery and other 





stories to choose from. What show you 
watch will also depend on what crime 
you enjoy, and which of the anchors is 


the most dramatic. Almost all of them | 
speak in loud voices about murders and | 


motives. One of the anchors is, in fact, 
an NSD (National School of Drama) 


graduate. Why is there suddenly such a 
| Something like soaps, but not soaps. 


grim overdose? 

“Crime has always been very popu- 
lar, right from the days of Doordarshan 
with Karamchand,” says Q.W. Naqvi, 


news director, Aaj Tak. Only now, unlike | 


in our one-channel days, news, just like 
music, is what media planners call a 
‘snack-in, snack-out category’. Viewers 
surf into a channel, then surf out within 
a minute or even less. All they see are 
the news headlines and maybe a cap- 
sule or so. They then move to their soaps 
or sports or whatever else they watch 
every night. 

The problem multiplies with every 
news channel that gets launched. There 
were 25 news channels airing nation- 
ally while this article was being writ- 


ten. In another two months, half a | 


dozen more are expected. This does 
not include the scores of local cable 
channels that show local news. So, while 
the variety is great for the viewers, the 
fragmentation is crazy for channels 
and advertisers. 

If you are a Telugu-speaking person, 


you can watch three channels which air | 


24-hour Telugu news: ETV2 Telugu 





Channel 
Star News 
Aaj Tak 
Zee News 
Star News 


Zee News 
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CRIME TIME RATINGS 





TVR = Television viewership ratings Period: January 2005 Markets: Hindi- 
speaking Target: C&S 15+age group Source: TAM Peoplemeter Data 





News, Teja News and TV9. With this kind 
of choice, why would you watch a news 
channel of any other language? So, news 
channels had to find something that 
would draw viewers in. Something that 
would keep people glued, at least for 
sometime, so that they can register 
more than a blip on the ratings chart. 


Crime shows do that. They attract 
more viewers who stay for longer, and, 
therefore, give more channel share — 
the measure used to judge news chan- 
nels. Channel share is a percentage sha- 
re of the time that people spend watch- 
ing, say, Aaj Tak in comparison with the 
total time spent on all news channels. 

“Crime has not increased, but the 
number of news channels showing it 
have,” says Ajay Pandey, executive edi- 
tor, Sahara Samay Rashtriya. He points 
out that whether it is a murder in Bhopal 
or a rape in Delhi, everything used to 
reach people by the newspapers next 
day. Now it reaches them then and 
there, through websites, SMS and, of 
course, TV news. 

The bottomline is, crime pays — in 
terms of a loyal viewership and more 
channel share. That is evident in the rat- 
ings of some crime shows. Sansani got a 
rating of one in January, according to 
TAM data. That is pretty high, even by 
general entertainment standards in this 
fragmented market. New soap shows on 
smaller channels get one or less. Hello 
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control Room is in the top 50 
shows in Hindi-speaking mar- | 
kets in a six-month period, claims | 


Pandey. In fact, about 15 per cent of Aaj . 
Tak's viewership is from non-news ori- 


ented programming like crime shows. 
Even MTV, a music channel, has the 

same snack-in-and- -out problem. It has 

started a soap to boost regular viewer- 


ship. The idea behind both shows is the _ 
same. Channels havea couple of regular. 
anchor shows to boost ratings, while | 


they fundamentally compete in the 
snack-in-snack-out market. 


Also, crime shows help to even out 
viewership “when the main news is 
not doing well", says Keertan Adyan- - 
thaya, brand director, Star News. What 








- he means is that news 
usually works for big 
events — a tsunami, an elec- 
tion, or a Budget. When there is nothing, 
these shows act as fillers that get in a 


basic volume of viéwership at no extra 
cost. The incremental cost of churning 


out a crime show is next to nothing. Es- 
sentially, the channel is regurgitating 
what it captures on the ground through 
a large reporting network anyway. 
"Crime is an integral part of news re- 


porting,” says Naqvi. 


The direct impact on ere is 


not easily measurable. It is not as if ad- | 
vertisers come in specifically for crime 
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shows, but they do use ihe 
channel with the highest share in a gen- 


re, and crime shows help pad that up. 


While you could argue about the so- 
cial impact of using frequent crime re- 
portage on a channel, the fact is that the 
shows make business sense. And except 
perhaps for fatigue, nothing seems to be 
a potential problem. Pandey, in fact, 
thinks that fatigue will set in soon. Naqvi 
disagrees. "Every genre can have a chan- 
nel," he says. Talks of a new, 24-hour 
crime channel are circulating. Expect to 


see more murder and mayhem soon. W 
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"Not knowing your product 
well is intellectual lethargy, a 
form of dishonesty," says 
Aman, who doesn't want to 


be a brand manager so soon 


MEERA SETH 


MAN Bhargav listened as the brand man- 











| 








ager (BM), Shiamak, read out consumer | 


complaints from a pile on his table. Aman 
had recently completed his management 





training (MT) and had been resisting ef- | 
forts to move him to brand management | 
in scourers. In the interim, Aman spent | 





time with various managers examining the workings of brand 


and product management. 

Presently, Shiamak read out aloud: "I used Tress hair con- 
ditioner, and now I am losing hair!" Putting the letter down, he 
called a sales officer and said: "Look into this." Now Aman was 
intrigued. “What has sales got to do with this?" he asked. Shia- 


mak shrugged his shoulders and said: "He will call on her with | 


a free sample and resolve it." 


Amans sister ran a hair clinic. That evening he asked her: | 


“Can hair conditioner make your hair fall?" His sister said: 


"Depends how you use it; conditioner softens hair, and should | 
be applied only to hair ends. If applied to roots it will soften | 
hair at roots and cause hair fall.” Next day Aman read Tress’ | 


pack instructions; it said: Apply after shampooing and mas- 
sage for 4-5 minutes...’ Aman told Shiamak the instruction 
was misleading. But he shrugged: “We have the best technol- 
ogy, we have designed the best possible product. The con- 


sumer just has to use it properly. If she does not get the desired | 


result, she's not using it properly." 





“But did the BM know that conditioner was to be used only | 


on hair and not on the scalp?" wondered Aman. He felt more 
convinced that without deep and complete product knowl- 
edge, a stint in brand management could be a disaster. But 





. CASE STUDY 


when Aman asked the BM about the training in brand man- 
agement, he replied: "What training? You just went through 


| two years of MT, no? Everything on the job... Take me. I was in 


Oral Care before I came here. My induction lasted just one 


| week, and covered basic brand constitution, positioning, ad- 


vertising, sales history, ongoing MR, etc. At best, you will have 


| a 30-minute session with product development (PD). You 
| don't need more, believe me!” 


"But when you have no category knowledge, what do you 
discuss with PD?" wondered Aman. All the same, Aman 
discussed this with the scourers product manager (PM), 
Nadkarni: ^I want to first learn the scourers category well. 
Therefore, do you at least have a compilation on the category 
for new BMs? Like, say, 'Scourers for dummies’?” Nadkarni 


| laughed loudly: "Talk to me after two weeks. All this 'enthu' 
will be gone!" 


Aman then called PD and decided to have an open chat. 
The manager there, Vilas Kher, said: "What will you do with a 
one-week orientation with PD? You have to forge a relation- 
ship with PD forever!" Aman smiled and said: "Look, while I 
have completed my MT, I continue to harbour doubts. Maybe 


| ifwechatted over tea it will help?” Vilas laughed: “I may as well 
| accept that tea just now; once you become a BM, we will never 


meet. So go ahead!” 
After the initial exploration, Aman got chatting with more 
confidence. At one point, he said: “Iam also a user of products 





Illustration: ANTHONY LAWRENCE 


BUSINESSWORLD 49 9 MAY 2005 


ostudy 

and I have often felt that there is a huge gap between what the 
marketer sells and what I, the consumer, buy. Therefore, could 
it be possible that business managers need to know their 
product categories well enough... or that some do not under- 
stand the fine nuances of its usage or application? For exam- 
ple, I have always asked this question: how much cleansing 
ability is there in a sponge that has scoured four pans and still 
shows froth? Is froth a sign of cleansing potential? Likewise, re- 
cently a lady said that using conditioner caused her hair to fall. 
One BM I spoke to said there was no correlation between us- 
ing conditioner and hair fall. Another said she needs to use it 
properly, but he himself could not specify what is ‘properly’. 
Also,the pack instruction is not specific on which part of the 
head to apply conditioner to. 

"Likewise, I wonder, does toothpaste fight bacteria or pre- 
vent bacteria? So you see, I have many questions which, as a 
consumer, I don't know and if I don't know I am not fit enough 
to build brand or sell product!" 

Vilas smiled and said: ^I don't claim to know all, but let me 
tell you how these products actually work. Foam has little to 
do with dirt-removing ability. This is true of foam in a scourer, 
detergent or in toothpaste. In a scourer, the active matter con- 
sists of something that actually cleans plus a foam element. 
The foam only acts as a medium in which the dirt gets sus- 
pended, and finally washed away with water. However, foam 
cues cleaning ability to the consumer. In the case of a deter- 
gent, she keeps adding powder to water until she gets her de- 
sired foam level. In fact, with machine wash detergent, house- 
wives were adding too little of the product (despite 
instructions ) because it would foam quickly, hence manufac- 
turers added foam suppressants , so that she would add the 
correct level of powder. 


= 


NCIDENTALLY, most of the cleaning is done through 
abrasion. Thus, mud and ash are also good to dislodge 
dirt. Even today, this is an accepted way in rural areas. 
Even when brushing your teeth, 60 per cent ofthe clean- 
ing is done by the toothbrush (which cleans by abrasion) and 
not the paste. In the paste itself, the cleaning is done by the 
base (chalk or silica mixed with sorbitol), which cleans by gen- 
tle abrasion. The foam does very little except to cue cleaning. 
“As for bacteria in the mouth, the issue is a little more com- 
plex. The bigger issue is decay caused by tartar and plaque, 
which is nothing but food residue between teeth. These food 
particles can be removed by gargling and brushing with or 
without paste. Therefore, if the food particles are properly re- 
moved post eating/ drinking, there will be nothing for bacteria 
to attack. Hence, much less decay. Some toothpastes also con- 
tain an ingredient which does kill germs. However, germ-kil- 
ling ability as a means of preventing decay is less important 
than ensuring regular removal of food particles. Of course, our 
product managers will differ on that! There is also a secondary 
function in some chalk-based toothpastes of re-depositing 
some calcium on teeth (thus reducing and even reversing the 
effect of early decay). So you get claims of ‘with calcium’. This 
action can happen even with cheap toothpastes, and the ac- 
tual effect on dental health is minimal. Of course, our product 
and brand managers have completely different opinions.” 
Aman was amused. “How come? Can a technical view- 


point be debated?” 

Vilas agreed and said: “A technical viewpoint needs to be 
understood in its right scientific context. But for that you need 
to be trained in the basics of a product, its composition, the ef- 
ficiency of ingredient X in relation to ingredient Y as against a 
cheaper ingredient Z. But the problem is transparency. I have 
not come across any BM who knows what the main ingredi- 
ents actually cost, who the suppliers are, what packaging costs 
are, how his third party operates, etc. Similarly, no PD man- 
ager will tell a BM that these ‘magic ingredients’ are all hum- 
bug and that in the final analysis all brands are the same! The 
problem is made worse by the relatively short tenures of BMs.” 

As it turned out, Vilas had been having an ongoing war 
with product management and commercial. “Brand manage- 
mentis all nonsense anyway,” he said sweepingly. “Let me give 
you arecent example. 

“We were using a particular granule in our toothpaste 
White-O!, but only in miniscule quantities because there 
was only one supplier and we had to import at a huge 
cost. To keep costs low, we used very small quanti- 
ties in White-O! So our toothpaste was not the 
most effective all round. Recently, another 
supplier broke the monopoly and devel- 
oped this ingredient locally. He kept go- 
ing to commercial to be approved, but 
they wouldn't look at him. Now, had 
commercial worked closely with PD 
and brand management, they would 
have realised that this ingredient was 
crucial for brand value, and they 
would have informed us the moment 
an alternative supplier emerged. 
Meanwhile, that supplier came to me 
and pleaded to be taken seriously, and 
when commercial finally approved, 
what do you think happened? They told 
the BM that they had somehow managed to 
twist the arm of the supplier and bring the 
prices down and the BM was all smiles. When I 
told him that now we should increase the inputs of 
that ingredient to make the brand more effective, he said: 
" Wait for one year; this year let me show the cost savings as a 
KRA delivered!" See what I mean? The critical thing is that 
while commercialis better suited to negotiations, they cannot 
know everything. It is better to share info with someone more 
committed to the brand (like the BM), so that all actions lead 
to brand optimality. 

"Or take packaging like toothpaste tubes. Let's say the op- 
tions are to have the tube in 30 dia (longer) or 32 dia (slightly 
shorter). Packaging and commercial will opt for the 32 dia, if it 
is even 2 paisa cheaper. Now a BM may want 30 dia, since it is 
aesthetically better, but he does not know that the additional 
cost is just 2 paisa and he can afford to choose aesthetics. But 
because commercial will not partner with BM, he is simply 
told ‘this is the best, only option’! And on the shop shelf, these 
little aesthetic details make so much difference, which is far 
beyond the imagination of a commercial man!” 

Aman was now interested. He felt partnering with com- 
mercial or product development was something that could 
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not be taught; it had to come from one’s own inner drive, dri- 
ven by brand goals, not individual goals. Yes, rule books, both 
written and unwritten, abounded. He would need to write his 
own, he decided. “Don't be offended,” he said to Vilas, "but any 
particular reason why the system does not provide for ongo- 
ing sharing with brand management?" 

“What offence?" said Vilas. “When it happens everyday, it 
is not offence, it is omission! But really speaking, these are 
fraught with egos and issues." 

If Vilas was talking today, it was also because he was leav- 
ing Alto to join at a more senior level in another bigger MNC. 
So, bravely citing his new employer's example, he said: "In In- 
dia, marketing does not work in lockstep with PD or with qual- 
ity assurance (QA). Outside India, these two teams are impor- 
tant — they are the knowledge centres and work closely with 
marketing. Marketing managers in India have little knowl- 
edge about their products because they have not been en- 

















sions, do you see the PD team attending? The ad 
agency attends, who are not as crucial when do- 


PD is not seen as being important in the 
training modules in many companies, 
the spiral only goes downwards. 


take over as BM is not enough; you 
have to speak to them weekly for 
the rest of your life! 
“Critically, you need to sit with 
them and hear the biodata of your 
brand. What goes into it, what goes 


different, why are we unable to up- 
grade... is it that our brand commer- 
cial folks have not been sharing cost 


issue? Oris it the need to have a more co- 
hesive brand philosophy that is bought in 
at all levels? “ Aman agreed. Vilas did have a 
point there, he knew. 

Post-lunch, Aman accompanied Tany Lall, a col- 
league from sales, on a market visit. She had come to hear of 
Amans reluctance to join brand management. Now as they 
walked around the supermarket, Aman shared with her what 
Vilas had said. Tany was intrigued; she said: "At times, even I 
feel disillusioned, Aman. My cousin works for a food company 
and she heads product development globally. You know, she 
interacts round the clock with her sales guys; ever heard of 
anything like that? Each of her sales managers around the 
globe knows what PD is working on. Sales drives PD, who in 
turn develop products based on the sales teams ‘eyes and ears 
on the ground' Does this happen in India?" 

Then, picking up a branded packet of sanitary napkins, 
she said: "This brand is pathetic in quality in India. The same 


brand in the US is so differently constructed! Does its BM | 


know that this is a below-par product in India? My guess is, the 
poor construction is a function of a decision to be price com- 
petitive instead of effective; which means ‘let us tweak costs, 
which means ‘let us use a third-rate ingredient or process, how 


joined to interact constantly with PD. During MR ses- | 


ing ‘product concept’ research. So, because | 


into the competition's, why are we | 





Spending a week with PD when you | 


information? Or is it a real patenting | 











.. CASE STUDY 


will consumers find out?' In any case, price is your only star 
differentiator and, what luck, the consumer is looking for 
cheap price! 

"This is what I fear... do we have enough knowledge about 
our products to know how they can be made better, or are we, 
too, victims of the brand imagery which we ourselves build? 
Do they speak to PD and walk them through what consumers 
told them in focus groups in Kanpur, Vijaywada, Pondicherry, 
Bhopal, Guwahati... or do they keep speaking to the ad agency 
only? My guess is the consumer feedback is only shared with 
the ad agency — that's what Alto does too — and together they 
design more imagery! Whereas if they had shared it with PD, 
they would design a real, better product." 

Aman told Tany what Vilas had said: "BM and PM speak to 
PD only when there is a problem, meaning, consumers are 


| jumping and screaming.” 


Tany said: “I agree! The reason product management re- 
fuses to get into product specifics is because they feel their job 
is just selling the finished product. But marketing starts right 
from formulation! Therefore, there is a tremendous need for 
knowledge among PMs, at least to counteract a negative im- 
age in the marketplace! Remember the incident of worms ina 
milk chocolate? The company said it was the fault of dealers, 
as they don't have right storage conditions. And more recently, 
the baby oil chaos and the company has said that their baby 
oil is only expected to aid during massage — not for any health 
benefit. Then it should have been presented as massage oil, 
not baby oil. What I see is, PD knew. but BM did not ask, or it 
did not occur to him as a control issue on his radar. Truth is 
Aman, finally, we all just hold jobs, not responsibilities!” 


ORE disillusioned, Aman said: “Then what hap- 
pened to all the knowledge we acquire at cam- 
pus, where they hammer home the need for PD 
and product management to work in sync? But 
here at Alto, they keep telling me that campus knowledge is 
just an aid, but inadequate for workplace application.” Tany 
grinned: “Yes, they give that tripe to all MTs!” Aman went on, 
“What I have learnt and what I have seen in the last two years 


| is alll have as arsenal. I think most of our companies are hap- 


pier being better than competition from time to time, and in 
the process the only differentiator they can trump up is price. 
No wonder then, the consumer complains that all brands look 
alike! There is no fear of the consumer and of the market in In- 
dian companies, and they are still caught in the time-warped 
beliefthat you can sell anything and blokes will buy it. Just give 
them a buck off and they'll buy." 

Tany thumped him on the back and said: "Nice and cyni- 
cal. That's the only way you will go a long way! So then tell me, 
are our marketing managers turning our consumers into bar- 
gain basement shoppers? By not raising the bar on expecta- 
tions, are they keeping consumers scrabbling for the few paisa 
they throw at the market in the form of ‘price offs’? How very 
tragic that is. I buy Surf because it's supposed to be good for 
my family's clothes and they also told me Hook smart if I do so. 
But Ariel just dropped its prices and they tell me the same 
thing about family and self. So let me just save some money, 
it's all generic powders anyway. Now Surf comes back with 
some more paisas that it throws at me. Being the ‘prostituted’ 
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u) consumer that they have made me, yes, I will go scrabble for 


those few paisas. And go back to Surf. Now who else wants to 
throw some paisas at me?" 

Aman laughed: "Tany, the point is, all products, be they 
sanitary napkins or shampoos, are being sold like Coke and 
Pepsi. Price offs, cheaper, larger, bigger — it's all only about 
price and volume. Quality? Where did that come from? Quality 
happens when you know your product really well, and I can- 
not say all PMs and BMs know their products at all!" 

Tany agreed: "Let me share this. I was helping my sister buy 
playground equipment for her playschool. But the trader was 
unable to tell me what kind of paint was used on them. You 
know that every oil-based paint has some lead/mercury con- 
tent which is highly poisonous. Can you see how tedious it is 
being a consumer in this country? Companies very cleverly 
give half information/no information, so this issue never 
comes to light." 

Aman pondered over his coffee, then said: "Point is, are 
they likely to have considered this child safety angle? Not sure 
if the intention is to cause wilful damage, but not knowing 
your product well enough so as to give the right messages to 
consumers boils down to intellectual lethargy, another form 
of dishonesty.” Tany choked on her coffee: “Oooh, that's a big- 
gie, what do you have in mind? Plus you have been very high 
strung on not going the brand management route. So tell 
aunty Tany all!" 





CASE STUDY 





Aman grinned: "Stop patronising me! See this acne on my 
face? I have been using this soap which claims to have a cream 
base; but it causes acne breakouts in people with oily skin. Oil 
or cream-based products should be used by people with dry 
to normal skin. Oily skin people should use a hydrating 
moisturiser which is aqueous-based. I just learnt all this at 
my sisters clinic. Now this is exactly my point: product 
knowledge. Not simply knowing how it works, but also how to 
get the most out of it and also under what circumstances it 
cannot work. Hence, spelling out those circumstances. 
Creams provide a barrier to dryness; moisturisers hydrate. 
Their roles are totally different. Therefore, when a soap uses 
cream or oil base, what it does is build a barrier from dryness, 
which is nice. But if you have an oily skin, then this cream/oil 
clogs your pores while building that barrier. The result is no 
dryness, yes, but lots of acne." 


THINK product managers really do not go this deep into 

a product's performance potential. Take detergents. 

Never before did detergent-makers talk about efficiency 

of a wash; not until the washing machine (WM) fellows 
came in. They said ‘efficient wash cycles’ and they said wash 
whites separate from coloureds for efficient wash. Mind you, 
nothing changed with the WM, only a manual process be- 
came mechanised, but the fact is for years, we did not know 
how to achieve an efficient wash. Some learnt by trial and er- 
ror, but many prefer to let manufacturers tell them. 

"Likewise, in the case of the huge varieties of creams, lo- 
tions, oils and moisturisers — all of which sound nearly the 
same but whose functionality is not apparent — the manufac- 
turer has to stop fiddling with the product formulation for a bit 
and start fine-tuning his pack script. Redesign and bring key 
words upfront, and stop shying from 'do not'words. Such as, 
not for oily skin’, ‘does not moisturise, only fights dryness’, Pe- 
riodically, they should run FAQs into their campaigns like: 
‘What is the difference between moisturising and dryness? 
‘What is the difference between cleansing and conditioning?’ 
Upfront. My take is, they don't want to do that because ofa fear 
that in so doing they may improve the competition's sales.” 

Tany stared into her coffee cup and said: “I feel it is all a 
matter of priorities. When an entrepreneur sets out with a new 
product, heis so clear about the product — the benefits, how it 
benchmarks against other products, how it is better, etc. There 
is passion for the product which fuels greater innovation. But 
once the product is placed in the hands of management, 
everything is determined by how best it can be sold. They 
search frantically for the jargon that can be used to sell the 
product, terms like ZPTO, ceramides, alistin, oxygen, power 
packed, etc. All kinds of words crop up which are supposed to 
give an impression of efficacy." 

Aman grew more resolute: "Now do you know why I don't 


. wantto bea BM yet? Your whole life is made to revolve around 


delivering an image of efficacy and not intrinsic efficacy. They 
forget that efficacy happens when the consumer has used the 
soap the 25th time and it still performs! Marketers feel that 
convincing is done pre-purchase. They forget that all convinc- 
ing happens post-purchase — in the mind ofthe consumer by 
himself! The product is the marketing! And that happens if 
and when you know your product intimately!" s 
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HERE did they find this 

guy? Aman seems wise be- 

yondhis years. He's so con- 

scientious about 'doing it 
right’ that he is prepared to sacrifice a 
plum posting in brand management, 
and he even discusses his acne with a 
young female colleague! But unusual as 
Aman is, the situation in his company is 
disappointingly all too commonplace in 
almost every large corporation. 

What we see at Alto is large silos 
working on their own objectives without 
any alignment behind a common cor- 
porate goal; an almost callous disregard 
for the consumer, evidenced by their 
flippant attitude to consumer compl- 
aints and their disdainful description of 
customers; smart but short-sighted 
BMs, who measure their tenure in terms 
of quick short-term fixes and new 
assignments that would dress up their 
resumes. Note the almost complete 
absence of any mention of competition 
and competitive products — unfor- 
tunate characteristics of Big Corpor- 
ation arrogance. 

A consumer's real brand experience 
begins when she uses the product. How- 





ever, brand teams often forget that sus- 
tained competitive advantage can only 
come from better solutions to con- 
sumer needs and not by a slick 30-sec- 
ond TV commerical. But who amongst 
us would choose to spend our days at a 
distant factory or product development 
lab, debating with nerds obsessing over 
some molecule, when we could be at an 
Ash ad film shoot? Quarterly pressures 
and short tenures in brand teams are 
also not conducive to building a better 
mousetrap. Hence, the focus on quick 
fixes like tweaking price, pack size, ad 
budgets or ‘giving away spoons’ — in- 
stead of the far harder task of developing 
consumer insights that can be used to 
create a value-added mousetrap. Years 
of squeezing profits by trading quality 
for cost savings has resulted in ‘me too’ 
products that consumers are prepared 
to switch from, for a buck or a spoon. 
Consumers are really telling brand 
managers that their products have no 
uniqueness or superiority and, hence, 
don't deserve their loyalty. Puzzled BMs 
are left pondering why high brand 
salience is not turning into retail sales. 

If things seem to stink at Alto, don't 
blame the brand team. “A fish always 
starts to rot from the head,” a successful 
corporate chieftain once told me. I can 
only hypothesise that the dysfunctional 
middle management culture at Alto is a 
reflection of rot at the top. A passionate 
focus on serving the customer must be 
demonstrated at the top if it is to be rein- 
forced across the organisation. Clearly, 
Alto's leadership is more focused on fi- 
nancial goals — cutting costs and gain- 
ing ephemeral market share through 
short-sighted promos — as is evidenced 
by the behaviour of the BMs. Being the 
brightest and the most ambitious, these 
high flyers often quickly pick up behav- 
ioural cues from their seniors. 

Similarly, the lack of collaboration 
and alignment across functions reflects 
things at the top — as the V-Ps jockey for 
advantage, it is often their narrow de- 
partmental goals rather than the good of 
the company (oops, did someone say 
‘consumer’) that seems to matter. If se- 
nior leadership is focused on the con- 
sumer, and noton their next global post- 
ing, that culture will flow downwards. 
When we began the daunting task of 
turning around the jewellery business at 
Tanishq, I inherited a functional silo- 
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based organisation that was rife with in- 
ternal finger pointing for the failures of 
the business. Everyone had an opinion, 
no one had a consumer insight. One of 
the earliest changes we made was to en- 
sure that our leadership team felt resp- 
onsible for the customer and took per- 
sonal responsibility for her well being. 

Ever noticed how, in the conven- 
tional value chain, the consumer is a 
distant reality for most of the company; 
only marketing and sales own the con- 
sumer. But at Tanishq, we believed that 
everyone needed to own the customer, 
that understanding was too important 
to be left to just one part ofthe company. 
Besides, every person is a consumer in 
their personal lives. So, no matter their 
professional function, I believe they 
have intuitive expertise on products and 
brands. An aligned, customer-centric 
organisation becomes a reality when all 
functions begin to understand their 
consumer reality and work together to 
serve them. This transformation, often 
hard, can be done if the leadership con- 
sistently demonstrates that no one wins 
unless our customers win. Once inter- 
nal barriers are broken and collabora- 
tion, empowerment, mutual respect 
and free flow of ideas are unleashed, the 
most unexpected results can be achie- 
ved, like the dramatic business turn- 
around we achieved at Tanishq. 

Aman needs a more holistic view of 
his new function. His focus on product 
should not lead him to discount the 
other functions of brand management. 
The product side of the business is eas- 
ier because it is far more structured and 
tangible. However, the more intangible 
side of the brand function — position- 
ing, design, packaging, consumer re- 
search, POP and VM — are even less 
‘teachable’ and can only be learnt thr- 
ough apprenticeship. Aman should re- 
member that building a great product is 
never enough. The software that I use to 
write this article is testament to the fact 
that you can be second best and still win! 

Aman can either walk away because 
things aren't perfect or, if he has the 
courage of his convictions, he can join 
brand management and set an example 
of change, and walk his talk rather than 
walk away! Life would be tougher and 
more challenging, but he seems to have 
the inner resolve to cope. If he perse- 
veres, he could make a real difference. Bi 
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T first reading, it is very easy to 

agree with the protagonist of 

this case. Is it important for 

brand marketers to have in- 
depth knowledge and insight into the 
products they have in their care? Yes, it is 
important, in fact it is vital. 

We know that brands, essentially, ex- 
ist in the mind of the consumer, and an 
intimate knowledge of the product and 
brandis needed to truly understand and 
build the consumer brand experience. 
Only by understanding what the con- 
sumer experiences can a marketer really 
manage the brand and optimise it for 
the future. Once we get this obvious 
truth out of the way, there are many 
issues that arise in the case study. 

There appears to be an ethics 
debate in the conversations. Ref- 
erences to consumer education 
campaigns, dishonesty in the 
form of intellectual lethargy, lead- 
content in paints used in play- 
ground equipment, etc. The prac- 
tical reality of such issues is that 
most companies operate within the 
legislative framework of their markets, 
and this drives their policies when it 
comes to environmental impact, com- 
munications guidelines, work condi- 


tions, etc. At the voluntary level, each 
company has its own mission state- 
ment and all employees implicitly ac- 
cept this. In some cases, the values of 
their founders define the mission: Ben & 
Jerry's and Body Shop are two promi- 
nent examples. (B&J eventually sold out 
to Unilever!) If the company is not re- 
flecting one’s personal values, the other 
option is to go elsewhere. Tobacco com- 
panies the world over face recruitment 
problems for this reason. 

In this context, Aman should come 
to terms with the definition of quality. It 
is not a uni-polar or an absolute con- 
cept. Quality in commercial terms is not 
what is 'the best, but the value expecta- 
tion for a given price. It is the consistent 
conformance to customer expectations. 
If the product or service exceeds expec- 
tations, it is considered better quality. 
However, this perception of value by the 
consumer is ever evolving. Itis not a sta- 
tic perception, but a fluid process that 
changes as a product matures (innova- 
tion) and other alternatives (competi- 
tion) are made available. 

Take the example of playground 
equipment. I assume there is neither 
legislation nor consumer awareness on 
the issue of lead-based paints and, 
hence, this is not likely to provide a com- 
pelling differentiation. Consumer edu- 
cation by itself is not the objective of 
most commercial marketing enterp- 
rises — that is the realm of the legisla- 
ture and consumer activists. If potential 
exists, which can be viably addressed, 
there will be entrants in the market (and 
in the premium segment, I suspect). 
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Having said this, there is increasing 
consumer awareness on safety, health 
and hygiene issues. A company that ad- 
dresses this trend would have the first- 
mover advantage. 

Another theme is the tension be- 
tween disciplines. This issue arises in 
any organisational structure. By defini- 
tion, the objectives of any one depart- 
ment could be in conflict with those of 
another. It is the job of general manage- 
ment to make the calls and ensure that 
each department is working with others 
to maximise shareholder value. The job 
of packaging and commercial is to opt 
for 32 dia if itis 2 paise cheaper. The job 
of the brand manager is to convince 
management of the enhanced brand 
appeal ofa 30 dia tube. 

The issues that Aman raises are usu- 
ally sorted out through processes. Most 
organisations have a multi-disciplinary 
brand team that meets regularly to iron 
out various operational issues, and 
those that cannot be resolved are esca- 
lated to management. Perhaps Aman 
has not explored the various systems in 
the company that deal with the rightful 
concerns he has. 

Which brings us to the career expec- 
tations of young people, especially 
those who have been exposed to the 
'CEO eye-view' at business schools. Or- 
ganisations are made up of depart- 
ments that are "fraught with egos and is- 
sues”. Although Aman has genuine 
concerns about brand management, he 
would be doing himself and the com- 
pany a disservice by not taking the as- 
signment. He cannot expect to under- 
stand or improve things by running 
away from them. 

Is a two-week orientation alone suf- 

ficient for a brand manager? I think not. 
But is he expected to be a molecular 
scientist or microbiologist? No, 
there are experts in that field. Can 
an individual brand manager be a 
full-time, lifelong learner of that 
category? Good idea, but how 
many bright young people are 
willing to spend their entire career 
in oral care? Successful business is 
about optimisation and managing 
the trade-offs this implies. 
Marketers are storytellers. Anda 
good story has to be founded in the 
truth of the product and the consumer's 
relationship with it. i 
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Today 
when 
someone 
asks for 
a phone, 
PDA or 
a music 
player, 
they're 
really 
looking 
for a do- 


everything 


device 















NE of the big crises that seem to 





serious lack of pocket space. Ei- 


ther that or we're expecting alot | 


from one device these days. Well, 

someone did say convergence, didn't they? 
Today, when someone asks me to recom- 
mend a phone, PDA or a music player, they're 


| looking for a do-everything device. If they're 








looking for a digital camera, they'll ask what else 


| itcando. Can it carry some music while we're at 
| it? Will it double up as a webcam? How about a 
| personal video recorder or even a small TV? 


The digital technology industry has several 
schools of thought on what that one device will 
be. Mostly, it depends on which side the bread 
is buttered. First, there are the computer mak- 
ers and the giants who make software for PCs. 


| Thislothas, foralong time, been saying that the 


computer is the centre of the ‘digital universe’. 
Broadband connects to the Internet, and wire- 


| less connectivity has led companies to further 
| project the PC as a digital hub that feeds an en- 


tire house with information, music, video, im- 
ages and everything else you need. The Media 
Center PCs, in which Microsoft Windows XP 
has special features to enable digital entertain- 
ment to be channeled throughout a house, 
have been one of the most-hyped products, re- 
inforcing the computer as that one device to re- 
place all other entertainment devices. 

Another school of thought is that it's really 
the TV which is logically the central digital plat- 
form. It helps that more people have TVs than 
anything else, including phones. Most mem- 
bers in a household will gather around televi- 
sions and it's the ideal place for not just movies, 
but images, music and information from the 
Net. For instance, Canon is busy reinforcing 
this view and is willing to put its money where 
its mouth is by making products like printers 
that print images off televisions. 

Then there are alot of other gadgets that are 
trying to become that one personal compan- 
ion. The PDA tried that route, but didn't do bril- 
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be plaguing mankind today isa | 


One world, 
one gadget 


















liantly. Then there is the universal remote. 
There's also Sony's much touted Playstation 
Portable, which Sony says will be the ultimate 
iPod killer because it combines video games on 
a brilliant display with music and videos and 
the ability to connect to other devices over Wi- 
Fi networks. Add a phone to gadgets like these 
and they could become that digital hub. 
Portable media players like Creative’s Media 
Center gadget are another group. It has music, 
video, recorded movie shows, photos on the go. 

Of course, the smartphone is an even like- 


| lier candidate for a personal companion be- 


cause it now combines the PDAs organiser fea- 
tures, a high-end phone, email, Web browsing, 
document viewing, music player, camera, 
video, radio, games, downloadable programs, 
Wi-Fi connectivity, services and more. It's prob- 
ably on the smartphone that we're most likely 
to experience new, enabled technologies and 
services. But the problem is there is a mind- 
boggling flurry of choices, and figuring out 
what to buy is becoming amazingly difficult. 

A friend who has been asking me to recom- 
mend a phone says he doesn't expect much. All 
he wantsis to be able to use email, see PDF files 
and Microsoft documents in peace, record full- 
length meetings and interviews, listen to a nice 
collection of Malayalam songs, and maybe take 
the odd picture (though that isn't essential)! Not 
unreasonable for a phone, he thinks. What he 
finds unreasonable, if you try to recommend 
one, is that the whole package isn't falling into 
place to suit his needs. It's too expensive, or too 
complicated, or he doesn't like working with a 
stylus, or the music storing capacity isn’t good 
enough, or getting to mail is not quick and easy. 
Or it’s just plain too big and heavy. 

While it’s the smartphones that are getting 
closer to the do-everything gadget, we're cur- 
rently looking for a buyer who is much more 
savvy about his needs. If, for instance, music is 
top of mind, it may be best to look at that as a 
separate gadget for the moment. For a little 
while longer, pockets will have to sagabit. Ni 


As. you drive past, hear.the 
leaves. whispér “thank. you: 


As emission norms are getting stricter, Bosch is busy painting the world green. Bosch has pioneered the Common Rail 
System the world over ensuring significant reduction of pollutant emissions. In India, Mico and Bosch are working together 
to ensure your car has access to the world's best technology. Bosch, the largest auto component supplier in the world 
and Mico, the largest in India, will together make mobility Clean, Safe and Economical. That's The power of We - giving 
you the best of both worlds. So when Mother Nature expresses its gratitude, you can feel it around you. 


MICO The power of We BOSCH 


www.micoindia.com 
www:boschindia.com 





‘vogue — ay 


All the world’s a ramp, 
And all the men metrosexual and 
women size 6... 


O the lay viewer — or ‘con- 
sumer’ as she is popularly 
known — that’s what Lakme 
India Fashion Week (LIFW) 
2005 looked like. Hundreds of 
metres of designer quotes and 
a fraction of clothing later, the mem- 
sahibs from Malabar Hill to Mohali are 
none the wiser. What should they be 
buying to wear to their next kitty party? 
Designer Narendra Kumar' collec- 
tion is inspired by the MMS scandal. 
Shantanu and Nikhil are inspired by the 
Sikh religion. Wendell Rodricks is in- 
spired by the untouched people of the 
world's islands. No one, but no one, is in- 
spired by the idea of clothing the mod- 
ern — not model — Indian woman. 
If geniusis 1 percent inspiration and 
99 per cent perspiration, so is wearable 
fashion. The fashion fraternity is excel- 


lent at the first, hopeless at the second. It | 


is the local tailors and boutiquewaalis 
who put in the sweat. These folks follow 
Fashion Week keenly, adapt an element 
here and an idea there to make clothing 
that women, with good money to 
spend, will buy. But this doesn’t matter 
to the designer darzi. No sir, we design 
for the international market. Didn't you 
know LIFW now attracts foreign buyers 
— the kind with authentic white skin? 


Skirting The Issue 


No doubt, there is some local and inter- 
national demand for small, see-through 
Indo-Western clothing. But that’s noth- 
ing compared with the huge demand 
for interestingly presented Indian 
clothes. Let's face the facts. Nalli's, the 
iconic sari showroom, has an annual 
turnover of Rs 220 crore. The entire In- 
dian fashion design industry is esti- 
mated at Rs 180 crore. 

A Fashion Design Council of India 
(FDCI)-KPMG study estimates the in- 
dustry's turnover to grow to Rs 1,000 
crore in the next 5-10 years. But that 
needs a drastic change in mindset. Gau- 
tam Singhania may grumble that India 
Fashion Week should not be a socialite 
circus but a 'strictly trade event' where 
only the media and serious buyers are 
invited. For a majority of designers, how- 
ever, the socialite is the serious buyer. 








Ritu Kumar and Satya Paul are the 
only truly 'corporatised' designer labels 
in the country — with impressive an- 
nual turnovers in the Rs 25 crore-30 
crore range. Between them, the two 
brands account for over 30 per cent of all 
designer clothing sold in the country. 

Ready-to-wear or 'prét' may be on 
every top designers lips but their bread 
and butter remains exorbitantly-priced 


‘couture’. To achieve sales of Rs 1 crore | 
per annum, a designer first needs about | 


100 clients willing to pick up eccentric, 
exclusive garments for Rs 10,000 each. 
Therest can berecouped from rich Sind- 
his, Marwaris and NRI brides looking for 
designer wedding trousseaus — where 
the designer codeword ‘price on request’ 
is understood to be: “Just-a-few-lakhs 
for this once-in-a-lifetime purchase". 

To get this clientele, the designer 
needs a Page 3 profile. To achieve this 
profile, the designer needs continuous 
media coverage. To attract media atten- 
tion, the designer needs the right mix of 
flash and flesh. The clothes on display, 
then, are meant to sell the designer's 
creative credentials. The clothes the de- 
signer really sells is another story. 

This cottage industry style of func- 
tioning requires a couple of kaarigars 
and master tailors because the number 
of pieces to be produced is small. The 
moment you get into prét (or large scale 
ready-to-wear), there is the headache of 
scale up. Procuring people, processes 
and capital are managerial issues, while 
the designer would rather remain es- 
sentially a creative person. 

There are signs of change. Corporate 
fashion houses like Genesis Colors, 
which took over the Satya Paul label in 
2001, are paving the way. The company, 
floated by former Citibankers Sanjay 
Kapoor and Jyoti Nirula, believes 
economies of scale can be applied to 
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fashion just like any other industry. Re- 
lieved of the production and marketing 
aspects of fashion, the designer can 
concentrate on being a creative animal. 
You might think designers jump at such 
achance. That's not necessarily the case. 
The big names, with their bigger egos, 
don't want to be creative within a frame- 
work — the framework of what will sell. 
Satya Paul’s phenomenal success in 
India is because of a garment rarely seen 
on the LIFW catwalk — the sari. Shob- 
haa De swears by it and even walks 
down the ramp for the label. When 
forty-something aunties from the Great 


Indian designers like Rina Dhaka 
(R) have so far been inspired by, 
and focused on, western wear 





























Upper Middle Class start checking out | rish joined the team, the brand's reach 


the Satya Paul showroom, you know a 
designer brand is no longer merely chi- 
chi. It has truly arrived. 

The other success story, Ritu Kumar, 
is also closely related to management 
acumen. In the four years since son Am- 





and vision have seen expansion. Now 
retailing from 16 outlets nationwide and 
employing a sophisticated customer re- 


| lationship management system to pro- 


file and talk to customers, Ritu Kumar, in 


| her60s, is ruling the roost. A new, youth- 


Where's the India in India Fashion 
Week? The fashion fraternity’s 
ambitious targets will come to 
naught unless it answers that 
question. By Rashmi Bansal 
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focused brand ‘Label’, with separates 
like T-shirts, skirts and kurtis, is retailing 
alongside the intricate Indian wear 
which Kumar is known and loved for. 

Gautam Singhanias ‘Be:’ is the other 
big story in designer retailing. Be: stocks 
over a dozen top designer labels, with 
15 outlets spread across the country. 
Its turnover last year was around Rs 17 
crore-18 crore, with the Mumbai, Delhi, 
Kolkata and Bangalore stores recording 
most sales. And although Be: is report- 
edly improving its sales by 30 per cent a 
year, the lack of defining characteristic 
in the designer-wear it stocks could ulti- 
mately prove to be a pitfall. 

The value of owning or wearing a 
designer brand comes from others 
knowing about it. This happens when: 
a) The brand has a certain trademark 
style which is widely recognisable, 

b) The number of people wearing it 
reaches some sort of a tipping point. 

The trademark style is a tricky area. 
You want the brand to own a certain 
property and still have room to be cre- 
ative. But it can be done. Satya Paul 
owns vibrancy in colours and prints, 
while Ritu Kumar has her trademark 
embroidery and unabashed Indian- 
ness. Individual designers like Ragha- 
vendra Rathore and Sabyasachi Mukh- 
erjee have distinct styles. But the large 
majority don't. They simply flit from one 
collection this year, to another the next. 

Would an FMCG brand fiddle with 
positioning and packaging every year? 
Designers do, and in the process never 
carve out an identity. Besides, unlike an 
Armani who patented the ‘power suit’ or 
Ralph Lauren classic ‘Polo’ sport shirt, 
few Indian designers can claim to own a 
‘killer app. Monisha Jaising introduced 
the hot-selling kurti, but couldn't pro- 
duce the noise or the scale to become 
widely identified with her invention. 

As for the tipping point bit — carry- 
ing a Rs 30,000 Louis Vuitton handbag 
makes sense only because you move in 
a circle where people recognise a real LV 
when they see one. That happens on a 
mass scale in a market like Japan, which 
consumes 40 per cent of the world's 
high-end handbags, shoes and watches! 
It is a country where charcoal-black Ar- 
mani suits (for both men and women) 
are standard office-wear uniform. 

Making designer-wear a 'mass-tige' 
phenomenon will then require quite a 





REUTERS 


Where are the wearers? 


HEN Rohit Bal dressed his male 

models in sindoor and skirts at 
Lakme India Fashion Week (LIFW) 2003, 
a buyer for French designer store Maria 
Louisa wryly commented: "I hope men are 
able to wear this, at least in India. In Eu- 
rope man is, unfortunately, much more 
boring than that." 

But then, if impact is measured not by 
sales but shock value (and pictures on 
Page 1 of newspaper dailies), Bal's show 
was certainly a huge success. Newcomers 
are quick to figure out what the game is — 
and play it with aplomb. 

Shahzad Kalim, winner of the reality 
show Lakme Fashion House, produced a 
dare-and-bare collection for his debut 
show at LIFW. Titled 'Brazen Bollywood 


Meets Rodeo Drive' and set to the beat of Kaanta Laga, Kalim's suitably 
over-the-top work was hailed by industry veterans. 

The irony of it all is that even the socialite set at LIFW chooses to wear 
a Zara dress with matching Fendi bag. So much for moral support to their 
‘favourite Indian designers’! 
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concerted effort. To begin with, there 
has to be a distinction at Fashion Week 
between designers who present ‘vanity 
collections’ and those who are serious 
about India as a market. The first kind 
see themselves as ‘artists’ who want 
their creations hanging in select shops 
in London and Milan. Enough to earn a 
bohemian reputation — and fund a life- 
style to match. The second are the en- 
trepreneurs who salivate at the thought 
of clothing a few million upwardly mo- 
bile Indians. Their dream is to build sale 
and scale — and the kind of clothes they 
create reflects that. 

Will LIFW celebrate the bizarre or the 
bazaar? Until there's some soul-search- 
ing on that question, Indian fashion will 
remain weak. As far as the average In- 
dian woman is concerned, trends set by 
Bollywood heroines — and Balaji Tele- 
films — will continue to rule. 








The author is an IIM Ahmedabad grad- 
uate and founder-editor of the popular 
youth magazine, JAM. She can be reached 
at rashmi@jammag.com. 
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Rangnath Salgame 
President 
Cisco Systems (India & Saarc) 


IAM reading IN AN UNCERTAIN 
WORLD: Tough Choices from Wall 
Street to Washington by Robert Ru- 
bin and Jacob Weisburg. The former 
was co-chairman of Goldman Sachs. 
He was later treasury secretary in the 
Clinton administration. 

I admire Rubin for his astuteness. 
Heis a brilliant strategist who is also 
deeply rooted in the real world. His 
book takes us into the nerve centre of 
WallStreet, the White House and the 
treasury department. I recommend 
this for all those who are interested in 
complex decision-making. 

I mostly read business books, 
socio-cul tural history and fiction. Ni 


ALERT 


Fearless Nadia 


By Dorothee Wenner 
(Penguin Books) 





IN 1935, something ex- 
traordinary occurred in 
Hindi cinema. A well-en- 
dowed European blonde 
burst on the scene, 
sometimes masked and 

i usually carrying a whip 

i or revolver, and took 
the box office by storm. The 
daughter of a Scottish soldier and 
a Greek dancer, she became leg- 
endary as Fearless Nadia for her 
daring stunts. Critics dismissed 
her movies but Nadia became an 
iconic star, famous as Hunterwali 
who would swing on chandeliers, 
run along speeding trains and 
beat up men. This is her story, 
and it’s captivating. 


FEARLESS 
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Sino-Indian 


SACHIN CHATURVEDI 


HE World Trade Organisation 

(WTO) and China are two is- 

sues in contemporary research 

themes that have received 

much attention. The amount of 

literature churned out on these 
two topics is overwhelming. 


This book, Future Negotiating Rites New 


Issues At WTO: An India- 
China Perspective, takes x 


both the themes forward, 
but from a somewhat dif- lJ 

" Editors : 
ferent standpoint. It looks Bibek Debroy 


beyond the customary 
Sino-India bilateral trade 
relationship to examine 
the trade and investment 
issues that could help the 
two countries put to- 
gether an effective part- 
nership at the WTO. 
Edited by Bibek Debroy and Mo- 
hammed Saqib, itis an insightful collec- 
tion of papers presented at the post- 
Cancun India-China deliberations, org- 
anised jointly by the Rajiv Gandhi Insti- 
tute of Contemporary Studies (RGICS) 
and the China Association for Interna- 
tional Friendly Contact (CAIFAC) in 





SELECTION 


An ad man’s 
vanishing act 


O you want to know all about one of 

the largest advertising agencies in 
India that is not based in Mumbai, is 
family-owned and was headed by one 
man for 23 years and seven days? Then 
read about Mudra Communications. It 
was set up with capital of Rs 35,000 
and became the third largest advertis- 
ing agency in the country. The author 
takes pains to emphasise this across 
182 pages. Fortunately, the book is 
small format and set in large type. 

Mudra was born when Frank Sim- 
oes, who did the advertising for Vimal, 





Moliammed Sagib 





Delhi. The 16 papers collected here cov- 
er a vast canvas — from agriculture to 
services and anti-dumping measures — 
but not always effectively. 

The only WTO agreement covered 
which provides a comparative analysis 
of both the Chinese and Indian perspec- 
tives is the agreement on agriculture. 

The two chapters by 
Rachna Sharma and 






FUTURE 
NEGOTIATING 
ISSUES AT WTO 


An India-China 
Perspective 

Edited by Bibek Debroy 
& Mohammed Saqib 






Globus Books 


Pages: 486; price: Rs 675 


T.C.A. Srinivasa Raghvan and Justin Yifu 
Lin give a clear picture about the com- 
mon food and livelihood security con- 
cerns the two countries share. Lin be- 
lieves that no country would like to beat 
the mercy of others where food security 
is concerned, and proposes safeguards 
that do not make either China or India 
heavily dependent on imports. 


decided to call it quits. That was the 
time when Vimal Suitings was having a 
face-off with Raymonds, and Simoes 
decided to plump for the latter. 

A.G. Krishnamurthy makes heavy 
weather of the tough battle to run Mu- 
dra. Agreed, it was tough to run an ad 
agency based in Ahmedabad during the 
19805, but if the owner happens to be 
Dhirubhai Ambani, it should not have 


THE INVISIBLE 
CEO 


By A. G. 
Krishnamurthy 


Tata/McGraw Hill 
Publishing 


Pages: 182; 
price: Rs 250 
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He suggests that the two countries 
propose an agreement on prohibition of 
food weapons, just like the existing 
treaty on the Prohibition of Chemical 
Weapons and the Treaty on the Non- 
Proliferation of Nuclear Weapons. 
Though Lin assumes that with this kind 
of treaty, both India and China could 
make their imports less vulnerable, he 
does not clarify how such a treaty would 
help reduce import costs or even sta- 
bilise the constant decline in commod- 
ity prices at the global level. Neverthe- 
less, the very idea of India and China 
initiating joint action plan for food secu- 
rity is an important one and should be 
explored beyond theWTO framework. 

Another important paper on agricu- 
lutre is by Saqib on the Sanitary and 
Phyto-sanitary Measures (SPS) agree- 
ment of WTO. The paper highlights the 
Indian experience in dealing with vari- 
ous SPS measures, suchs as non-tariff 
barriers (NTBs). While presenting an 
overview of the institutional framework 
available in India to deal with SPS and 
NTBs, Saqib concludes that the Indian 
government is not equipped to deal 
with these issues. India performed 
poorly at international standard setting 
meetings because representatives to 


been too bad. The author goes to great 
lengths to show. just how close he was. 
to the owner of Reliance — -and Vi mal- 

<: The book is split into three parts. 

The first. section, ' ‘My Mudra Years’, talks. 
about the 23 years (and seven days) 
that Krishnamurthy spent at Mudra, en- 
capsulated in just 49 pages. That i is the 
substance of the book; the. rest is ex-- 

7 cerpted from his former column, AGK- 
speak. The tast 50 pages. talks about 
the various advertising campaigns h ace 
has liked over the years. 

And what i is an invisible CEO, as Kri z 
shnamurthy calis himself? itis one who- 
is low profile but effective, apparently in 
contrast to high-profile CEOs who regu- . 
larly make it to the front pages. Like- _ 
wise, the value that the. book offers to 
the reader is not quite visible: either. 






„ANUP JAYARAM. | 


item feat AA S a aN gg A AAA Pee AA a Mere ll aa i pt ar aser e tae A 49 ASI i rnm a aa 


an honest book, and unfolds 
- like a play, with very deliber- 
ate sequence and action. | 5 
 Actisets the scene through a pair OF li 


poster behind her saying Vishaal ' 

t -Aamshabha,: which means 'a big public 
.| meeting’. The other is of the army exam- | 
| iningthe remains of a riot. It sums up 
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BIBEK DEBROY is director of the Rajiv 
Gandhi Institute for Contemporary 
Studies (RGICS). He has worked with 
the indian Institute of Foreign Trade, 
National Council of Applied Economic 
Research and as consultant to the 
Government of India 


MOHAMMED SAQIB worked with ICRIER, 
an economics research organisation, 
before moving to the RGICS. He was — 
earlier consultant with the World Bank, 
UNDP and the Government of India 


dudum meetings are not selected for their 
professional expertise. 

An interesting paper by Aradhna Ag- 
garwal discusses one of the most intri- 
cate issues in the WTO: anti-dumping 
measures. This is an important area 
both for India and China, but for differ- 
ent reasons. The paper rightly articu- 
lates the asymmetric dimension of the 


anti-dumping provision. For instance, 


Article 15 of the provision, which incor- 
porates certain concessions for devel- 
oping countries, is completely non- 
operational, India, however, is among 
the leading users of the anti-dumping 
measure whereas China has been at the 
receiving end; its exports have attracted 
the most anti-dumping action. 


A paper with a Chinese view on the - 












ie | nd 


| ANJUSHREE Thapa's $ | 
I FORGET KATHMANDU is 


, 

| pictures. Since the author has a degree | T 
in visual arts, the images she usesare |i 
| important. One shows an old lady with a | 
| 

| 


the chaos of the current situation in 
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at the 





spurt of anti-dumping measures 
against it would have completed the 
picture. Similarly, the chapter on dis- 
pute resolution by Julien Chaisse and 
Debashish Chakraborty should also 
have taken into account the anti-dump- 
ing experience of the two economies. 
Although there are some papers 


. dealing with immediate adjustment is- 


teresting. Her » languingd Just tows: She. 
| took three years 
which she | egan 
| and her research is impressive. All — — 
.| through it, one: feels the fear in both the: 
| Nepali people. and the writer herself. W 
Nepal. Thapa brings ina host of voices, | 
. many of them of the illiterate and sim- 1^ 


_ products. Is India paying heed? 


sues being faced by China with its entry 
in the WTO, many of these do not pro- 
vide a clear picture of the commitments 
made by China as part of the WTO ac- 
cession agreements. China is often criti- 
cised for accepting the high cost of ac- 
cession, which has raised the bar for 
countries like Cambodia and Nepal, 
which are also seeking membership. 

In fact, what is missing in this vol- 
ume is the Chinese perception on most 


_ issues. It is only in Lin's paper that we get 


to know that China expects to get access 
to new technology through WTO agree- 
ments, especially for enhancing food 
quality and safety. It is telling that, as of 
late, China has emerged as a major ex- 
porter of vegetables, fruits and livestock 
Ll 

Sachin Chaturvedi i is fellow, 
Research and Information System, Delhi 





usion Pole tas supreme ain the 
Himalayan Kingdom. After 









| write this book, 
after the massacre, 


JYOTI THAPA | MANI 



























* TNL was created by the Department of 
Telecommunications (DoT) in 1986 to 
- fob off Rajiv Gandhi. He wanted to cor- 
4 poratise and eventually privatise DoT. 
B. DoT offered him a sop — that it would 





a "agorporatise f its business i in Bombay and Delhi to start: 
_ with. Soon he was so mired that he had no time for DoT. 
_ Meanwhile, MTNL had a lucrative monopoly in the two 
~~ richest cities, and DoT milked it for all itwas worth. Asa | 
. government department, DoT could not borrow. Soit got | 


MTNL to borrow from banks and financial institutions 


tation allowances. Altogether, it used Rajiv Gandhi's ‘re- 
form’ to have a whale ofa time. | 
. Now the party is over. 
MTNL faces competition from 
. potent private companies; its 
business is shrinking. In the 
meanwhile, a government has 
been elected that is proto-Raji- 
vian in its outlook. It would 
never privatise or sell off a gov- 
ernment company. So there is 
no easy way out for MTNL. The 
-simplest solution would be to 
go back to how things were be- 
fore Rajiv and to merge MTNL. 
with BSNL, as the corporatised 
DoT is called. The daughter 
can neither support herself nor 
< be married off, so she might as 
"*. well be given shelter in the 
^. parentalhome. 
. A Butthe finance ministry, the stingy father does. not 


| | like the pecuniary implications. If the two companies ; are | 
merged, huge stamp duty will have to be paid on the ac- - 
. quired assets. And the DoT deputationists would come. 


home to roost. The indecent salarie 
deputation cannot continue if the 


they? were given on | 







merged. So the government is lookin: 
not a merger: it is looking to sell MT? 





. sodomy, but that never stopped a government. 


. years ago, when there was an industrial downturn, the 


they worked out the solution. Show that the loss-making 
company has taken over the profitable one. That way, not 
. Sure can the stamp dat be avoided, but: the losses ofthe | 





. andsiphoned off the money. It pretended that MTNUs | 
Staff were on leave from itself and gave them huge depu- | 


| 
| 
| 
| 
ng fora merger that i is. | 
E | 3 to BSNL, its : | 
younger, fatter daughter. It sounds like incest and | 
.. But where the government fears to tread, there many us 
! ‘private’ companies have been before. Stamp duties areas | 
_ big a threat to private as to government companies. Eight | 
| 
| 
| 
| 
| 





Stamp duty, like all 
transactions taxes, is a bad 
tax — the chief cause of 
undervaluation of property 


-o promoters of many loss-making companies faced the | 
-same problem: how to avoid ruinous stamp duties? And - 


| 
| 
| 
| 
| 
| 


“make markets narrower and less liquid. T 


first ¢ company can be written 1 off against the profits of the 
second. The best way for the government is to let MTNL 
make losses, and then to make it take over BSNL. That- 


may take time; MINLis not yeti in such dire: straits. Howi is 


it to be kept alive till then? — 


The answer is: as MTNL begins to run out of money; it 





- should borrow from BSNL. One ofa promoter's compa- 
- nieslen d ling to another may1 bebad corporate practice for. 
the private sector; but when did such niceties stop the 
government? Once MTNL has accumulated large enough 
| losses, it may not even need to take over BSNL. BSNL can 


then be declared to be a bank; theni it can take. over MINL 
undertheSecuritizationAct. — 
If neither solution appeals to the government, there! is 
! still one alternative left: abolish 
stamp duty. The hurdle it 
places to mergers is the least of 
its evils. Thestamp duty on real 
estate transactions is one 
cause of rampant undervalua- 
.tion — the major cause now 
.that the Central government 
. has more or less abolished tax 
 oncapital gains. 
_ However, stamp duty is a 
tax assigned to states by the 
Constitution; how can the 
Centre abolish it? In the same 
way as it abolished state sales 
taxes — by replacing it with 
something better. Instead of 
‘taxing occasional property 
sales, state governments 
. shouldlevyan annual property 
tax Recently a i number ofcities have begun tolevy tax on 






















the basis of the average market value of properties inalo- 
. cality. Such a tax, which is independent of the value of an 
individual property, | is the right substitute for stamp duty. | 


In the case of companies, too, the taxon corporate as- 
set transfers should be replaced byz anannualtax on com- 


| panies’ real assets. State. governments are loath to tax 


company property because they want to attract industrial 
capital. But experience all over the country shows that at- 
temptsto attract industry bytax concessions do not work. 

Industrial: enterprises stay while their tax holiday lasts; 
then they: migrate, go sick or change their business. The 
country is strewn with defunct industrial establishments, 

as well as estates. Even the Centre can learn from the 


states’ blunders. Transactions taxes are uniformly bad. 


They are universally evaded; and where theya are not, they ; 
That goes for the | 
Centres tax on security transactions, and the proposed | 
taxon cash withdrawals. Both deserve to beju junked. B 








BUSES Wont D. 66 9:MAY 2005 


v S me| aw | Cottons 


this 10096 Natural Cotton 
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Introducing Confidence 
RR in plain, checks & stripes 


Checkmate the competition with a selection of trendiest 
international patterns and weaves. Cottons by Century 

is made from 100% cotton yarn using compact spinning 
technology. Choose from an exquisite range of smart 
corporate dressing and casual wear. Revel in your confidence. 





Cotton Confidence >> Shirts | Trousers | T-Shirts | Kurtas | Accessories >> Century "Stie CINA: 


MUMBAI FLAGSHIP STORES: WORLI, CENTURY BHAVAN, 24378400. * GOREGAON (E), THE HUB, 26865252. 

DELHI FLAGSHIP STORES: CONNAUGHT PLACE, E/27, 23416068. + GURGAON: CITY CENTRE MALL, MEHRAULI GURGAON ROAD, 5068240. 
KANPUR FLAGSHIP STORES: KOTTS 'N, KOOL, TILAK NAGAR, 7/90-A, 2534186. 
EXCLUSIVE BRAND OUTLETS: WEST * MUMBAI: WORLI, B.D.D. Chawls, 24385403 * BANDRA, Linking Road, 26465622 * VILE PARLE (E), M. G. Road, 26130832 
* BORIVILI (W), Opp. Ajanta Talkies, 28625050 * THANE: Ram Maruti Road, 25393366 * World Trade Centre, 22184495 * PUNE: Laxmi Road, 56024645 * NASIK: College 
Road, 2314094 * NAGPUR: Sitabuldi, 2556448 * AHMEDABAD: Mardia Plaza, C. G. Road, 26403499 * INDORE: Sapna Sangeeta Cinema Road, 2460900/2461841. 
NORTH * DELHI: Central Market, Lajpat Nagar, 51721178, J-87, Private Shop No.1, Rajouri Garden, 51446598, Nangia Park, Shakti Nagar, 27463416 * NOIDA: G - 50, Sector 
18, 2591309 * FARIDABAD: Ansal Plaza, Sector 15-A, 5013114/5* GHAZIABAD: 75, Ambedkar Road, 3945877 * AMRITSAR: Nehru Shopping Complex, Lawrence Road, 
3099062 * JALANDHAR: 301-R, Model Town Market, 2272867/2272451. SOUTH * CHENNAI: 100, Pondy Bazar, 28150323 * BANGALORE: Commercial Street, 51238511, 
Shivang Creation, Jayanagar, 4th Block, 26639971 * SECUNDERABAD: M.G.Road, 55337171/55337272 * HYDERABAD: Punjagutta, 55757272 * BELGAUM: Khade Bazar, 
5204961. EAST * KOLKATA: 25/B, Camac Street, 30954639. 


ALSO AVAILABLE AT: SHOP IN SHOPS: ® Seematti, Kottayam: 2563396 & Ernakulam: 2353216 * 





, Ernakulam: 2366458 * © PARTHAS , Trivandrum: 2572535 


Combe emt m & 


&Ernakulam:2403669* '€7* Kolkata, 25534564 dii pa 
FOR TRADE ENQUIRIES CONTACT: Century Textiles & Industries Ltd., Mr. Mahendra Padhy, e-mail: mahendra@centurytext.com, Cell: 09323568900, Tel : +91 - 22 - 24957000, Ext : 4023 ti 
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Inviting candidates 
with minimum 
2 YEARS WORK 
EXPERIENGE for a 
1 YEAR MBA PROGRAMME 
that will change 
your career path 








Management experts are unanimous that an MBA programme delivers maximum value if done after a couple of years 
experience, as the student can then relate the theories to real life experiences for an in-depth understanding. TASMAC is 
perhaps the only institute in India that insists on a minimum of 2 years work experience as an eligibility criterion. Thus 
you become a part of a group working at the same frequency creating a stimulating learning ambience. 


The intensive one year MBA at TASMAC promises to be the 
most satisfying and rewarding experience of your life. 


At TASMAC, Pune & Bangalore, get globally recognized British Management Degrees validated by 
UNIVERSITY OF WALES, U.K. 


M B A e Students are registered with University of Wales, the second largest and 


one of the four federal universities in the U.K. 
e Students receive the same ae as that received by students studying 


MASTER OF BUSINESS ADMINISTRATION within the University of Wales, | 
(ONE YEAR - FULL TIME) (TWO YEAR - PART TIME) e Programmes are intensive in nature, and hence of shorter duration. 


Specialisations : Finance, Marketing, Human Resource ° The MBA programme is supplemented with a unique managerial skills 


í * s development programme, titled 'Pathways to Success' 
Management, Information Management & International Business. e An overwhelming response from the industry for placements. 


Eligibility : Graduation with 2 years r elevant work experience or — e Past students are well placed in reputed companies with good salaries. 
Non-Gradvates over 25 years of age with 2 years relevant work ^ e Fees much lower compared to similar programmes in U.K. In addition, 
experience | students save on travel, accommodation and other expenses. 


The Master of Science Programme in Information Systems is designed to prepare 
students to meet the demand of designing and developing software-intensive 


MSc information systems. 


Eligibility : A good bachelor's degree from a recognised university OR non-graduates 
INFORMATION SYSTEMS — quer the age of 25 years who can demonstrate relevant and appropriate prior 
Duration : 1 Year learning experience (minimum of 2 years) that would enable them to contribute to 
and benefit from the programme. 





(Bangalore campus only) 


e TASMAC is ranked A+ by Business India in their report on India's B schools, placing it in the top bracket. 


e TASMAC is the first institution outside Europe and the only institute in India to be accredited and 
recognised by the British Accreditation Council, U.K 


e TASMAC is India's first ISO 9001:2000 certified management institute 
ADMISSIONS OPEN FOR JUNE 2005 INTAKE 


TIAISIMIAIC TRAINING & ADVANCED STUDIES 
IN MANAGEMENT AND COMMUNICATIONS LTD. 
Corporate Office and Pune Campus : TASMAC House, TASMAC Road, Viman Nagar, Pune - 411 014 (India). 
Tel. : +91 020 56003871/56003872/26632456/26632893/56263534, Fax : +91 020 56001431 
E-mail: wales@tasmac.ac.in Website: www.tasmac.ac.in/wales 


Bangalore Campus : TASMAC House, 7/6, Bull Temple Road, Basavangudi, Bangalore - 560 004. 
Tel. : +91 080 26606942/266007 16/26600717/51506630, Fax: +91 080 26606943 E-Mail: bangalore@tasmac.ac.in 


BRANCH OFFICES - Pune : C2, Shardaram Park, 37/37A, Sassoon Road, Near Jehangir Nursing Home, Pune - 411 001 (India). 
Tel. : +91 020 26127289/26136589/26130423, Fax : +91 020 26124279. Mumbai : 2/22. Tardeo A. C. Market, Tardeo, Mumbai - 400 034. 
Tel. : +91 022 23516430/23513656. E-Mail : mumbai@tasmac.ac.in Hyderabad : 102, Ashoka Plaza, 1st Floor, Masab Tank, Hyderabad - 500 028. 
Tel. : +91 040 55662724 / 5. E-Mail : hyderabad@tasmac.ac.in Kolkata : 56B, Ritchie Road, Near St. Lawrence High School, Opp. Maddox Square, 
Kolkata - 700 019. Tel. : +91 033 24850201/24850202, Fax : +91 033 24861507. E-Mail : kolkata@tasmac.ac.in Guwahati : 2nd Floor, Chancellor Commercial 
Building, H. B. Road, Panbazar, Guwahati - 781 001 (Assam). Tel. : «91 0361 2608061, E-Mail : guwahati@tasmac.ac.in Ahmedabad : 213, University Plaza, 
Near Ras Ranjan, Vijay Char Rasta, Navrangpura, Ahmedabad - 380 009. Tel. : +91 079 27911327 E-Mail : ahmedabad@tasmac.ac.in Authorised Counselling 
Centre in Kerala : Global Connections, L-2, Jainagar Medical College PO, Trivandrum - 695 011. Tel. : 0471 - 2447536. Mobile : 98461 11554 / 98461 88688 
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Rural Remedy 


Q Your cover story was good 
to read. I feel that the 
strategies of ITC are more in 
sync with the ground reality 
of India’s rural areas. And 
their business model has 
the capability to serve not 


just one line of business; it could be 
a vehicle for all sorts of retail and service ventures. 


Lo 


—— 


"" Gus. 


"eats 
ned eT 


dort" 


Perhaps, in the future, e-Choupals could be extended to offer 
vocational training courses for locals. 

ITC's model is the best because their strategy is not just an attempt 
to pry open an untapped market. They are taking the lead and using 
their business to leverage a rural revolution. 


Ankur Katiyar, via email 





TOO BIG AN EGO 

Yogi Deveshwar has done it again. 
The man responsible for the pheonix- 
like rise of ITC has taken the company 
towards a goal that should be part of 
the vision of every corporate in India — 
robust rural commerce ('ITC Vs HLL, 
BW, 2 May). HLUs Vindi Banga is too 
systems-bound, or maybe the bosses 
in Unilever are responsible for the 
situation. Regardless, in today's 
competitive world, one cannot rest on 
ones laurels. Myopic vision results in 
mediocre performance. 

Sameer Phali, posted on BW website 


PROGRESSIVE CHANGE 

The Indian Institute of Science has 
become more progressive (‘Science For 
Sale, BW, 2 May). Partnering with 
private companies will help classroom- 
bound Indian students get the feel of 
the actual requirements of the industry. 
I.R. Sharma, posted on BW website 


E The commendable work done by 
scientists at the Indian Institute of 
Science in Bangalore will motivate the 
young to devote more time to research 
work — not in some foreign lab but 
inside an institute in India. Hopefully, 
measures like these will help stop the 
"brain drain’ of our bright scientists to 
foreign lands. 

Arvind K. Pandey, via email 


INTELENET RESPONDS 
This refers to your news article 'BPO 
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Companies; Doomsday Ahead?' (BW 
11 April). I would like to say that the in- 
clusion of Intelenet as one ofthe com- 
panies that would be "merged, ac- 
quired or marginalised" was a 
speculative presumption on your part. 
While I appreciate the correspon- 
dent's attempt to give a perspective on 
the Gartner report and the health of 
BPO companies in India, your erron- 
eous presumption that Intelenet would 
be affected has caused considerable 
damage to our reputation, and could 
also impact our business negatively. 
Intelenet has had over 100 per cent 
year-on-year growth rate since incep- 
tion. From revenues of Rs 21 crore in 
2002-03 and Rs 117 crore in 2003-04, we 
hope to achieve over Rs 250 crore in FY 
2004-05. We expect a minimum 50 per 
cent year-on-year growth rate for the 
next three years. 
Radhika Balasubramanian, chief 
support officer, Intelenet 


BW replies: 

The Gartner report forecast that 

70 per cent of the top 15 Indian-owned 
BPO outfits would be either merged, 
acquired or marginalised by the end 
of 2005. The BW report took the view 
that the Gartner perception of the 
threat to Indian-owned BPO outfits 
might be overplayed. 


Write in at 
editor@bworldmail.com 
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COVER STORY 32: 


Chock-a-Block 


The cable TV pipes in India are clogged. Over 160 TV 
channels are fighting for space meant for 106. Another 
20-odd more are getting ready for launch. It is now 
routine for broadcasters to pay multi-system 
operators and cable operators to get better visibility. 
As it gets worse, the logjam is putting the growth of the 
industry at peril, and consumers completely at the 
mercy of the cable operators. The business could 
consolidate its way out of the problem. Alternately, the 
government could move to digitise cable TV and 
encourage other platforms like Direct-to-Home and IP | 
TV and speed up the process. Businessworld takes a 
look at the options. 








ANAND SINHA 
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IN THE NEWS | IN DEPTH 


11. RPG Exits Foodworld 


In a mystifying deal that raises as many questions as answ- 
ers, the Tatas have bought some Foodworld stores from RPG. 











12 Power Maharashtra is reeling under a power crisis. 
Will a resurrected Enron be enough to save the state? 


14. Reliance The battle between the Ambani brothers 
looks set to be staged on a new plank - retail. 


16 Linux Theopen source oper- 
ating system, which more and more 
companies are migrating to, has met 
its Y2K. What is the Linux 2038 bug, 
which industries will be affected 
first, and how can it be debugged? 








| 


China has begun monitoring SMSs and is even cracking down 
Linux Penguin: Can it remain the on people like novelists and rock stars. The economy is being 
darling of techies? liberalised, but its society is still far from freedom. 
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44. IDFC The infrastructure 
finance outfit saw more govern- 
ment reports than deals during the 
reign of Nasser Munjee. Can Rajiv 
Lall, the new head, change this? 


Rajiv Lall: His top concern is » 
India's creaking infrastructure 


50 IT Fourlessons for Indian information technology and 
BPO companies that want to pitch abroad. 


54 Indo-Pak Ties A fresh approach to restructure the 
relationship between the two neighbours. 











64 Bookmark How do societies collapse? Best-selling 
author Jared Diamond mulls over doomsday scenarios. 








COMMENT 
42 Ashok V. Desai Well-planned 


infrastructure is the key to success in 
manufacturing, as China has shown. 


GUEST COLUMN 


46 Noni Chawla Inthe dynamic and vast 
corporate world, CEO coaching is an idea whose 
time has come. 


ECONISHAD 


52 N. Rajadhyaksha India may have 
had higher economic growth today if the Cen- 
tre had listened to the voices of dissent in 1956. 


ARBOR MENTIS 


60 Subroto Bagchi Organisations need 
to invest in a process to deal with matters that 
constitute breach of integrity. 
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Broadcast logjam 


OT many countries in the world have as many 
television channels to choose from as India. 
And not many countries in the world have such 
a messy way of distributing them through thou- 
sands of small-time cable TV operators with po- 
litical clout, but without the money or the incentive to upgrade 
their infrastructure. The result is that the cables that go into 55 
million homes around the country do not have the capability 
|_to carry as many channels as there are trying to get into them. 
Channel owners, therefore, spend huge sums of money to get 
carried on cable networks and viewers often don't get to see 
what they want to see. No wonder, India’s television market is 
slowing down just when it seemed it was taking off. 

The solution to the problem is well known: digitising cable 
and creating more ways of reaching television to the con- 
sumer, whether through DTH or 
through telephone lines. What 
that requires is smart policy- 
| making, but the information 
and broadcasting ministry does- 
n't seem to have the inclination 
to take up such a hard task. "The 
Telecom Regulatory Authority of 
India keeps coming up with sen- 
sible suggestions on what can be 
done, but they all remain on pa- 
per,” says senior editor Vanita 
Kohli-Khandekar who has writ- 
| ten the cover story. 

There's another area, however, where the Manmohan 
Singh government can claim credit: foreign policy. It was Vaj- 
payee who started reshaping India’s strategic environment, 
but Manmohan Singh has taken the process forward, whether 
| itisin relations with the US, China or Pakistan. The change in 
the India-Pakistan relationship is particularly significant. 
There's now increasing optimism that the neighbours can 
work out their problems without war. 

Finding lasting solutions, however, would require a better 
understanding of what the real conflicts are. Contrary to pop- 
ular opinion, they may not just revolve around territory. That 
is reason for both hope and distress. Hope because novel solu- 
tions, not publicly discussed so far, could turn out to be work- 
able, and distress, because at least one of these conflicts — 
over water — could become worse with the passage of time. 
Turn to page 54 for more on that from the Strategic Foresight 
Group of Sundeep Waslekar. 
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Too many channels, too little bandwidth. 
‘There is a way out of this logjam, But will 
e government listen? 
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| TONY JOSEPH, EDITOR 
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SANJIT KUNDU 


IN THE SPOTLIGHT 
Nikhil Meswani 


UST who is Nikhil Meswani, 
whom the Anil Ambani camp 
accused of misleading Sebi? 

Nikhil is the elder of the two 
Meswani brothers, cousins of the 
Ambanis. He is an executive direc- 
tor on the board of Reliance Indus- 
tries (RIL) and a director in some 
other group companies. Younger 
brother Hital is also executive di- 
rector at RIL. They were inducted 
into the board by Dhirubhai Ambani 
after their father, Dhirubhai's 
trusted nephew Rasiklal Meswani, 
passed away in the 1980s. 

The two have always kept a low 
profile. But they are also the only 
family members intimately involved 
in the Reliance business today. 

When the Ambani spat became 
public, it was soon clear that the 
Meswani brothers had thrown in 
their lot with Mukesh. At a rare 
public function attended by both 
Anil and Mukesh, Nikhil sat with 
Mukesh while Anil sat on the other 
side of the aisle. Recently, when 
Mukesh paid a visit to the prime 
minister, Nikhil was by his side. 

Of late, Nikhil has often spoken 
on the RIL chairman's behalf. He 
has also briefed analysts — some- 
thing only Anil used to do. Some Re- 
liance executives say that after the 
split is final, Nikhil might become 
the public face of the Mukesh-con- 
trolled RIL. At any rate, prepare to 
hear a lot more about him than you 
have all these years. B 








NEERAJ TIWARI 






Hospitality 


Conference 


Gifts 


* For pharma and 
software compa- 
nies, only 596 of 
these expenses 
will be taxed 


Where taxes have been cut 


Scholarship to children — — 
Entertainment 


Employee welfare . 

Sales promotion, incl. publicity 
Where taxes have been retained or raised 
Concessionaltickets = = | — 
Contribution to superannuation fund EGUES 
Festival celebration _ 


Use of club facilities — &— 
Use of health clubs sports _ 
Conveyance tour & travel * — — 
Hotel boarding & lodging * — 
Running & repair of motor car. 
Running & repair of aircraft — 
Use of telephone 


changes in FRINGE BENEFIT TAX 


% of expense taxed 
NOW 


EARLIER 
EU 


Maintenance of accommodation — M 








Actuals 
Actuals 


Actuals 


FRINGE BENEFIT TAX 


To whose benefit? 


HILE introducing the Fi- 
nance Bill this year, the 
finance minister had 
sought to justify the 
fringe benefit tax (FBT) by the fact that 
it’s difficult to tax the collective benefits 
enjoyed by employees. However, in the 
text of the Bill, a large number of items 
that had nothing to do with such bene- 
fits were included. Legitimate business 
expenses such as travel, staff welfare, 
hotel and lodging, conferences and 
contribution to superannuation fund 
were included. Obviously, Corporate In- 
dia has been up in arms over this provi- 
sion. The amendments to the Finance 
Bill have mercifully made several chan- 
ges that partly dilute what would other- 
wise have been a draconian provision. 
The changes fall in three broad cate- 
gories: rationalisation through exclu- 
sions, reduction of base, and industry- 
linked ‘concessions’. There are several 
expenses where the base of disallowance 
(the share of the expenses that would be 
taxed) has been reduced from 50 per 
cent to 20 per cent (See ‘Changes In 
Fringe Benefit Tax’). But disappointingly, 
contribution to superannuation funds 
has been retained for FBT at full cost. 
Now, the tax laws have, over many 
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years, provided for concessional treat- 
ment on this for both employers and 
employees. Also, the intended move to 
the EET system of taxation (exempting 
contribution and accumulation, but 
taxing withdrawal) is for encouraging 
saving. So, subjecting contribution to 
superannuation fund to FBT at the con- 
tribution stage seems unjustified. 

There are some larger implications 
of the FBT regime. The dilution has re- 
duced the incidence of areas that would 
have called for a rejigging of salaries. But 
it could still be needed for items such as 
superannuation contribution and car 
perquisites. Also, there is no exemption 
for loss-making companies from the 
FBT regime — clearly a violation of the 
basic principle that income tax is a tax 
on income. 

One also wonders if the industry 
concessions for software and pharma 
could be considered discriminatory. For 
example, significant travel is involved 
for the FMCG and agro input industries 
too — should they not have been also 
entitled to the concessional treatment? 

Overall, the dilution is clearly wel- 
come and will soften the impact. The ef- 
fective rate is now 33.66 per cent of 20 
per cent (which is the base for most 


items), or 6.73 per cent. It was earlier 
marked as 33.66 per cent of 50 per cent 
for most items, which would have trans- 
lated to 16.83 per cent. 

Clearly, the software and pharma in- 
dustries will benefit from the lower 5 per 
cent base for travel and hotel expenses, 
which for other industries would be 20 
per cent of the expenses. One under- 
stands from the CFOs of major software 
companies that the FBT impact, post 
amendment, is unlikely to be material. 

However, BPO companies — where 
again travel and lodging expenses, espe- 
cially for overseas marketing, are likely 
to be significant — have not been given 
the concessional treatment provided to 
software, which is clearly unfair. 

The pharma industry would benefit 
on various counts. One, as a result of the 
reduction of the base for both travelling 
and hotel expenses. Two, as advertising 
expenditure is now out of the net sub- 
stantially. The reduction of the base for 
software and pharma will also have a 
beneficial impact on the hospitality and 
airline industries. That's because the 
user industries are less likely to put arti- 
ficial curbs on travel. 

Procedural overload: The provisions 
still require detailed tracking for estab- 
lishing the base of FBT disallowance — a 
separate return, advance tax, interest for 
defaults, etc. The complexity is com- 
pounded by the fact that the statutory 
Companies Act requirements for profit 
and loss accounts do not prescribe such 
a categorisation for most FBT items, in- 
cluding conference, employee welfare, 
sales promotion and entertainment. 

The objective of FBT — to tax the 
benefits that are collectively enjoyed, 
such as the use of corporate clubs and 
possibly holiday homes — is under- 
standable. However, among legitimate 
business expenses (such as conference, 
travel and hotel expenses) — while 
there will always be some cases where 
certain benefits are enjoyed by employ- 
ees — taxing 20 per cent of the amount 
with FBT is undesirable. 

Clearly, the FBT regime will generate 
some revenue for the exchequer. But it 
appears to be a disproportionate re- 
sponse to the issue of collective benefits 
enjoyed by employees. EH 

KETAN DALAL 
(Theauthor is senior partner at 
advisory firm RSM & Co.) 


RPG RETAIL 


Foodworld going to Tatas 


HE ownership of Foodworld, 
| one ofthe first supermarket 
chains in the country, is about to 
change hands. After six months of hec- 
tic negotiations, the RP Goenka group is 
about to part ways with Dairy Farm In- 
ternational (DFI), its joint venture part- 
ner in Foodworld Supermarkets. 

As part of the deal, the Tata group 
will pick up RPG's 51 per cent stake in 
the supermarket chain. RPG and DFI 
will also divide the 93 Foodworld stores 
among them. RPG will retain the prop- 
erties in Chennai, Hyderabad, Pune 
and the flagship store in Bangalore, 
while DFI will get all the rest. The 
Health & Glow stores will also go to 
DFI. The familiar red-and-white Food- 
world shingle will continue to hang 
outside the stores that go to DFI, while 
the stores with the RPG group will be 


| FOOD ORLD| 














renamed Spencer's. 

For the past few years, the joint ven- 
ture had soured. Sources say that DFI 
was miffed that RPG was not investing 
sufficiently in the venture to scale up 
operations. Later, when the RPG group 
launched the Giant hypermarket in 
2001, DFI had expected to get a stake in 
the venture, but it didn't. 

Finally, the two parties decided to 
part ways. But the deal was initially held 
up as the Goenkas had asked for a ‘high’ 
valuation for their stake in the Rs 300- 
odd-crore venture. Sources say that the 
two have resolved the differences since 
and the deal has been closed. However, 
no formal announcement has been 
made because DFI is yet to ink its joint 
venture with the Tata group. 

Interestingly, Trent, the Noel Tata 
firm that owns the Westside stores, has 
officially denied that it is in 
talks to pick up RPG's stake in 
Foodworld. 

The Tata group could have 
decided to step into the breach 
to preserve its historical ties 
with DFTI's parent, the Jardine 
Matheson group, with which it 


gz hadthe Concorde Motors JV 
$ till2002. X 
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VOTING RIGHTS IN BANKS 
Only an enabler 


NE of the major obstacles in 
O the way of more acquisitions 

in the banking sector has 
been the cap on voting rights. The 
rule till now was that no investor 
could have more than 10 per cent 
voting rights in a bank, irrespective of 
the stake he held. For example, a 25 
per cent stake did not mean 25 per 
cent of the votes. It could only be 
10 per cent. The initial excited reac- 
tion to the recent cabinet decision to 
do away with this 10 per cent cap 
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was that it would finally clear the 
decks for greater foreign direct in- 
vestment (FDI) into private banks. But 
this is not so. For there is no way any 
investor can currently hold more than 
10 per cent of a private bank. Re- 
serve Bank of India (RBI) regulations 
ensure this. So the removal of the 
cap on voting rights is meaningless till 
the cap on FDI is there. 

The best that can be said about 
the Union Cabinet's decision is that it 
is an "enabling provision". When the 
RBI finally removes the cap on FDI, 
there would be no need to go back to 
the govemment to get the cap on vot- 
ing rights out of the way. L4 


A J 


Enraged consumers vented 
their anger on MSEB offices 
across the state 





Groping in the dark 


Dabhol is not the magic solution for the power mess 


HARAD Pawar believes one | 


man alone is responsible for the 
power crisis in Maharashtra: 
Madhav Godbole. 


As the state grapples with a peak | 


power shortage fluctuating between 
3,000 MW and 3,800 MW, and the resul- 
tant violence, Pawar, Union agriculture 
and food and civil supplies minister, has 
made it appear that all would have been 
well if only the Dabhol Power Company 
(DPC) had been brought back on line. 
And the reason why the 2,184-MW pro- 
ject has remained mothballed for the 
past few years, according to Pawar, who 
was four times chief minister of Maha- 
rashtra, was the 2001 report of a com- 
mittee headed by Godbole. 

DPC, the controversial power pro- 


ject set up by Enron, began supplies | 
from its 740-MW first phase in May | 


1999. Two years down the line, Maha- 


rashtra State Electricity Board (MSEB), | 


citing high rate of tariff, rescinded its 
power purchase agreement with DPC 
while it was close to completing the sec- 
ond phase of 1,444 MW, and the recently 
set up Maharashtra Electricity Regula- 
tory Commission (MERC) came into the 
picture. Since then the case has been 








tossed between the Bombay High Court 
and the Supreme Court, even as the ar- 


bitration proceedings were taking place | 
in London. Meanwhile, the ownership | 
of DPC itself has changed with suppliers | 
| been hit as they cannot run their PCs or 


GE and Bechtel having picked up En- 
rons stake in the $2.83 billion project. 


The review committee on Enron, | 


headed by Godbole, a former home sec- 


Courtesy: INDIAN EXPRESS 





retary to the Government of India and | 


earlier the principal finance secretary in 
Maharashtra, had quite clearly recom- 
mended that the Enron project be re- 
structured and renegotiated to bring 
down the cost of power since a major 


| governance failure had allowed the DPC 


to gold-plate its cost projections. 


Since then, the stakes in Dabhol | 
have changed significantly, both for the | 


state government and the Centre. While 


the Union government did nothing to | 


buy out Enron, GE and Bechtel have 
turned into a formidable force by pick- 


ing up the scandal-ridden Enron's 65 | 
| tants say one year) before the 724-MW 
| Now, as the new owners fight the Indian | 
government, their bargaining position | 


per cent stake for as little as $20 million. 


has become very nearly invincible. 
While the terms of the settlement are 
still being hammered out, an indepen- 
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dent arbitration panel in London has 
awarded Bechtel damages of $125 mil- 
lion from Maharashtra and its agencies. 

This fresh blow on 2 May has come 
at a time when the Indian combine of 
GAIL (India), NTPC and Indian lenders 
are desperately trying to patch together 
a formula for taking over DPC. But all of 
this puts the spotlight on the state gov- 
ernment’s inaction since 2001. Points 
out Girish Sant of Prayas, the reputed 
energy research organisation in Pune: 
“Maharashtra has added hardly any 
generation in the last few years. Nor has 
it made any effort to draw up power de- 
mand projections.” So not only is there 
lack of generating capacity but there is 
no transmission corridor to get ade- 
quate power from other states. 

Thus, rural homes and farmers are 
given erratic supplies of power at night, 
while thousands of small and medium 
industries are hit badly. MSEB, however, 
has spared units in the MIDC industrial 
areas and so, too, the high-tension in- 
dustries, which are supplied through 
separate feeders. “Because of power 
cuts, we are operating at 50 per cent,” 
says Mahendra Darda, CEO, Rishi En- 
terprises, a small unit making cement 


| pipes, and president of the Vidharbha 


Chamber of Small Scale Industries. 
Traders in Pune's wholesale grain 
and vegetable market say they have 


weigh their goods. "You can have bat- 
tery back-up, but it's difficult as you will 
run out of charge in a couple of hours; 
diesel generating sets will hike our 
costs," says Madan Lal Nahar of Pune 
Merchant's Chamber. 

One estimate is that Maharashtra is 
losing about Rs 100 crore daily on ac- 
count of the blackout but it's difficult to 
arrive at an approximate figure. M.N. 
Chaini of Indian Merchants Chamber's 
Committee on Energy estimates the loss 
to industry in the state in the next two 
months to be around Rs 4,000 crore. 

Pawar has promised Maharashtra all 
help in sorting out the DPC problem. 


| Even if that happens today, it will be at 





least six months (some power consul- 


first phase begins supplying power. As 
to the second phase, no one knows 
whenit will be ready to begin operations 
— and at what cost. y 

LATHA JISHNU & RANJU SARKAR 
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WAL-MART IN INDIA 


When the giant 
comes marching in 


HE world's largest company, 
Wal-Mart, is leaving no 
stones unturned to lobby for 
its entry into India. Last 
month, David Mulford, US ambassador 
to India, met the Indian prime minister, 
finance minister and commerce minis- 
ter purportedly at the behest of the US 
retailer. In the second week of May, 
John B. Menzer, Wal-Mart's president 
and CEO, will fly in to meet government 
Officials. Sources close to its Indian op- 
erations say that over the past 3-4 


` months, the unit has been busily 


preparing reports on the Indian market 
and Indian retailers. The company is 
also believed to have identified the 


^ cities it would like to move into. 


Why the eagerness? Sources say that 
after its troubled start in China, the re- 
tailer doesn't want to take any chances 
in India. Meanwhile, there is consider- 


^7 ablespeculation that the Indian govern- 


. ment might make an announcement 
on foreign direct investment (FDI) in re- 


VEN as a settlement be- 

tween the Ambani 

brothers seems immi- 
nent, a new flashpoint might 
be emerging — organised retail. For 
over two years now, Reliance has been 
scoping for a large-scale foray in retail, 
a sector they feel can be a powerful 
growth engine for the group. 

Sources say that a team headed 
by Hetal Meswani, a cousin of the Am- 
bani brothers and a confidant of 
Mukesh, is readying to launch a chain 
of hypermarkets sometime soon 
across the country. Since Infocomm is 
likely to move to Anil, retail is seen as 
Mukesh's next big project. 

On the other hand, Anil is scouting 
for opportunities where he can invest 
the cash he will get after the settle- 
ment with his brother. And he, too, has 
identified organised retail as a possi- 


tail in the next month or so. As reported 
in the media late last month, it is think- 
ing of allowing 49 per cent FDI. 

The fact that foreign retailers can't 
set up wholly-owned subsidiaries here 
raises an important question. Who will 
Wal-Mart tie up with? An existing re- 
tailer ora non-retailer? The company is 
being courted intensively. According to 
a former employee of the company, 
Wal-Mart has held meetings with all the 
likely partners in the country. One of the 
names doing the rounds is Reliance (see 
‘The Brothers At It, Again’). Another is 
Mahindra & Mahindra (M&M). When 
contacted, however, M&M denied any 
such negotiations. 

Either way, when Wal-Mart comes 
in, it will profoundly impact the retail 
markets of India. The former employee 
expects the company to open at least 10 
stores in its first phase here. "Anything 
less than that will not be viable for 
them," he says. (Despite the troubled 
start, it has set up 45 stores in China 


RELIANCE IN RETAIL 


The brothers at it, again 


ble growth engine for his group. 

For now, Mukesh enjoys a two-year 
headstart. His core team, Anand Jain 
and the Meswani brothers, typically 
move from one new business to an- 
other. The oil retailing business has 
been established — the company has 
already set up 450 pumps. Had Info- 
comm been around in their camp, 
they possibly would have been busy 
rolling out retail broadband. 

But now, Mukesh has to find a new 
business where his start-up team can 
be deployed. That is retail. Especially 
since the group has been working on 
the retail plans for over two years now. 
In fact, recruitment for the venture be- 
gan as early as January this year. 
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CEO John Menzer is coming to India 
to lobby for the company’s entry 


within the 10 years it has been there.) 
That will make it larger than any other 
Indian discount store chain, also be- 
cause of larger shops and higher effi- 
ciency. After its entry, one can expect the 
company’s sourcing operations to scale 
up too. And finally, once Wal-Mart 
comes in, other retailers like Tesco and 
Carrefour are likely to step on the gas. Bi 

M. RAJSHEKHAR 


As for Anil, he is believed to 

be in talks with Wal-Mart to 
partner them in India. The US 
retailer is just one of the 
companies he is reported to be talking 
to — there is British retailer Tesco as 
well. A delay in the settlement could 
hurt his plans. This is why he is anx- 
ious for a quick settlement — and 
plenty of cash — to build his new em- 
pire. In contrast, given that this is seen 
as a big thrust area, it is likely that 
Mukesh's team will prefer to build 
competencies internally, instead of al- 
lying or partnering. 

As ever with the Ambanis, the 
stakes are high. This, in some senses, 
is a battle of pride. A successful entry 
into an emerging business, Anil be- 
lieves, will prove that he is as capable 
as his elder brother. INI 

INDRAJIT GUPTA 
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et out of the concrete jungle and get back to nature in Africa. With our experienced local 
yuides, explore untamed landscapes, where safaris at dawn lead you face to face with the 
Big Five. And the views from tree-top lodges and hot air balloons stretch across grassy 
lains and water holes. Or take a romantic break in the idyllic islands of the Indian Ocean. 


o 
ake up in one of our hand-picked hotels or resorts and experience the untouched beauty Emirates 


f Africa and the Indian Ocean with Emirates Holidays. 


Ife's a journey of self-discovery. Let Emirates Holidays be your quide. Holidays 
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24 hours x 365 days. 
Here's some help 
in planning them. 





* Dimensions: | Sem X 20cm 
* One page per day for better planning 
* Project Finance Notes 
* City Helplines 
* Useful Websites 
* 3 year Calendar 
* Extra Refills also available 
Price: Rs. 750 


To help you keep track of the coming year, 
Businessworld brings you a unique leather 
bound Planner. So avail of this offer at the 
earliest, after all, it's best to plan ahead. 


- 
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I would like to order [ ]Planner [ ) Tan [ ]Black 
Name: Mr/Ms 

Address: 

City: 

State: 

Pin (essential): Tel: 


Cheque No/DD No. (In favour of ABP Pvt. Ltd.): 
Dated ors ool, fon or charge the total 
to my credit card. mm [ ) Ei 
Card No. O00OO 0000 OOOO OOOO 

Card member's name 


Card expiry date OO OO) OOOO 
CVV.No. OCOC] (last 3 digits on the signature panel of Card) 


amount of Rs. 





Signature Date 





For bulk booking and other information contact: 
Delhi: Sangeeta Biswas, Tel: 011-2370 2170-79; Mumbai: Arvind Patil, 
Tel: 022-24962587; Kolkata: Ashish Das Gupta, Tel: 033-22600745; 
Bangalore: R. Katla, Tel: 080-2558 8127; Chennai: R. Sudhakar, Tel: 
044-2813 1278/9; Hyderabad: Shanker Dasgupta, Tel: 040-2331 7147. 








Linux’s own Y2K 


UESDAY, 19 January 2038. 
Time: 03:14:07 GMT. If Linux 
programmers get nightmares, 


it’s about this date and time. 


Immediately after that second is 


crossed, current computer systems run- | 


ning on Linux will grind to a halt or go 
into a loop. This will trip up alot of data- 
bases. No, this is not another hoax raised 
by some anti-Linux lobby. It is Linux's 
own Y2K nightmare. 

If you ask what this 2038 bug is, you 
will have to put up some technical argot. 
The bug has its origins in the way the 
C language, which has been used to 


write Linux, calculates time. C uses the | 


'time t' data type to represent dates and 
times. (time t' is an integer that counts 
the number of seconds since 12.00 a.m. 
GMT, 1 January 1970.) This data is 
stored in 32 bits, or units of memory. 
The first of these bits is for the posi- 
tive or negative sign, and the re- 
maining 31 are used to store the 
number. The highest number 
that these 31 bits can store works 
out to 2147483647. Calculated 
from the start of 1 January 1970, 
this number would represent the 
2038 time and date given at the 
top. Problems would arise when 
the system times of computers 
running on Linux reach this num- 
ber. They can't go any forward and 
their value actually would change 

to -2147483647, which translated to 

13 December 1901! That will lead 
many programs to return errors or crash 
altogether. 

Its more damaging than theY2K bug. 
Thats because Y2K mostly involved 
higher-level applications such as credit 
card payment and inventory manage- 
ment. The 2038 bug, on the other hand, 


affects the basic time-keeping function. | 


“I would guess the biggest issue would 
be in the embedded field, where soft- 
ware isn't changed all that often, if at all. 
Process controllers, routers, mobile 
phones, game consoles, telecom 
switches and the like would be the 


biggest victims," says Raju Mathur, GNU | 


and Linux consultant and president of 
the Linux Delhi Users Group. He, how- 








ever, adds that the rate at which we are 
changing technology, most systems are 
unlikely to use 32-bit processing by the 
time we get to 2038. 

But what about the present? Many 
applications running on Linux could 
soon be making calculations for dates 
30 years away — say, for mortgage and 
insurance calculations — and could 
start giving out error messages well be- 


| fore D-day. The problem could be wide- 


spread because more and more corpo- 
rates today are migrating to Linux 
because of the better security it offers. 
“The problem is not on the radar of 
most people, except the techies,” says 
Charles Assissi, editor, Chip magazine. 

How can the prob- E 
lem be sorted? Mod- 





ANTHONY LAWRENCE 


ern Linux programs could use 64-bit or 
longer time t data storage to overcome 


| the problem. As for the existing systems, 


the way the C language stores time t 
data could be changed and then all the 
programs could be recompiled. All this is 
easier said than done. 

“There must be millions, if not bil- 
lions of lines of C code floating around 
that use the time_t value. Locating them, 
changing them, managing programs for 
which source isn't available, updating 
embedded systems, redeploying, etc. is, 
in my opinion, an impossible task," says 
Mathur. Will that be another lucrative 
opportunity for India's army of coders? Bi 

S. UNNIKRISHNAN 


Microsoft* Office has evolved. Have you? 


After all, the way we work has changed. Today, 
typical cell phones and Web-based e-mail just 
aren't enough. You need more. That's why the 
latest version of Microsoft Office allows you 
access from almost anywhere, on your terms. 
Step up to 'desk-like' connectivity to your data 
through a variety of Windows Mobile™-based 
devices. It's time to evolve the way you work. 


Discover how at microsoft.com/office/evolve 


It's time to upgrade our 
Office 2000. 


Oh yes, 
absolutely! 























HE rupee has had a wonderful 


*. so. Despite a few temporary 
, moments of weakness, it has 
, consistently gained ground against - 
; the dollar. It used to trade at 
: around 49 to a dollar at one time, 
| and now exchanges for 44 to a 
` dollar. But is it headed the other 
» way now? 
. It’s always difficult to tell for 
^ sure where a currency is headed. 
' Too many currency forecasts have 
> gone spectacularly wrong in recent 
= years. But there are now strong 

© chances that the rupee may dip 

. against the dollar in the coming. 

: months. It depends on howa 
=. complex range of factors combine, 
4^ says JP Morgan economist 

: Rajeev Malik. - 
S . There are three factors that 
x could. push the rupee down — the 
> deterioration in India's balance of 
= payments (after a long time, we 
-£ have had two successive quarters 
- with a current account deficit), the 

narrowing interest rate differential 
with the US and the current - 
* overvaluation of the real effective 
- exchange rate. 
-© What could counteract these 
-£ bearish pressures arethe ` 
revaluation of the Chinese currency 







































































Pdl cie c and the appreciation of other Asian 
b m RE PR ED IM «© currencies. China is already under - 
| Sa - 4* — great pressure from the US to push. 
| City. NORUNT up its currency against the dollar. 
ug cT Malik says: "There is a statistically 

: ec E pe -~ significant positive correlation 
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9.10 Bahadur Shah Zafar Marg, Sew Delhi- 110002, Ph; 01123202170, i 
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For buik booking ‘and other information contact: Tt Lag 
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044-2813 1278/9; Hyderabad: Shanker Dasgupta, fet 040-7? 2331 7147. | 


mE EE d 


ccc C M DCN C OCC MMC C CRM MEC 








UU APT - anas 


run over the past three years or- 


Now, this is the sort of question 


“=, or criminals. Three economists from - 
: MIT's Laboratory for Financial i 


| by Niranjan Rajadhyaksha 





traders through a series of 
personality tests over five weeks, 


little correlation between the 


. Unfortunately, concerns about the 


development indicators released by 
the World Bank in April — how 


| freshwater is available per capita. 


Egypt (30 cm). So what matters is 


+ blessed with, but also howo 


Engineering — Andrew Lo, Dmitry 
Repin and Brett Steenbarger — 
have tried recently to figure out 
whether day trading i isa matter of 
nature or nurture. 

The economists put 80 day 


and then correlated this data with 
their daily profits and losses. Their 
experiment showed that the 
popular image of a successful : 
trader as an aggressive extrovert — : 
the Big Swinging Dicks in Liar’s É 
Poker, Michael Lewis' merciless 
swipe at Wall Street — is a bit of a 
myth. The three economists found 


psychological traits they measured 
and the trading profits of the 80 
guinea pigs. 


Aes 


‘ANOTHER hot summer is upon 
us. Cities and villages across 
the country are thirsting for water. 


long-term availability of water are 
swept away once the monsoon 
arrives over India. _ 

We have picked out just one 
parameter from the latest world 


much cubic metres (cm) of 


The data tells an interesting story. 
Every Indian has 1,185 cm of river . 
and ground water at his disposal. 
America has 9,628 cm, Japan has 
3,371 cm and even China has i 
2,183 cm. Even Ethiopia, ——— i 
surprisingly, has more fresh water d 
| 





per citizen (1,603 cm). 

Scared? But then, look at what 
some other countries have: Israel - 
(150 cm), Pakistan: (350 cm) and 


not only how much water you are 


prudently you use it. Have you ever 


heard of water riots inlsrael? — 
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NTPC - one of ic ia' 


23,000 employees working relentlessly 
to deliver excellence. 


What makes them tick ? 


A powerful vision - to be the world's largest and 





best power utilities powering India's growth. 
Strong commitment to its Core Values "COMIT" 
(Customer Focus, Organisational Pride, Mutual Respect and Trust, Initiative and Speed, Total Quality). _ 






NTPC - Bench-marking with the best, and an intense desire for learning. 


NTPC 


i National Thermal Power Corporation Ltd. 
in eL (A Government of India Enterprise) 

m NTPC Bhawan, SCOPE Complex, 7 Institutional Area, 
Lodi Road, New Delhi-110 003. India. Website : http://www.ntpc.c 
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NTPC - A LEARNING ORGANISATION 
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OMMUNICATIONS 
and IT minister 
re- 


cently talked of India's tele- 
com subscriber base touch- 
ing 250 million by 2007-end. 
Much of this growth must 
come from mobility. But can 
mobility really get us there? 
There are 100 million 
phones in India today, of 
which 51.5 million are mo- 
biles. To reach Marans target, 
the industry needs to add 
about 5 


million new subscribers a | 


month for the next 30 months. The cur- | 


rent rate of addition is 1.5 million-1.75 
million a month. 

Saturation in the metros is one rea- 
son for the slowing growth. The average 


wireless penetration in the metros is 25 | 


per cent, compared to 4 per cent coun- 
trywide. There are other reasons too. In 
February 2005, the mobile subscriber 
base grew 5 per cent slower than in Janu- 
ary. March wasn't any better — the sub- 
scriber base in Punjab shrunk. The 


| 





growth of BSNL, the largest telecom op- | 


erator, has been stymied by lack of 
equipment. How large a concern is this? 
Some say it's unrealistic to expect the 
industry to keep growing at a blistering 
pace. The numbers zoomed after in- 
coming calls were made free in January 
2003. That raised expectations. But the 
numbers can't be dismissed either. 





E-GOVERNANCE 
Panchayati e-Raj 
T atime the Union government 
A has asked the states to con- 
nect all blocks through an In- 


ternet-enabled network, the ministry 
of IT has come out with an even more 
ambitious project — to connect all 
the panchayats in a district with each 
other and the district headquarters. 
The district that has been chosen to 
run the pilot is Burdwan in West Ben- 
gal. It was chosen because of its high 
population density of 985 persons to 
a sq. km, and a varied population that 
comprises agricultural and industrial 
workers as well as indigenous tribes. 

















It’s enough to get the industry wor- 
ried. “Growth has slowed considerably,” 
says the COO ofa private cellular opera- 
tor. “Something needs to be done to spur 
it again if the industry is to meet its tar- 
gets.” For the short term, that “some- 
thing” could be another round of price 
cuts. And since the scope for cutting per- 
minute tariffs is limited, the next round 
is likely to be built around packages. 

But the longer-term priority has to 
be on going deeper into India. Airtel is 
consolidating its coverage by doubling 
the number of base stations to 20,000 
this year. Operators are trying to figure 
out how to make money out of a popu- 
lation that will pay average revenues of 
less than $5. Given that BSNL will not 
share its infrastructure — a view Maran 
supports — this is going to be one 
mighty task. | 

RADHIKA DHAWAN & ANUP JAYARAM 


The pilot aims to connect all the 
277 panchayats in Burdwan by early 
next year. While the panchayats will 
be linked through PSTN dial-ups, the 
six sub-divisional towns and 31 blocks 
will be connected by lines of at least 
2-Mbps bandwidth, informs G.D. Gau- 
tama, IT secretary, West Bengal. 

The thrust will be on an agri-por- 
tal, land records and educational ser- 
vices. Andhra Pradesh and Maha- 
rashtra had tried to put up such 
services earlier, but they never 
reached the panchayats. 

The Centre has cleared Rs 4.96 
crore as grant-in-aid for the project's 
capital expenditure. The state will 
have to bear the recurring costs. 

PALLAVI ROY 
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Branch Campus Graduate to the new World 
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the new world beckons! E QU oam 
The world map has undergone a sea change this last decade. The trend continues and promises to be even more. 
unfamiliar. The need tobe geared up for tomorrow is more than ever before. E eee ee, EE 
To be qualified, well informed, with confidence of speech, possess special knowledge in areas that require skilled 
and proficient manpower is the crying need of today. The need to be a step ahead and a step faster and surer. lo 
understand the dynamics of change and come out a winner. | i UE MEM TPS 
At Skyline Business School students are trained to equip themselves to take on the world and carve out their 
niche in tomorrow's world, FI 
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Skyline Alumni Placements & Summer Training: e Aaj Tak e ABN AMRO e Air Sahara e Air Tel e Albertsons, 

USA e Amadeus India e American Express e Apna Loan.com e Bax Global e British Airways « Cox & Kings « Daksh. 
* Delphi « ebookers.com « Equus Advertising Limited « Galileo « GE Capital e Global. Knowledge Portal (P) Ltd. 

* Gulf Air « HDFC « Hewitt Interglobe « Hindustan Times e HSBC « ICICI e Jet Airways e LG Electronics 
e Lufthansa e Makemytrip.com e Maruti e Pepsi e Price Waterhouse Coopers e Royal Sundaram e Sify e Singapore. 
Airlines e Sita World Travels (India) Ltd. e Swiss Airlines e TATA Infomedia Ltd. «Thomas Cook « TATA AIG. 
e Times of India e William E. Conner. | | 


Several Skyline Alumni have gone abroad for further studies in the following universities - e Kelley School of 
Business, Indiana University, USA « University of Akron, USA « Oklahoma City University, USA e Eastern Illinois 
University, USA e Cardiff Business School, UK o University of Sunderland, UK e University of Cranefield, UK « York 
University, Canada e Monash University, Australia e University of Exeter, UK e University of Surrey, UK 2 
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Recognised Indian University Degrees , Mace 
from MAHE, Manipal Mass 
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Specializations offered i Commun ication ; 
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e Marketing EE A. Recognized | 
ne | MA/BA Indian University Degree 


Finance ipal 
Human Resources 
Tourism 
Insurance "CU ON ba 
i International Business BOVEM Tourism n MC 

Information Systems | PG/Graduate Diploma 
OPCVM 
For prospectus & details please call Nisit : P 
Skyline Business School, Hauz Khas Enclave, New Delhi - 16. 


TelL/Mobile-2686 4848, 2686 6968, 2652 4399 / 9810005021 / 9810877385 


Skyline online: visit www.skylinecollege.com or E-mail:Info@skylinecollege.com | 
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KINGFISHER AIRLINES 


All frills included 





promises, low-cost carriers in In- 
dia would not be called no-frills 
carriers anymore. For his Kingfisher 
Airlines, Mallya is promising better- 
than-business-class entertainment 
at less-than-economy-class fares. 
And all the 174 seats aboard will 
have the same services — a video 
screen with 5 channels, 10 audio 
channels, hot meals, in-flight shop- 
ping and home delivery of tickets. 
With the services he is offering, 
Mallya can afford to price his tickets 
at par with the economy fares of 
full-service airlines. “There won't be 
Rs 500 tickets," is all Mallya would 
say at Toulouse, France, where he 
had gone last week to take delivery 
of the first of the 11 Airbus A320s 
he plans to induct by December. 
How will he keep his costs low? 
Low-cost carriers save by having 
more seats, flying more, selling 
more seats over the Net, flying to 
smaller airports, and doing away 
with frills. Except for the last, King- 
fisher will save on all counts. The 
cost of the frills is covered by the 
capital costs, says Mallya. For one, 
he has opted for brand new planes, 
which are more fuel-efficient and 
have lower maintenance costs. 
Mallya is also saving by out- 
sourcing ground handling and engi- 
neering. He has tied up with Indian 
Airlines for ground handling — so 
his planes will fly from IA terminals 
and he doesn't have to invest in in- 
frastructure like air stairs and 
buses. Now all he needs is to fly. E 
RANJU SARKAR 


| F Vijay Mallya keeps his 


_ Offbeat — 
Introducing: The new 
and improved cabbie 





OR anew drive in the hospital- 
ity sector, India’s tourism min- 
istry is falling back on an old 
saying — atithi devo bhava, 
Sanskrit for ‘guest is god’. The adage 
comes at the head of the ministry's latest 
campaign to improve perceptions 
about India by sensitising an entire 
cross-section of service providers in the 





industry. To do that, the initiative is go- 


ing where few have ventured before. It is 
building training programmes for 
porters, taxi drivers, shopkeepers, cus- 
toms officers, security personnel and 
guides — virtually all the people who 
regularly interact with tourists. 

It has long been argued that India 
needs a makeover to make the best of 
the global tourism boom. For all its nat- 
ural splendour, vibrant cultures and glo- 
rious history, India has had a dismal 3.8 
per cent of the world’s tourist flows. 

To increase that share, the ministry 
has hired NIS Sparta, a sales and mar- 
keting training organisation, to conduct 
the trainings under the atithi devo 
bhava programme. “The training will be 
conducted in three phases. The first will 
be for low-end service providers like taxi 
drivers, porters and guides. We begin by 


Ambassadors of tourism: The next time you 
meet a courteous cabbie, thank this campaign 


EE OEC CE 
aft aege cna & | 
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telling them how their good conduct 
can translate into more business,” says a 
ministry official. 

The two-hour training sessions focus 
on basic lessons of serving with a smile, 
opening the taxi door for the tourist, 
keeping the taxi clean and maintaining 
personal hygiene to keep the tourists in 
good humour. “These are small things, 
but matter much,” says the ministry offi- 
cial. At the end of the training, which is 
conducted mostly onsite to avoid loss of 
time, they are given a certificate and a 
badge which they stick either on their 
vehicles or their uniforms. “When 
tourists enquire about the badges, they 
proudly tell them the pledge they have 
taken,” says Sanjay Rajvanshi of NIS 
Sparta, who is in charge of the training. 

The programme will be conducted 
in three phases stretching up to three 
years, at a cost of about Rs 15 crore. In 
the first phase, about 30,000 service 
providers across seven cities —Delhi, 
Agra, Hyderabad, Mumbai, Goa, Jaipur 
and Aurangabad — have been trained. 

The next two phases will focus on of- 
ficials in the customs and immigration 
departments, hotels, and tour opera- 
tors. “The strategy for them will be quite 
different, as they don't get bene- 
fited directly by behaving well 
with a tourist. What we will em- 

phasise to them is the country's 
image," says the ministry official. 

The ministry will comple- 
ment these on-ground trainings 
with a mass media awareness 
campaign, showcasing those that 
have improved their business as a 
result ofthe training. 

Is it enough to lift India's im- 
age? Hardly. While the attitudinal 
shifts would be welcome by all, 
potholed roads, snail-paced traf- 
fic and fetid public conveniences 
may still play spoilsport. So, the 
changes will need to be more 
concrete, literally. F 

RAJESH KUMAR SINGH 


Drug safety monitors okayed 


HE health ministry has approved 31 centres that will be 

charged with monitoring drug safety across the country. 
These centres — mostly hospitals and some pharmacy 
councils — will work within the framework of the National 
Pharmacovigilance Programme (NPP), an ambitious effort 
to collate and analyse drug side effects among Indian pa- 
tients (See ‘Safe Chemistry’, BW issue dated 4 April 2005). _ 
The NPP was formally inaugurated on 23 November 2004 
by health minister Anbumani Ramadoss, but the centres 
had been waiting to receive their letters of authorisation. 
Now that the ministry has cleared the deck, the letters 
should be around the corner. 


Another pathlab goes global 


HE Rs 45-crore Mum- 
bai-based Metropolis 
Health Services, which oper- 

ates four large and eight 
satellite pathology labs in In- 
dia, has signed an MoU with 
the Government of Sey- 
chelles to manage the clini- 
cal laboratory services of the 
country's Victoria Hospital. 
Metropolis will help to up- 
grade the laboratory and 
train the pathology staff 
there. The Seychelles government will bear the costs and 
pay Metropolis a consultancy fee of $100,000. Metropo- 
lis’s global plans include getting samples outsourced to In- 
dia and owning or managing labs in some countries, says 

, managing director, Metropolis Health Services. | 
Metropolis's biggest competitor, SRL Ranbaxy, has a tie-up 
with the UK's National Health Service for testing samples 
flown into India. 








Stake sale in Maruti JV 


A SHOK Kapur, chairman of the Rs 650-crore auto com- 
ponent manufacturer Krishna Maruti group, has ac- 
quired a 50 per cent stake in Mark Auto, an erstwhile 
50:50 joint venture between Maruti Udyog and a group of 
the company's promoters, by buying out the latter's stake. 
The deal is expected to be closed by the middle of May. 
Mark Auto is the largest manufacturer of four-wheeler 
fuel tanks in India. It also makes axles, suspensions, sheet 
metal and pre-catalysers. It has two foreign technical col- 


| laborations — with Futaba of Japan for front frame suspen- 
| sions, and Magneti Marelli of Italy for pre-catalysers. The 
| company's gross sales have increased from Rs 126 crore 


in 2002-03 to Rs 186 crore in 2004-05. 

Apart from acquiring Mark Auto's domestic (92 per cent 
of sales) and export customers, Krishna Maruti will draw 
synergies between its metal component and Mark's sheet 
metal businesses. “We plan to take Mark's sales to Rs 500 
crore in the next few years," says Kapur. | 


USFDA nod to help Wockhardt 


HE US Food and Drug Administration has approved exe- 

natide, a new diabetes drug from American drug mak- 
ers Eli Lilly and Amylin Pharma. This is good news for Mum- 
bai-based Wockhardt, whose UK subsidiary CP Pharma has 
been signed up as a contract manufacturer for the drug, 
which is branded as Byetta. | 


Lap of luxury for hire 


HE Rs 40-crore Hertz India, a leading player in the In- 
dian organised car rental industry, will be launching a 


| luxury portfolio that will offer cars from the Audi, Jaguar, 


Mercedes, BMW and Volvo stables. The company hopes to 
induct 50 such cars at an investment of Rs 25 crore. The 


| service will be launched in Delhi, Mumbai and Bangalore 


around October this year. | 
GAURI KAMATH, GINA S. KRISHNAN & AARTI KOTHARI 








Make your opinion count even 


before you become an MBA. 


isinessworld launches 'Speak Out, an interactive forum for the B-School fraternity and aspirants to express their 


»ws on relevant issues. Visit the B-School channel on 
d start making your opinion matter. 


, Share your views with peers 
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ADVERTISING & MARKETING < < 


: BW CHATS 


With its ravenous hunger for picking up companies, its 
bete noire WPP gets all the media attention. Yet, the 
$9.7-billion Omnicom group, which is ahead of WPP as 
the world’s largest marketing services group, seems to be 
at peace with its philosophy of organic growth. One of its 
group companies, DDB, is present in India through a 

10 per cent equity stake in Mudra. Bob Kuperman, vice- 
chairman of DDB Worldwide and a global authority on 
creative work, spoke to Aditya Khanna about creative 
work in India and more. Excerpts. 


On creative guru Bill Bernbach’s philosophy 
Its a lot about the culture an organisation should have. 
Bernbach strongly felt that people come first, then products 
and profits. We find Mudra’s philosophy in line with that. In 
fact, I’m here to facilitate a training programme 
for Mudra employees which focuses on Bernbachs philo- 
sophies. 


On what he thinks about Indian creative work 

I haven't seen too much of it (Indian creative products). 
But from whatever I've seen at Mudra and elsewhere, like 
in the rest of the world, 95 per cent of the Indian creative 
products aren't very good. 


On how to get consumer attention 
Consumers are easily distracted today. We have to work on 





HLL BRANDS REDESIGN 


Old soaps, 







new packets 


The new looks of age-old 
brands Wheel and Lux 


Orchid Touch 


na JOJODA 


WO of India's most popular FMCG brands got a 
makeover recently. Hindustan Lever (HLL) roped in 


Elephant Design, a Pune-based design house, to re- 
jig the Rs 1,000-crore detergent brand Wheel and 


the Rs 750-crore toilet soap Lux. For Wheel, all the aspects of 
redesign — its new logo, new packaging and promotional 
material — were handled by Elephant. Lux's new packaging 
was designed abroad, and Elephant took care of the promo- 
tional stuff all across. The brief for both the brands was to 
make them look fresh and contemporary, while maintaining 
their emotional connect with the user. 

The development coincides with the top-level manage- 


the ‘pull scenario’ rather than the ‘push scenario, which is 
why our advertising products need to be interesting for 
the consumer. 


On creative work being outsourced to India 

I haven't seen it being done and I don't think it will work. 
One, creative guys are very selfish about their creative 
product — so there will be a lot of resistance. Two, I think 








it's very important for creative people to be close to the 
client, since the creative process is a very relationship- 
driven one. It's only when the creative person has a 
complete understanding of the brand through several 


interactions with the HERE are very few wake of its dropping sales in 

client does he know the things that have re- categories like mobile hand- 

client's expectations. I mained constant in Sam- sets and refrigerators. 

am not actually even sung India Electronics for In his decade-long 

sure if the client will be long. Ravinder Zutshi, who tenure at Samsung, Zutshi, 

willing to give the work has recently been promoted | 50, has been responsible for 

to an unknown group as the deputy managing di- setting up the company's 

of people that he has rector, is one of them. The sales network and bringing 

never met. And three, company is filling the post in new technologies like 

even if basic human after a gap of eight years. DLP (digital light process- 

instincts remain the The company has seen ing), LCD Plasma and LCD- 

same, it's important to four managing directors in Projection TVs in the coun- 

have an understanding „ 10yearsand has recently try. Zutshi is also credited 

of the local culture to witnessed a major shufflein | with the company’s retail 

communicate. its senior and mid-level initiative, which entailed set- 
teams. This came in the ting up 74 brand shops 
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ment changes HLL has undergone in the past few months. 

While the design revamp may provide a fresh impetus to 
the FMCG giant in the face of stiff competition in foreign and 
domestic markets, it comes as a tremendous opportunity for 
Elephant to showcase its work in international markets with 
Lux. While the new-look Wheel will be sold only in India, 
Lux5 new avatar will hit markets in other parts of Asia and 
beyond. 

With the demand for bringing uniformity across a hugely 
diverse international market, the Lux brief was a tough one 
to crack. The redesign was to give a consistent view across 
markets, media and region. The visual vocabulary — guide- 
lines for formats, colours, postures and emotive quotient of 
the star, placement of the brand, and overall feel of the com- 
munication piece — was important. 

“We placed Lux on the metre of allure, élan, visibility, 
glamour and confidence of the Lux woman,” says Ashwini 
Deshpande, co-founder and director, Elephant Design. Lux, 
which has traditionally been endorsed by actors, will have lo- 
cal model Amna Haq as its brand ambassador in Pakistan. In 
other markets like Sri Lanka, Bangladesh and Nepal, Indian 
film star Aishwarya Rai will feature as the Lux star. 

ForWheel, the challenge was to make the brand look 
fresher, slicker, and yet reflect its image as a value-for- 
money soap. The product now comes as a white powder, 
with lemon-fresh 'power boosters' The objective of the 
new design was to convey that an improved product was 
available at the old price. “We redesigned the logo to make it 
more meaningful, and with the use of colours we gave a 
more dynamic, fresh and premium look," says Deshpande. 
The white space, fresher greens, more dynamic swooshes on 
the pack add to the overall effect. The green wheel has been 
made smarter and placed in a way that creates a play of di- 
mensions. The illustrations on the back ofthe pack have 
been made in a fresh style. The images and expressions try to 
communicate the feeling of a good wash and an enhanced 
fragrance. 

Watch out, Nirma! Al 

GINA .S. KRISHNAN 








this financial year. 

As head of consumer 
electronics, and now IT and 
corporate affairs, he wants 
to make Samsung “a great 
company” by 2006. What, 
according to him, is a great 
company? “Great products, 


great technology and a great 

place to work in,” he says. 
across the country. These Given the great churn the 
outlets now account for the company has seen in the 


around 13 per cent of the 
company’s turnover. Zutshi 
plans to take this number up 
to 20 per cent by the end of 


recent past, Zutshi will have 

a challenging job, especially 

on the last count. ih 
NANDINI VAISH 


IRST, a quick update on 
the newspaper wars. 
Deccan Chronicle's Chen- 


MEDIA ROOM 


ORGET making a global 
film. Can we even mar- 
ket a film abroad properly 


nai launch is getting mixed without converting those 


reviews. Reports suggest 


. thatthe buzz around the 


brand is good, but not 
everyone is happy with the 
product. DC is doing a com- 
fortable 1.5 lakh copies, 
says PK. lyer, executive di- 






rector, Deccan Chronicle. 
Of these, 20,000 have 


. come from a Rs 99 sub- 


scription drive offered to 
ICICI cardholders. By all ac- 
counts, the immediate im- 
pact on The Hindu hasn't 
been as bad as expected. 
"The full impact of our num- 
bers will be captured in the 
March 2006 balance 
sheet," says lyer. Of course, 
The Hindu's re-design 
helped it to hold on — it 
has been a big hit with 


| younger readers in the city. 


While on re-design, 
notice Hindustan Times's 
fourth (or is it third?) re- 
design in as many years. 
For me, HT has been one 
of the better things about 
moving to Delhi. It is a 
perfectly good product. So 
why does HT keep 
changing its look almost 
every year? 
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dollars to rupees? After five 
years of trying, it is obvious 
that we can't. And that Hol- 
lywood studios are not yet 
interested enough to pick 
up distribution rights of In- 
dian films. There is now an 
interesting new ini- 
tiative that might 
help do that — an 
MoU between the 
Film and TV Produc- 
ers Guild of India 
and the Washington- 
based US India Busi- 
ness Alliance 
(USIBA). USIBA is an 
advocacy group pro- 
moting Indo-US 
trade relations. The 
idea is to increase op- 
portunities and market In- 
dian films in the US. The 
quid pro quo: Indian film- 
makers will be wooed to 
shoot films in the US. It is 
the umpteenth one — after 
Switzerland, New Zealand, 
Italy and many others — to 
rake in the dollars that we 
spend on filming abroad. Go 
for it Yash Chopra, you need 
a change of location. 


OR all the hype around 

it, India's broadband 
dreams still seem unrealis- 
tic. It took Tata Indicom 
more than four weeks to re- 
spond to a call for a broad- 
band connection. Airtel 
took 10 days, during which 
it held events in our locality, 
urging people to sign up for 
broadband. After all those 
lovely ads, why do these 
companies have such a dis- 
connect between promise 
and delivery? E] 

VANITA KOHLI-KHANDEKAR 
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WITH SOME YOU CAN BE SURE THE NUMBERS WILL GROW. 





Four times the number of readers than all leading English dailies in AP combined. And still multiplying. 


EENADU 


The heart and soul of Andhra Pradesh 





depth — Opes 


SEEMINGLY incongruous ar- 
ticle in People’s Daily, a state- 
run English language newspa- 
per, recently exhorted 
Chinese youth to clean up 
their SMS habits. The medium 
has “degenerated into a haven for invec- 
tive, pornography and insidious super- 
stitious information aimed at fouling 
our social ideology”, the article said. It 
directed the youth, voluntarily seeking 
to cleanse themselves of sex and super- 
stition (read religion), to a Decent Short 
Message Competition being hosted by 
Peking University and Renmin Uni- 
versity, two of Chinas most 
prestigious institutions. 

“All participants at the 
competition will be taught 
to compose well-intended 
short messages... family 
greetings, health solicitudes, 
odes to friendship, and love,” 
the article said. Then, to 
conclude, it warned that 
“in addition to such 
soft measures... nec- 
essary legal provi- 
sions should also 
be imple- 
mented.” 

Sounds 
funny but to any- 
one who knows 
how to read be- 
tween the lines of 
China's state-con- 
trolled media, itwas — ' 
clear that the govern- 
ment was about to begin moni- 
toring SMSs. Sure enough, after 
the article was published, the 
Ministry of Public Security 





































announced that it was rolling out an 
SMS filtering system, developed by a lo- 
cal company, Venus Information Tech- 
nology, across the country. 

That's just the latest example of how 
China's Communists are toppling the 
well-established notion that free mar- 
kets lead to free societies. Two years after 
Hu Jintao replaced Jiang Zemin as the 
country's president in March 2003, his 
government has further liberalised the 

economy but shrunk the limited 
space within which the press could 
speak freely, down to a sliver. Journalists 
refusing to toe the line are routinely 
harassed, and almost a hundred 
publications have been forced 
to close down or change their 
editorial stance over the last 
two years. Today, China may 
be the world's fastest grow- 
ingeconomy anda 
burgeoning cul- 
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Even as 
China 
liberalises 
its economy, 
it continues 
to expand 
the curbs on 
freedom of 


expression 
By Jehangir S. Pocha 












tural hub, but itis also one of the world's 
most oppressive countries. 


Pride Of Place 
Prestige-hungry Beijing won itself two 


E distinct but dubious accolades last year. » 


For the sixth year in a row, the New York- 
based Committee to Protect Journalists 
(CPJ) said that China has the highest 


number of imprisoned journalists in the- 


world, 42. This was poignantly under- 


lined on 30 April this year when Shi Tao, . 


37, a former editor for the Contempo- 


rary Business News, received a 10-year ; 
prison sentence for‘ ‘providing state se- 
 crets to overseas organisations", under 


China's vaguely defined national secu- 
rity and subversion laws. | 

This catch-all charge, for which the 
maximum sentence is death, is being 
increasingly used against c dissidents. | 


Prosecutors said Shi, who had recently — E 


written a series of articles which were 


critical of the government, was guilty 


because he emailed some notes he took 


during an internal newspaper meeting 


to an unnamed foreign publication. 


Beijings second award came from | 


none other than Harvard University, 


when a report from the Berkman Centre 


for Internet and Society certified China 
as being “more successful than any 
other country” in censoring the Web. 

More than 250,000 websites and mil- 
lions of individual Internet pages are 
currently blocked by Chinese authori- 
ties, says Guo Liang, professor of social 
development at the Chinese Academy 
, , of Social Sciences. 

A Chinas first line of defence against 
offending information is an intricate | 
word recognition and filtering system 


devised in cooperation with US firms, | 


such as Cisco Systems. As a backup, an 
estimated 30,000 human monitors track 
theonline behaviour of Chinese surfers, 
reading their email, policing chat 
groups, censoring blogs and blocking 
access to offending sites. 

‘Seditious’ postings often land peo- | 


w, plein jail. According to the Paris-based. 
>° Reporters Without Borders, China has | 


k the highest number of people impris- 
? oned for Internet postings in the 

. world — 60 out ofa global total of 69. 
Significantly, many of them are just stu- 
dents, such as Zhang Shenqi, 23, who 
was charged with revealing state secrets 


after he posted articles about the gov- | 


| 
| 
| 
| 
| 
| 
| 
| 
| 
= 


ernment'ss crackdown against the | 


Catholic Church, which is banned here. 


Managing The Foreign Press 
Foreign correspondents enjoy greater 


-leeway than their local counterparts, 


not least because the government un- 


 derstands that allowing them to write 
relatively freely helps give the world a 
good impression of China. More impor- 
tantly, with few Chinese having foreign 
language skills, there is little risk of for- 
| eign articles acquiring the critical mass 

. necessary to stir domestic opinion. That 
_is why the government does not allow | 
. Chinese language translations of for- 


eign publications to be published here. 


Still, the government retains a vel- | 


vet-gloved leverage over all foreign cor- 


respondents. Until recently, all foreign - 


Ronen: in aoe had to live 


30, 000 h nan ae itors track - 
online | bel iaviour r of surfers 
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Kingdoms darker side in dealing even 





| with the foreign press came when Zhao 


Yan, a research assistant for The New 


| York Times, was arrested last October. A 


former farmers’ rights activist, Zhao was 
also accused of “revealing state secrets”, 
and is still awaiting trial. 


Enemies Of The State 


V iile an authoritarian government's 
nuzzling of its press falls within the 





realm of expectation, China's increased 


propensity to quell even the moderate 


political debates that students andin- SUE 


tellectuals are wont to has surprised 
even some of the Communist. Party's 


| harshest critics. “It’s like going back to 


1989,” says Qi Zhi Yong, pro-democracy 


activist, who survived the Tiananmen E qe 


Square massacre that year. 
_ Chu Tian, a journalist once associ- 


Access ven mo Ore e than 250, 000 
websites censored - 


| 
| 
| 
| 
| 
| 
| 
| 





Government to monitor SMSs 


within the city’s ritzy Chaoyang district, 


monitor their movements, email and 
telephones. More importantly, every 
time a correspondent wants to inter- 
view anyone in China, or travel in the | 


| country, he or she must get permission 


from the authorities. Though this cum- 
bersome procedure is almost never en- 
forced, it gives the authorities the option 
of selectively applying the law when a 
| particular correspondent raises too 
| much ire. Usually, the correspondent is 
detained by the police and let off after 


| writing a Maoist-style ‘self criticism’ or 


an official apology. Occasionally, if the 
correspondent ventures into issues that 
the government considers taboo such 
as calling for multi-party democracy or 
Tibetan independence, he or she is ex- 
pelled from China. 

A sharp reminder of the Middle | 
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. 
making it easier for security agencies to | 





| 
| 
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ated with Southern Weekend, a 
newsweekly in southern Guangzhou 
province whose Web forum was closed 


when its critiques ofthe government got . 


too punchy, says: “the government has 
become completely arbitrary in dealing 
with the press. Now there is not even a 
lineto toe. A piece might go unnoticed 
one day buta similar or even milder arti- 


cle may get into trouble the next day" - 


That makes people stay as close to the 
official position as possible. "Such self- 
censorship is probably the Worst thing, 7 


says Chu. 


But it is not enough. Though only 
government-approved publishing 
houses are legally permitted to print 
books, and no newspaper, audio or 
video publication may be printed or dis- 
tributed in China without permission 
| from the state Press and Publications 
Administration (PPA), the emergence of 
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new private media has made 
the government nervous. In re- 
sponse, the government has 
got many of these new firms, 
including Yahoo.com's China 
division, to sign a "Public 
Pledge of Self Discipline", un- 
der which they promise to re- 
frain from "producing, posting, 
or disseminating pernicious 
information that may jeopar- 
dise state security and disrupt 
social stability." 


ATISH GHOSH 


A Listing Ship 


Last December, Liberation 
Daily, a Communist Party 
mouthpiece, denounced 50 
intellectuals as public enemies 
for trying to "estrange the rela- 
tionship between the party and 
intellectuals and between in- 
tellectuals and the masses”, 
and the press was instructed 
not to publicise their work. 

While the list included influential 
figures such as He Weifang, law profes- 
sor at Peking University, Beijing, who 
successfully petitioned the government 
to grant migrant workers in cities more 
rights, it also included relatively soft crit- 
ics of the government's policies such as 
rock star Cui Jian and popular novelist 
Jin Yong. The inclusion of such people, 
who are political lightweights but who 
have large popular followings, reveals 
the fear driving the Communist Party's 
current media crackdown. 

Over the last two years, thousands of 
protests by groups as diverse as retirees 
demanding withheld pensions, farmers 
protesting land seizures, citizens 
incensed by government corruption 
and ethnic minorities inflamed by prej- 
udice, have rocked China. Beijing is 
worried that things "could be running 
out of control", says Wenzhou Hou, a 
political activist in Beijing. 

Though authorities try to squelch 
news of such unrest by sealing off the af- 
fected areas and detaining journalists 
trying to cover the situation, with 80 mil- 
lion people in China now connected to 
the Internet and one in every four Chi- 
nese owning a cell phone, news spreads 
fast across the country. 

“We are reaching the point where 
Web-based information is acquiring a 
critical mass and totally bypassing tradi- 













tional censorship," says Guo Liang, pro- 
fessor of social development at the Chi- 
nese Academy of Social Sciences in Bei- 
jing. “The government feels it 
cannot just let this happen.” 


Breaking Through 


“There is a crack in everything, that’s 
how the light gets in,” wrote Leonard 
Cohen, the iconic Canadian lyricist, and 
in China his words take on prophetic 
meaning. With almost every source of 
information, including textbooks, con- 
trolled by the government, the only way 
Chinese audiences can access good in- 
formation is by searching for cracks in 
the system. The youth, in particular, 
have become adept at this and many 
use new anonymiser technologies to 
surf the Web. Several dissident groups 
have also set up secure blog sites such 
as angrychineseblogger.blog-city.com, 
where people can freely discuss issues. 
Dean Huang, 20, a student at Beijing 
Normal University, says the govern- 
ment's overt censorship is a blessing in 
disguise. "Here we know the media is 
controlled, so we don't believe it. But in 
the US people think their media is free 
when it is not, so they believe every- 
thing. Here we question everything." 
Despite the government's persistent 
attempts to intimidate writers and free 
thinkers, many persist in their mission. 
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While suppressing independent views on one hand, China spreads its sanitised version 


of events in a way that would impress any communications guru 


Mu Zimei, a young woman whose book 
of personal sexual revelation, Yi Qing 
Shu (A Book of Lost Love), was banned, 
says the government may be worried 
that if people are allowed freedom in 
one aspect of their lives it’s harder to 
deny them freedom in others. “Change 
threatens...When someone like me 
breaks these rules and advocates new 
ones, it's seen as dangerous,” says Mu. 

So she did the simplest thing she 
could think of: she sold her book to a 
publisher in Hong Kong, knowing that it 
would eventually find its way back to the 
mainland. “I am seen to have betrayed 
my own society when, in fact, I am help- 
ing it," she says. There is also a thriving 
underground press in China, but it 
reaches very few people. 

Chu Tian, who now runs a gay-rights 
website, says that like many other jour- 
nalists and activists, he's not going to be 
fazed by the governments current 
crackdown on expression. He feels jour- 
nalists have to learn to use and manipu- 
late the official press, not sidestep it. His 
own tactic, he says, is to couch his words 
anduseallegory or metaphors when ap- 
proaching controversial issues. 

"It's like getting the ping-pong ball to 
just nick the table," Chu says. "You get to 
make the point, but barely. Luckily, 
readers have learned how to decode 
what we say, to read our real feelings." li 
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Roadblocks to growth 


PROBLEM Cable TV pipes in India are choked. Digitisation 
can help them carry more channels. But in the absence of 
last-mile ownership, big players have no incentive to invest. 
SOLUTION Mandate digitisation and set a timetable for the 
transition. Increase FDI limits in cable. Give Trai full authority 
to carry the industry through, after fixing the basics. 


PROBLEM Restriction on both foreign investment and cross- 
media caps means only two players have launched services 
in four years. 

SOLUTION Increase the FDI limit and remove cross-media 
caps. Hasten the clearance process to make it easier for 
investors to come in. 


PROBLEM Potential players cannot use last mile of BSNL 
and MTNL to offer TV. There is no unified licensing that allows 
telecom, broadband or ISPs to get into broadcasting. 
SOLUTION Unbundle last mile, allow cable to offer voice, and 
telcos and other broadband players to offer TV. This will 
increase competition and bring down prices. 


PROBLEM State-owned Doordarshan has the best assets in 
the business but they are under-utilised. It is a holy cow and 
other players are not allowed access to those assets. 
SOLUTION Allow private terrestrial broadcast, mandate it in 
the digital mode, and remove restrictions on investors. This 
will lead to a profusion of local channels. 
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W HY do you think I bought Sab TV?" asks Kunal 
9 Dasgupta, CEO, Sony Entertainment Televi- 
sion. “It is very expensive to launch a channel; 
you can't buy distribution all over the country. 
Growth will only come from buying out real 
estate (on cable) in this market," he replies. 
What Sony got for Rs 57 crore, says Dasgupta, 
is ready access into 11 million households. Kalanithi Maran, 
however, thinks buying distribution will help. Last month, his 
Sun Network made a reported Rs 300-crore bid for Kolkata's 
biggest cable company, Indian Cable Net (formerly RPG Net- 
com). The deal, which could be signed any day, will give Sun 
control over roughly 7 lakh cable homes and the best launch- 
pad for Surjo, its Bangla channel. Two different deals, two dif- 
ferent cities. But they tell you howthe story ofthe traffic jam on 
India's cable TV pipes will play out in the months to come. 

Itis one hell ofa traffic jam. The cable TV pipes in India are 
choking. Most are capable of carrying, at best, 106 channels. 
Yet, more than 160 channels battle to be on our TV screens 
everyday. This is besides the hundreds of local cable channels 
like CCC or CVO. Both multi-system operators (MSOs) and lo- 
cal cable operators now charge a carriage fee to put a new 
channel on their system. Many also demand a placement fee. 
That means they charge extra money to place, say, an NDTV 
Profit before a CNBC Awaaz or to shove HBO on a hard-to- 
catch frequency, and Star Movies on a better one. There are 
middlemen who specialise in doing just that for broadcasting 
companies. One told BW very proudly how he ensured that 
NDTV Profit became number two to CNBC Awaaz because of 
placement. Are you surprised now that your favourite chan- 
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nels keep shifting? "Every week, there are 300 recorded in- 
stances of channel movement," says Atul Phadnis, vice-presi- 
dent, TAM Media Research. And it is going to get worse. At the 
time of going to press, over 22 channels were ready for launch. 

The pressure is telling. Ten Sports, after three years of try- 


e Broadcastin 


| 


ing to distribute on its own, has now joined OneAlliance, a dis- | 


tribution joint venture between Sony and Discovery. So did | 


MTV last year, after bravely tackling the Indian market alone 
for years. One of the world's largest media companies, Walt 


Disney, had, as one insider puts it, “the dickens of a time" dis- | 


tributing its channels, even though it 
chose to ride on the Star India net- 
work. The Rs 1,400-odd crore Star is 
one of India's largest broadcasting 
companies and sits on some of the 
countrys most popular channels. 
Even Star One, a channel it launched 
last year, had a tough time, according 
to cable operators who were unwill- 
ing to carry it. One year and several 
crore rupees later, Star One's distrib- 
ution is now stable. NDTV, say re- 
ports, paid Rs 8 crore-10 crore over 
several months in placement fees 
just before its initial public offering. 
The brand new Jagran TV, too, is re- 
ported to have shelled out close to 
Rs 6 crore. Even free-to-air (FTA) 
channels are now being asked to pay 
carriage fees. "If 200 channels are 
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Peter Mukerjea, CEO, (L) and 
Tony D’silva, executive V-P, Star 
india. Mukerjea reckons 
broadcasting is headed for a 
flashpoint 
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By Vanita Kohli-Khandekar 


beaming and we can accommodate only 106, then we will 
have to remove somebody,” says Umesh Kalgutker, a cable op- 
erator in Kandivali, Mumbai. “Broadcasters may not like to 
show that they pay carriage fees, but it is as real as the casting 
couch,” adds Dinyar Contractor, editor, Satellite and Cable TV. 

Why should the jam cause worry? Isn't the variety great 
news for consumers? Actually, no. The jam is hitting both ad- 
vertising and pay revenues. Advertising is hit because viewer- 
ship figures rise and fall on the whims of cable operators. At 
Rs 5,000 crore, advertising has already plateaued. For the last 
two years, yield per 10 seconds of ad 
time has actually fallen for a majority 
of broadcasters. Pay revenues are hit 
because even top-notch channels 
now pay placement fee, cutting into 
their subscription revenues. To the 
freeze on pay rates, add Telecom 
Regulatory Authority of India's ( Trai) 
7 per cent limit on rate hikes, and 
broadcasting's misery is complete. 
"There is now absolute panic in TV 
distribution," says Jagjit Kohli, chair- 
man, Pacenet, a Mumbai-based 
broadband company. Kohli is 
among the few people who pio- 
neered cable TV in India. Things are 
getting messier in an already messy 
market. And it is evident that the siz- 
zling, almost Rs 15,000-crore broad- 
casting business, which depends 
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completely on cable for distribution, is headed for "a flash- 
point”, says Peter Mukerjea, CEO, Star India. 

“Nineteen of the 20 businesses that Rajan Raheja has in- 
vested in, we make money. This is the only business where we 
have sunk over Rs 400 crore, we don't make money, and plus, 
we get a headache," says K. Jayaraman, managing director, 
Hathway Cable, one of the largest MSOs in the country. Con- 
sumers are having the worst time. Cable prices have been 
pushed up twice already in the metros, despite the freeze. And 
the channel shifting means that, in many cities, you spend 
every evening looking for your regular channels. As Rajesh 
Kacker, adviser to Trai, puts it: "Consumers don't want more 
channels. They just want to be able to choose the 10-15 chan- 
nels that they watch.” That flexibility doesn't exist. 

The regulatory solution is pretty simple. Dayanidhi 
Maran, Union communications minister (and Kalanithi's 
brother), just has to allow the last mile wires of state-owned 
telephone companies like BSNL to be used by anyone who 
wants to sell television, data or voice. Jaipal Reddy, informa- 
tion and broadcasting (I&B) minister, 
just has to say that anybody can invest in 
Digital Terrestrial and DTH (Direct-to- 
Home) TV services without equity and 
cross-media caps. Both he and Maran 
have to say that cable operators can of- 
fer voice on their pipes. And then, watch 
the broadcasting market boom — as 
everyone scrambles to offer everything. 
Even by the most conservative esti- 
mates, these three moves alone should 
bring in over $3 billion, or about 
Rs 14,000 crore in revenues, over 3-5 years. 

The idea is not new. Almost every major market in the 
world — from Japan to UK to Hong Kong — has opened up ca- 
ble to voice and telecom to video, ensuring that everybody 
gains from the competition. In the US, for example, competi- 
tion between cable, satellite and telecom companies is giving 
broadcasting a fresh lease of life. Ever since the Federal Com- 
munications Commission made it easier for cable companies 
to offer telephony and vice versa, competition has meant that 
cable operators spent over $85 billion in digitising and offer- 
ing more goodies to subscribers. From almost nothing, DTH 
services, called satellite TV in the US, now have 25 million sub- 
scribers. It has meant more choice and channels, too, says 
Vivek Couto, executive director, Media Partners Asia, a Hong 
Kong-based media research and consultancy firm. From 
about 106 in 1994, the number of channels on offer to US sub- 
scribers across different platforms has gone up to 400 in 2004. 

That is not happening in India. The broadcast regulator, 
Trai, is churning out well-researched, well-intentioned and 
sensible papers on issues ranging from Digital Terrestrial Tele- 
vision to digitisation of cable and unified licensing. None, un- 
fortunately, have seen the light of day as policy. For thelast one 
year, the I&B ministry has not taken a single decision on televi- 
sion broadcasting — on giving permission to new DTH play- 
ers like Space TV (a Tata-Star venture) or Sun TV, or to push for 
unbundling of the last mile on telephone to make it easier for 
telecom operators to offer TV. Neither has it done anything to 
incentivise investment in the cable business. Instead, Reddy's 
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Watchdog’s woes 


T ELL Telecom Regulatory Authority of India (Trai) 






chairman Pradip Baijal that he has had more success as 

a telecom regulator than as a broadcast regulator, and 
he bristles. "That is unfair. CAS (Conditional Access System) 
is now pending with state governments, on FM [radio] the 
Cabinet has considered our paper, and on community radio, 
there is some level of finality," he says. Trai is a better 
telecom regulator simply because it has been at it longer. It 
took on telecom regulation with a proper Act backing it in 
1997. However, it took over broadcasting only in 2003 in the 
middle of the CAS mess, with just one proviso of the Trai Act 
to back it. “Compared to the regulatory apparatus we had in 
telecom, this is nothing," says Baijal. He reckons that a 
Convergence Bill will give regulation some teeth. "You can 
send pictures on your mobile, data on your FM radio... All 
these are mutually inclusive things, so you need a 
Convergence Bill," he says. What is 
holding up this Bill? The colliding 
interests of various stakeholders — 
telecom, IT, broadcast and cable 
companies, we reckon. And those of 
three ministries: IT, communications 
and I&B. So what can Baijal do? “On 
inter-connection and tariff, | am the 
final authority. On policy and spectrum, 
| can only recommend,” he says. 
Over to you, Mr Reddy. 


ministry seems to be focusing on pointless debates on the 'de- 
finition of broadcasting’ and the ‘need for a content regulator. 
‘The only good thing you can say is it has not taken any foolish 
decision, like the CAS amendment by the previous ministry. 

Businessworld has tried for over six months to get an inter- 
view with Reddy, without success. Maran's office declined to 
comment till the Parliament session was over. 

The bottomline: “The bandwidth logjam is here to stay," 
thinks Shantonu Aditya, president, SET Discovery, which runs 
OneAlliance. That is ironical. In a year when an almost mori- 
bund publishing industry is waking up to action (See 'Break- 
ing News, BW, 28 March), broadcasting, which has been in- 
vestors' darling for years, is grinding to a halt. For several years 
now, TV has eaten into print's share ofthe Rs 12,000-0dd crore 
ad pie, raising its share from one-third to half now. However, if 
it continues to falter, you could see a reallocation of ad spends 
— this time in favour of print. 

If things are so bad, why are broadcasters, both new and 
old, launching more channels. And why is there no sign of 
belt-tightening? Well, because most of the new channels are 
coming either from companies with very strong bouquets, 
which makes pushing it on the ground easier, or from rank 
newcomers like Amrita Television, who "don't realise how bad 
distribution is", says Kohli. There is no question on the variety 
and need for more channels in a market as heterogeneous as 
India, and crashing transponder costs makes it easier to cater 
toit. Theonly issue is howto carry it. Second, while most of the 
large companies have not seen a fall in topline or bottomline, 
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the increases haven't been as good as they have been for some 


years now. Star, for example, has gone from just about Rs 1,300 | 


crore to Rs 1,400-odd crore this year, far lower than expected. 


sun TV, which has been expanding madly, is stuck at around 


Rs 500 crore for the last two years. One of the few exceptions, 


perhaps, is Sony. It hit, what Dasgupta calls, a ‘three digit rev- 


enue’ figure on the back of hit shows like Indian Idol. 
Ofthe two options, a regulatory one and a market-led one, 


the second one seems more real. So a shake-up with lots of | 


blood and gore is inevitable as the logjam gets from bad to 
worse. For the broadcaster, the question is: "Should I spend on 
programming while launching a channel, or spend the money 
in buying up a cable distribution system, or on other plat- 
forms?" says L.V. Krishnan, CEO, TAM Media Research. So ex- 
pect many Sony-Sab TV or Sun-RPG kind of deals. 

On the trade side, MSOs, especially in smaller towns, are 
selling off to bigger ones. For example, Surat has seen the 
number of MSOs reduce from 100 to four in the last two years. 
Eventually, the market will split between three types of firms: 





pure distribution companies, those who own cable, and DTH | 


and telecom platforms. An InCable could become, say, a DTH 
provider as well as a telecom company; and there could be 
pure broadcasting companies like Sony and ‘vertically inte- 
grated' ones like Star. 


How The Logjam Happens 


The choke started with news channels, says TAM's Phadnis. | 
Cable operators and several broadcasters will tell you that in | 
2003, new entrant NDTV, desperate to crack the market, | 


upped the stakes on carriage fees sig- 
nificantly. Many other news channels, 
which were launched around the same 
time, followed. Then, before its initial 
public offering in early 2004, NDTV 
worked hard to ensure that its chan- 
nels NDTV 24X7 and NDTV India were 
on the prime band. That is the band 
which all TV sets in India have. Being 
on it is distribution heaven for a new 
channel and a right for an established 
one. The prime band can, however, ac- 
commodate only 11 channels, of 
which three are mandated Doordar- 
shan channels. That leaves eight chan- 
nels in what is the prime real estate in 
cable terms. Roughly half the cable 
homes in India are black-and-white 
sets that can receive only channels in 
the prime band. The remaining have 
three other bands that take between 56 
and106, depending on how old the TVs 
are. (Newer TV models can take up to 
200 channels.) All the fights are over 
these three bands. 

“Every channel with money is not 
necessarily on the prime band,” says 
Sisir Pillai, head (distribution), CNBC 
TV18. The rates for carriage and place- 
ment, and the shifting and negotia- 


Kunal Dasgupta, CEO, SET, 
bought Sab TV to get his 
hands on cable ‘real estate’. 


Shantonu Aditya, president, 
SET Discovery 





tions depend on several variables: the genre, the broadcaster, 
where the bulk of his advertising comes from, what his objec- 
tives are and whether he wants good placement to simply 
screw his competitor or to get distribution revenues. For 
Zoom, for example, “the first priority was penetration and 
placement, and only later distribution revenue,” says Apurva 
Purohit, COO (TV division), Times Entertainment. Typically, 
the shifting increases when there is a deluge of launches — 
like now, says Phadnis. 

Ifyou are launching a new channel, you pay to keep it close 
to popular channels like Star Plus or Sony, so the opportunity 
for viewers to sample them is higher. Carriage rates are higher 
in the 73 TRP towns, where TAM's Peoplemeters, the ones 
which churn out viewership numbers, are installed. Again if 


_ there is an area, say, Bandra and Versova in Mumbai, where a 


lot of media buyers or advertisers live, the premium goes up. 

As cable and satellite penetration has increased, carriage 
fee is now common even in smaller towns like Kanpur or 
Nashik. The carriage rate that some really large MSOs — with 
over a million homes — charge is about Rs 50 lakh-1 crore per 
network per year. Placement could cost anything upwards of 
Rs 1 per channel per household. Most of these payments are 
made quarterly, in cheques, and show up on operator and 
MSO books. They are considered as the regular cost of doing 
business. "Earlier, we used to do a lot of trade relationship ac- 
tivities, just like any other industry, like get-togethers, contests 
and training,” says Tony D’silva, executive vice-president (dis- 
tribution), Star. That has morphed to cash. 

It may sound terrible, but it is not very different from how 
the FMCG market operates, points out 
Krishnan. Almost every major FMCG 
firm "pays the retailer or kiranawala to 
get a display", points out Jayaraman. 
That is what happens when, say, a 
Channel 7 from Jagran launches in the 
face of 22 other news channels. The 
ideais to get maximum sampling. 


Why It Happens 


“The problem," says Krishnan, “is not 
the deal-making. The problem is that if 
I spend the money on distribution, will 
he (the operator) use it to invest; if he 
does it, that is good." The fact that the 
operator doesn't do it, hasn't done it for 
decades, and doesn't let anyone else do 
it, has led to this choke. Contractor 
agrees, but doesn't believe that opera- 
tors alone are responsible. “Why is the 
system clogged? It is because there is 
no money going into it. Why doesn't 
Zee put money in Siticable (its distrib- 
ution subsidiary)? The fact is this activ- 
ity is not profitable except for the oper- 
ator. Every player with an audited 
balance sheet is in the red," he says. 
Think of cable TV distribution as a 
chain that starts from the signal that 
broadcasters transmit. Earlier, cable 
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operators picked it up directly and sold them. By the mid- 
1990s, the number of channels had increased so much that it 
was impossible for small operators with 500-1,000 homes to 
keep buying additional dishes to give more channels. That is 
when MSOs came into the picture. MSOs are wholesalers of 
the signal, who invest in huge head-ends, lots of satellite 
dishes and control rooms — think of them as large depots — 
for getting hundreds of TV channel signals (over 300 channels 
are beamed into India). They, in turn, sell to the cable operator. 
The 35,000-odd cable operators in India finally sell this signal 
to us. So, the money that the operator was collecting got split 
between three players: broadcasters, MSOs and cable opera- 
tors. Despite the investments they make, MSOs have no con- 
trol over the last mile. When Hathway says that it has 1.5 mil- 
lion homes, it supplies signals to them through thousands of 
small cable operators. Legally, even the operator's ownership 
over your home is not clear. However, in practice, he has a 
death-like grip over it and the revenues coming from there. 

At a rough average of Rs 150 per subscriber per month, 
India's 55-odd million cable and satellite households shell out 
about Rs 9,900-odd crore in cash. However, just about Rs 1,500 
crore reaches MSOs and broadcasters. Under-declaration is 
routine. So fights over who has a right to the money are in- 
evitable. The business is criminalised and politicised to a great 
extent. According to one estimate, more than 60 per cent of 
the operators in India are owned by politicians or their rela- 
tives. A lot of this business operates on goon power and, there- 
fore, leaves little hope of revenues spreading more evenly 
across the industry. Since most of these operators don't feel 
like selling out the golden goose (it funds several local elec- 
tions, say broadcasters), a bulk of what the content earns re- 
mains stuck at the last mile. “LCOs (last mile cable operators) 
did a great job, but now they need to change,” says D’silva. 

While several metro MSOs like Hathway or InCable have 
spent money on laying fibre optic cables within cities, they 
have no say in how the signal finally reaches your house. Nor 
can they install a set-top box (STB), the crucial thing needed 
for basic flexibility. Think ofan STB like an electric meter. It will 
make it easier for the operator to supply only those 15-20 
channels that you watch and for you to pay for them based on 
usage. In most markets across the world, pay TV, whether dig- 
ital or not, is possible only with an STB. 

How else can a cable operator bill you? India started with- 
out STBs, which means there is a fundamental anomaly in the 
way broadcasters charge money. If the cable operator has 
1,000 subscribers, he may say he has 250. The next year's nego- 
tiation will yield another 100, and so on. This yearly negotia- 
tion on declarations is usually full of fights and switch-offs. 
“Thoda woh blackmail karte hain, thoda hum karte hain,’ 
laughs Dawoodi Colsawala, a cable operator from Surat. Even 
if he pays for 250 subscribers, the operator is paying, say, 
OneAlliance for all the 14 channels it sells irrespective of how 
many people watch it. The truth is that people in Bhusawal or 
Buldhana may not be watching VH1. In return for these nego- 
tiated declarations, broadcasters have protected cable opera- 
tor-monopolies in their areas. They do that by refusing to give 
decoders (boxes to decrypt the signals they transmit) to other 
cable operators who want to come into that area. That means 
each operator is, as Kohli puts it, “a de facto monopoly". "They 








The alternatives to the 










done to digitise cable. There are good 

alternatives. Direct-to-Home (DTH) 
television is “the real joker in the pack", 
thinks Rajeev Gupta, joint managing 
director, DSP Merrill Lynch. For a DTH 
system, you pay anything between Rs 
5.000-10,000 for a dish and set-top box, 
and installation charges. And you buy 
any of the packages on offer. However, 
a broadcaster cannot invest more than 
20 per cent in a DTH platform, and it cannot have more than 
49 per cent foreign investment. Considering that setting up a 
DTH project can cost anywhere upwards of Rs 1,500 crore, 
the two restrictions make capital very scarce and the break 
even levels even more difficult to achieve. 

There are currently two players here. One faces no 
commercial pressures. Doordarshan's DD Direct is a free DTH 
for the interiors of the country. It offers free-to-air channels. 
The only private DTH service that has been launched, after 
four years of the guidelines coming, is Zee's Dish TV. It claims 
to have 200,000 subscribers. The average Rs 200-a-month 
service (installation Rs 4,990) offers 110 channels. “The 
main reason for the less-than-expected growth of DTH is the 
non-sharing of content by foreign broadcasters such as Star 
and Sony on Dish TV,” says Jawahar Goel, additional vice- 
chairman, Essel Group. The insinuation is that because Star 
has plans to launch Space TV along with the Tatas, it is 
keeping its channels from going on a competing platform. 

“It is a fallacy that we do not want to supply our signals to 
Zee [Dish TV]. We are broadcasters, it is in our interests to 
have as many people see our service. But we have to do that 
on terms that are reasonable to both of us, in terms of 
economics and piracy. If we [Zee and Star] can get over those 
two speed breakers, we can get started,” counters Peter 
Mukerjea, CEO, Star. 

These battles aside, almost everyone agrees when Gupta 
says “If the Space TV application is cleared, then we will see 
some real action.” Add Sun Network's application for DTH 
licence and, with three big time broadcasters in the fray, DTH 
could run at least in the metro markets. 


M for a moment that nothing can be 


DIGITAL TERRESTRIAL TV: While Telecom 
Regulatory Authority of India has brought 
out a good paper on the subject, this one 
will probably never take off in India — 
simply because terrestrial television is 
Doordarshan, the most politically sensitive 
broadcaster. 

While DD sits on the best assets in the 
business — over 1,000 towers covering 
100 million homes — there is little 
likelihood of the government allowing 
anyone to use the towers to offer digital TV. 
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BROADBAND: BSNL, MTNL, Reliance and Bharti are already 
offering broadband services. With a little tinkering and a 
broadcast licence, they can offer TV. It is called IP TV as it 
uses the Internet protocol. But IP TV is not allowed under the 
current telecom licence. Look at what the two big ones are 
doing. BSNL has a target of 6 million broadband homes b 
2007. The company says it wants to take its 50,000 | 


broadband subscriber base to a million by the end of the year ~ 


before it adds entertainment and gaming. Ask it about TV, 
and the answer is full of ifs and buts. — | 

. . Recently, when it invited people to offer content on a - 

| revenue-sharing basis, BSNL discovered that most bidders did 
not have a delivery network — the servers, routers and STBs to 
digitise, store and retrieve data. It is now working on a 
Rs 200-odd crore project to set up that network. However, this 
does not include TV broadcasting. "Offering broadband 
without entertainment is sub-optimal,” thinks Gupta. 

The bets have been on that Reliance, which has been 
putting together a national broadband network, will do it and 
even seed the market with free set-top boxes (STBs). The 
service is being tested in Jamnagar for over two years now 
and in Mumbai. Reliance has had discussions with almost 
every broadcaster, film company and cable operator. It has 
built up, according to reports, a library of 5,000 films, and 
surveyed several operators like Kalgutker in Mumbai. The 
project has potential. But we are yet to 
see a full-scale roll-out. - 

While almost everyone thinks | 
telcos, with their organised billing and - 
systems, have a good chance of being. 
TV suppliers, there aredoubtson — 
three counts. One, their experience _ 
in handling content and IPR issues. 
You could argue that they will learn 
as they go along. Already, mobile 
phones surpass landlines. So, | 
landline companies have to offer something beyond 
voice. "In the US, cable companies became telcos offering 
voice and broadband because only entertainment is not 
profitable," says Gupta. So there was AT&T, which went into 
cable, and Comcast which is into voice. 

Two, their ability to deal with the hurly-burly of the cable 
market. Imagine a Bharti trying to offer cable TV in your area. 
Your operator will create a ruckus and make it painful for you 
to shift. Again, you learn to deal with it as you go along. 

Three, the IP TV technology itself is debated. Dinyar 
Contractor, editor, Satellite and Cable TV, says IP is not a 
popular platform since it is “intrinsically a low bandwidth 
pipe." For one channel of IP TV, cable can carry 60-70 
channels. So if there are 5,000 subscribers of Star Plus on a 
network, an IP TV network needs 5,000 feeds with, say, 

4 megabytes for each house. And broadband's biggest 
content successes so far have been in gaming, not in 
broadcast quality video. | 
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(broadcasters) have created this Frankenstein," he adds. 
This cosy arrangement was alright with 50-60 channels. As | 
the pressure increased, carriage and placement fees came in. 


The Ways Out 
The errors ofthe past are accentuated by other limitations. | 
“TV sets at the consumer-end are a restricting factor,” says Ab- 
hijit Saxena, president, Zee Telefilms. Just like most TV sets _ 
across the world, the ones in India can take only analog sige - 
nals. And just like TV transmission systems across the world, - 
we have a last mile that is analog. And "analog has its limita- 


tions,” says Anshuman Misra, managing director, Turner In- ; 
_ ternational India. The limit is 56-106 channels. Currently, all 0 


channels are transmitted in the digital mode. Most of the 


MSOs pick them up, convert them to analogandthensend —— 
them to operators. The answer to the choke, you guessed it, is- 


digitising. Either you digitise all the head-ends that finally 
bring the signal to a house or you bring in an alternate digital 
mode like DTH orIPTV.  . | | r 
Digitising will kill two birds with one stone. Any digital de- 
livery into consumer homes — whether by cable or IP TV or 
DTH — needs an STB, so addressability and, therefore, 100 per 
cent transparency is automatic. So is a two-way path, making 


interactivity easier. But, more importantly, freeing up the -| 


spectrum of one analog channel will create space for anything 
between 10-14 digital ones. That means just digitising the cur- 


rent network could increase capacity to 560-1,000channels. | 


New networks, like DTH or IP TV operators, can offer unlim- 


ited variety depending on the bandwidth they have. 


That brings us to the first problem. How do you clear the 
fog over last-mile ownership and make cable an attractive in- 
vestment? Most people think demarcating areas and assign- 
ing one or two licensees perarea, a la the US, will work. "If ter- 
ritorial boundaries are drawn, then the whole value of the 
network goes up," says D'silva. Demarcation sounds good but 
will be a nightmare to implement in a messy market. Multiply 


. the problem by 35,000 odd operators and throw in a court case 


or two. It could take years just to sort out territorial issues. 

The second question is who will foot the bill. The capital 
cost of digitisation is anywhere between Rs 700-3,000 per sub- 
scriber on a good urban network, depending on how many 
subscribers there are. That is over Rs 16,000 crore just on the 
head-end. Then there are the STB costs. The more the people, 
the lower the capital cost, says the Trai paper. So you need 


price de-regulation during the transition for digitalchannels, — 
tax sops on the equipment, licensing the cable business, in- — 

creasing the foreign investment levels for cable, and allowing ^ 
operators to offer voice. Some of these will end up being part ^ - 


of the recommendations that Trai will make in its final paper 
soon. All this will add up to a substantial incentive to invest, 
lower the costs and, therefore, lower the prices. Remember, 
multiplexes multiplied after the tax-holidays. Plus, there is the 
hope of higher ARPUs (average revenues per user) from Net 
access and voice, along with TV. So this problem is fixable, 
given regulatory will. The investment bankers, all of who have 
done the maths, will jump in given clear revenue potential. 
The third problem is that it needs time and patience. And it. 
just might be beyond a chaotic market like India. It takes 7-15 — 
years, going by developed country standards. They are 
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smaller, less-complicated markets. The 
UK began mandatory digitisation in 1998; 
the process will be over by 2012. While the 
pipes are being upgraded, signals have to 
be simulcast in digital and analog mode. 
That needs additional bandwidth. This 


seems a good idea. "In every other coun- 
try, digitisation is spearheaded by the government, which de- 
cides when analog signals will be switched off,” says Contrac- 
tor. He says that if the government auctions the analog 
bandwidth, it can get billions of dollars that can be pumped 
into digitising the network. “Digitisation should be a national 
initiative," adds Jawahar Goel, additional V-C, Essel Group. 
Alternately —and this has been our favourite option since 
regulation is usually a bad solution to business problems — 
some broadcaster or MSO can seed the market with STBs and 
spend money and time on digitising, say, 10 million homes. 


What about content? 

ULL, not push, is what will ensure long-term growth, 
p... L.V. Krishnan, CEO, TAM Media Research. "None 

of these channels invest in making themselves a brand; 
if you don't invest in the brand, there is no pull," he says. 
When Sony invests (reportedly) Rs 40 crore in Indian Idol, 
and creates noise and hoopla around it, what it does is 
create both content and the pull which ensures that viewers 
call up their cable operators and demand the channel. 

There is what Krishnan calls "programme equity and 
channel equity". You may be loyal to Astitva on Zee but you 
may, fundamentally, be a Sony or Star Plus watcher. You 
enjoy the general look, feel and ambience of, say, Sony and 
can relate to most of its shows. If that equity is there, then 
the whole bouquet or a portfolio of brands, in FMCG 
parlance, can ride on it. So, while the retailer stocks six soap 
brands of HLL, he really wants only Lux. Ditto for TV. Star Plus 
is picked purely on pull and carries 14 other channels. But 
the first to get knocked off the bouquet would be, say, Star 
Utsav. For push to convert to pull, the channel has to offer 
compelling content. "That is where the biggest challenge for 
broadcasting is going to come from: how am I going to make 
a brand," says Krishnan. Star India CEO Peter Mukerjea 
agrees: "What are all these new channels putting on? Music 
channels have some sleaze, others have birthday parties and 
stuff, and sports is a mess. Where is the content going to 
come from?" Three years from now, or later, when 
consumers have a choice of operators (DTH, cable or 
telecom), what will determine success is channel and brand 
equity, thinks Krishnan. 
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His ARPUS will go up as his ability to offer 
other services increases. That, in turn, be- 
comes an incentive for others. No regula- 
tion, no mandate. For example, Mukta-Ad- 
labs just decided that there was potential 
and seeded 70 theatres with Rs 10 lakh- 





might pull the whole house of cards & worth of equipment each. Others fol- 
down. “We have to be realistic. After 15 > lowed, and India is now the world’s largest 
years of unregulated growth, change will 8 digital theatre country. However, that is not 
be gradual. The cable system won't topple : 5 happening in cable. “Investment of any 
over. In telecom, nothing happened for Kalanithi Maran is buying money in cable will have to be viewed 


decades and, then, wireless changed out RPG Netcom, and against investing the same amount in any 
everything,” notes Kacker. wants DTH to crack the other distribution system, like DTH. Our 
That is why mandating digitisation national market experience of investing 26 per cent in 


Hathway was an eye opener. We have got 
to take along, hard look at cable," says Mukerjea. 

At the end of the day, the biggest incentive to invest will 
come from competition. It is here that our progress has been 
miserable. Cable simply has no competition (See "The Alter- 
natives To The Cable Guy’). Last year, when Trai recom- 
mended unbundling the last mile, there was some hope. But it 
never became policy. If cable operators or ISPs or other tele- 
com companies are allowed to use MTNLs or BSNLs last mile 
to offer TV to the 45-odd million homes they reach, there can 
be effective competition for cable and an incentive for cable to 
invest. “Even if I had an order unbundling the last mile, it 
wouldn't work unless the incumbent wants to unbundle,” says 
Pradip Baijal, chairman, Trai. He points to the UK where even 
after the regulator mandated unbundling, British Telecom 
blocked others from using its last mile. Finally others started 
using wireless services to offer broadband, Net access and TV. 
The demand for BT’s last mile collapsed. Now it has a whole- 
sale division to sell its last mile. Baijal points out that even the 
best telecom regulation, like in Bangladesh, cannot overcome 
the internecine wars that mark any industry. So in 
Bangladesh, even today, fixed and mobile phones can't talk to 
each other. “No market can work without a regulator. But a 
network develops when there is an aggressive minister, regu- 
lator, media and aggressive companies,” says Baijal. 

Precisely. So can we have one? There is a stage in the evolu- 
tion of almost any broadcast market in the world where the 
regulator comes in, eggs on competition, pushes for digitisa- 
tion and generally creates a ruckus which moves the industry 
forward. To be fair, Trai does that by throwing up papers on 
never-before-discussed issues like unified licensing for 
broadcast and telecom. But even as we debate and discuss, 
the world is moving — and fast. Japan passed a resolution two 
years ago allowing telecos to use cable. In Hong Kong, cable's 
monopoly ended in 2000 with new pay TV licences for telecos 
and satellite TV companies. Hong Kong, in fact, has become a 
pay TV laboratory for the world with almost every conceivable 
broadcasting technology having a free hand. 

BWhas always advocated minimum regulation in broad- 
casting. Yet, for once, we think the time is just right for Messrs 
Maran and Reddy to get together, roll up their sleeves, and 
clear up the logjam. Go for it, guys. B 
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ow China did it 








— and India can 


H, my God, there are just so many 
of them, and they all look so seri- 
ous, so eager for work. And they 
just keep coming, wave after 
wave. How in the world can it 
possibly be good for my daughters and millions 
of other young Americans that these Indians 
can do the same jobs as they can for a fraction 
of the wages?' That was what Thomas L. Fried- 
man thought as he stood at the gate of Infosys 
in Bangalore watching a river of young edu- 
cated people flowing in and out. The answer he 
worked out stretches over an entire book, The 
World is Flat: A Brief History of the Twenty-first 
Century (Farrar, Straus and Giroux, New York). 

How did these young people in India come 
to do the jobs Americans should have been do- 
ing? Friedman attributes the shift to two 
changes towards the end of the last century. 
First, telecommunication companies laid 
thousands of miles of optical fibre across the 
seas hoping to trawl riches out of international 
calls. But their feverish investment led to excess 
capacity and a collapse of call rates. Many of 
them went bankrupt — that is how Reliance In- 
focomm, Bharti and VSNL came to acquire 
huge chunks of world cable capacity. But as a 
result, distance collapsed: calls and data trans- 
fer across the world cost no more than across 
the street; and that brought Bangalore close 
enough to compete with Seattle. 

The other big change was the collapse of the 
IT boom in the US. Suddenly many companies 
were in trouble and looking to cut costs; that is 
when they were struck by the difference in 
wages between Bangalore and Seattle. The 
lower costs in India would eventually have had 
an impact, but the slowdown in the US gave 
them a special edge. Nothing could have more 
dramatically demonstrated that edge than the 
Y2K scare; Indian software engineers corrected 
billions of lines of code so faultlessly that not a 
single plane crashed, not a single cheque 
bounced. The smooth passing of the millen- 
nium gave American companies the confi- 
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dence that they could trust Indian IT compa- 
nies halfway round the world to give them 
seamless service. 

[had looked at this story in a study I did with 
London Business School; my take from a win- 
dow in India was somewhat different. The 
coming of the personal computer in the late 
1970s led to decentralisation of computing in 
the US. But the data in the big US companies 
were in their big old IBM 1620s and 360s; these 
had to be made to communicate with the new 
PCs being installed. The software had to be 
written in C+; soon there was a shortage of pro- 
grammers in this and other old languages. 

In India, however, our indestructible, incor- 
rigible Fernandes had thrown out IBM and ren- 
dered many programmers who knew C+ sur- 
plus. American IT businessmen — especially 
the Indians amongst them — started coming 
and taking them away. That caused a shortage 
of programmers in the Indian IT firms that were 
selling PCs and managing business informa- 
tion systems. To retain them, these companies 
started hiring programmers out to American 
companies. That was the beginning of body- 
shopping. Body-shopping was profitable but 
unstable, for programmers hired out to Ameri- 
can companies found jobs in America and 
were lost. So when Texas Instruments set up a 
wireless link between Bangalore and Dallas 
and demonstrated the feasibility of sitting in In- 
dia and working for America, Indian IT compa- 
nies eagerly followed. 

But the miracle is the rise of China in manu- 
facturing. Data and programmes can be sent 
virtually free across the world; goods cannot. 
Still China has become the world's workshop; 
5,000 of Walmart’s 6,000 suppliers are Chinese. 
How did they do it? By annihilating transport 
costs with meticulously coordinated combina- 
tions of factories, highways and ports. When we 
talk of infrastructure, it is this value chain we 
mean. The Chinese were not the first to set it 
up; the Japanese and the Koreans had done it 
before. But the Chinese are the best now. » 
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IDFC under 
Nasser Munjee 
saw a wealth of 
debates and a 


dearth of deals. 
Can Rajiv Lall 
change this? 


SUPRIYA KURANE 


AJIV Lall, the newest leader in 
India's public finance sector, 
is currently reading Maxi- 
mum City: Bombay Lost And 
Found, Suketu Mehtas tale of 
aman trying to make sense of 
a city he left many years ago. Lall, too, 
has returned to India after 30 years and 
is trying to make sense of a country that 
is very different from the one he left be- 
hind asa 17-year-old student on his way 
to Oxford University. He's come back to 
head the Infrastructure Development 
Finance Corporation (IDFC), which was 
rocked by the sudden resignation of ma- 
naging director Nasser Munjee last year. 
Lall's first task is to get IDFC moving. 





It has taken IDFC nearly a year to | 


find a replacement for Munjee, the man 
who set up the institution and was a 


favourite of chairman Deepak Parekh. | 


The financial community was shocked 
when Munjees entire team — chief op- 


erating officer A.K.T. Chari, chief policy | 
advisor Urjit Patel, chief risk officer L.K. | 
Narayan and IDFC Asset Management | 


Company's CEO Luis Miranda — put in 
their papers after the government an- 


nounced a merger with the State Bank | 
of India. The four later withdrew their | 


resignations, and the merger was put 
off. But Munjee never came back. 
The search for Munjee’s replace- 


SANJIT KUNDU 








ment wasn't an easy job. The heads of 
several private sector finance compa- 


| nies as well as some Indian Administra- 


tive Service officers were reviewed. 
Some of them were short-listed and in- 
terviewed too. But the IDFC board was 
finicky. Parekh and the other directors 
apparently went through each applica- 
tion with a fine-toothed comb, con- 
sciously avoiding bureaucrats. 

The government also added to the 
confusion. Rumours of a possible mer- 
ger with IDBI, IFCI and even private sec- 
tor rival IL&FS did the rounds. Several 
candidates dropped out because they 
weren't sure what the government wan- 
ted to do with IDFC. "The government 


| wanted to pick out someone who was 


deal-focused and had some public sec- 
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tor experience," says a source close to 
the developments. Lall's appointment, 
it is believed, was pushed by IDFC' in- 
ternational shareholders, who wanted 
to deal with someone who had consid- 
erable exposure to foreign markets. 
Little wonder then, that they chose 
Lall. In the past, he had worked with 
IDFC' foreign shareholders like IFC and 
Commonwealth Development Corpo- 
ration. He also worked in the financial 
markets (he headed private equity firm 
Warburg Pincus and Morgan Stanley 
Asia) as well as in public policy (as an 
economist with the World Bank and 
with ADB in China). Whats more, 
Parekh knew Lall because Warburg Pin- 
cus had picked up a6 per cent stake in 
HDFC in 1999. The private equity firm 
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has been bullish on India in recent 
years, taking large stakes in companies 
like HDFC, Bharti Telecom, Nicholas Pi- 
ramal and Moser Baer. 

So, late last year, when Parekh met 
him in New York with the offer to head 
IDFC, Lall was ready. "It was a perfect 
opportunity for me. My career has been 
a public-private partnership. I have ex- 
perience in academia, the public sector 
as well as the private sector," says Lall, 
who had previously considered return- 
ing to India. His 'public-private' profile 
seems to have appealed to various con- 
stituencies within IDFC, which itself is 
built as a public-private partnership. 

Talking in his office about his first 
three months at IDFC (he joined in Jan- 
uary 2005), Lall insists that more has 
changed within IDFC than meets the 
eye. “I am part of the change at IDFC, 
but I am not the change," he says. 

Lall has a lot of groundwork to do. 
IDFC was set up in 1997 to kick-start in- 
vestments in roads, ports, power and 
thelike. Since then, the company has of- 
ten been criticised for its inaction; the 
main contention being that it did not 
fund enough projects in its first five 
years of existence. Critics say that its 
proud claim of having zero NPAs is 
merely a result of extreme risk aversion. 

Munjees defence was that it would 
have been dangerous to lend to infra- 
structure projects till the various regula- 
tory issues were sorted out. It would 
have meant pouring money down the 
drain, as the financial institutions who 
hastily lent to the Dabhol Power Com- 
pany later realised. So Munjee said that 
IDFC focused its initial attention on pol- 
icy advice rather than project finance. 

Munjees team was known to be the 
brahmins of infrastructure — acade- 
mics, chief economists and policy ad- 
visers. But not one of them had rolled up 
his sleeves and dirtied his hands lending 
to industry or infrastructure before join- 
ing IDFC. And once in, they did what 
they were best at: safely lending to big 
guns with clean payback records and 
writing reports on a regulatory frame- 
work for private sector participation. 

"My first task is to change the per- 
ception of IDFC within the financial 
community, the shareholders and defi- 
nitely the government," says Lall. There 
is alot to be done. The most obvious task 
is helping the government's cause of re- 
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building India’s creaking infrastructure. 
"Its high time IDFC took on the role of 
becoming a development finance insti- 
tution for the infrastructure sector," says 
a project promoter. An aggressive IDFC 
has the power to do to infrastructure 
what IDBI did for Indian industry. 

Besides lending to projects, IDFC 
will also have to advise on policy and 
regulatory issues. It's already helping the 
government figure out how to best use 
the special purpose vehicle (SPV) for in- 
frastructure and the viability-gap fund- 
ing mechanism, both novel ideas put 
forth in the latest Budget. It is also part of 
the inter-institutional group on infra- 
structure that is supposed to pool in 
Rs 40,000 crore to lend to the sector. 

According to employees, the climate 
inside IDFC has been frustrating for the 
last few years. The system was not meri- 
tocratic enough to recognise perfor- 
mance. "Unlike ICICI, where perform- 
ers are rewarded for their successes 
quickly and penalised for their failures 
too, IDFC did not recognise employee 
performance at all. Which left quite a 
few people very frustrated," says a se- 
nior employee. When IDFC was func- 
tioning without a managing director for 
10 months, there was dissent within the 
ranks. CVs of managers were spread all 
over the industry as many questioned 
the government' intentions on what it 
wanted to do with the company. 

Things are changing now; several 
employees BW spoke to already feel a 
palpable excitement. "There is a posi- 
tive feeling inside — a 100 per cent im- 
provement over last year," says a senior 
IDFC employee. Meanwhile, Lall has 
brought in Vikram Limaye, another pri- 
vate sector financier from Credit Suisse 
First Boston, to head IDFC' private eq- 
uity business and push up lending ac- 
tivity. And a "very senior person from 
the leading infrastructure lending insti- 
tution in the US" is going to join IDFC 
soon. These two appointments suggest 
that Lall is building up overdue deal- 
making capabilities in his organisation. 

"Policy change will take time, it's a 
long drawn process. But, meanwhile, 
we cant just sit there waiting for policies. 
We need to identify viable projects on 
the ground and fund them and show- 
case them to the world," he says. Instead 
of waiting for policy to catch up, it looks 
like IDFC may finally be ready to lead. Bi 
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EARS ago, when in one of India's 
largest companies we were going 
through a major crisis, some col- 
leagues and I would wish for 
some way in which the chairman 
could see how he was undermining the morale 
of the company. Later, in another company, 
some of us lamented how the chairman was 
manipulated by the 'old timers' mafia. 

Now, as a practising consultant, I find that 
many employees in client companies often tell 
me things "in the strictest confidence" hoping 
that I will communicate their concerns to the 
boss without revealing their names. The com- 
mon refrain is “how do we get the boss to see 
the facts without running foul of him?" 

I recently came across a CEO of a family-run 
company whose problem was somewhat dif- 
ferent. ^I want to institutionalise the systems 
and the processes so that every decision does 
not get escalated to me. Ihave become a bottle- 
neck, but I don't have people with the band- 
width to deal with the organisational issues. 
What should I do?" he asked me. 

After more than three decades of associa- 
tion with the corporate sector, I have come to 
one conclusion: every organisation needs a 
mechanism to hold a mirror to the CEO and tell 
him the truth. The corporate world is full of ex- 
amples of how things would have 
been better if only the CEO had the 
appropriate counsel when he was 
heading towards the brambles. Un- 
fortunately, organisational ethos 
does not often encourage open- 
ness. Sometimes, the boss is so in- 
secure that any frank feedback en- 
dangers the future of the 
feedback-giver. 

CEOs often suffer from the 
problem of information overload 
without commensurate cognitive 
abilities to convert information into 
knowledge. It is a trite and hack- 
neyed saying, but true nevertheless, 
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that the CEO is a lonely man. Most CEOs nei- 
ther have the time, nor the courage sometimes 
to seek feedback on their performance. Current 
profits are not always an accurate measure. 
Some companies profess to have a 360-degree 
appraisal system, but I haven't seen one that 
works. As and when feedback does come their 
way, many CEOs do not have the time or the in- 
clination to analyse it. 

Many CEOs, especially in family-run com- 
panies, are victims of sycophancy, surrounded 
by 'yes' men or old family retainers — politi- 
cians who will usually tell him or her what they 
believe he/she wants to hear rather than what 
is best for the company. Often, such CEOs do 
not have anybody (except spouses and 'signifi- 
cant others' who are not always the most objec- 
tive sounding boards) with whom they can dis- 
cuss ideas without risking leaks and rumours. 
Look at the paradox. While there are detailed 
training and development plans for employees 
in companies, there is none for the CEO on 
whom the future of the company depends. 

In the interest of good corporate gover- 
nance, the time has come, I think, for organisa- 
tions to adopt the concept of coaching or men- 
toring CEOs. Mentoring is a process by which 
one persons learning (that of the protégé or 
mentee) is modified by another persons learn- 
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: ing (that of ihe mentor). Possessing the neces- 


can help change information to knowledge, 
9 and perhaps, even wisdom. A skilful and expe- 
& rienced mentor performing the role of a spon- 
` sor, role model, trainer, coach, counsellor and 


um : political advisor for the protégé can help the 


PE Being distant from direct E 


A> mentor can often see things more clearly and | 


objectively. And precisely because he/sheis not 
a supervisor, the mentor can also be the recipi- 
» ent of unfiltered data which would otherwise 


: stripping the relationship of any nuances of 


power and command:1t entails surrendering to 


the process of learning rather than controlling 
or driving it. Quality learning occurs when de- 


fences have been lowered enough for a learner 
to take risks in front of his or her mentor; and - 
when the mentor is not worried about perpetu- - 
_ ating her own role. Such defences or issues of- . 


ten keep CEOs from acting objectively. 
There is alarge number of practising ang re- 


:sary skill, know-how and capability, a mentor - 


# not reach the CEO. Effective mentoring means - 





tired CEOs who could fill the role of mentors. 
This would benefit the mentee in many ways — 


access to information, learning from the expe- 


rience of others, acquiring higher levels of con- 


_ fidence, practising new skills, trying out ideasin 
a safe environment, receiving protective feed- - 
back, and being able to vent frustrations and 
anxieties. The organisation, too, would gain in — 
| many ways such as being able to harness | 
higher levels of expertise, reduce employee " 
turnover,anddevelop managerial talent. — — 

However, effective mentoring would requ- 
ire at least three pre-conditions. One, that the 


CEO or mentee is honest and principled. Two, 


the mentee accepts that having a mentor is not 

_ asign of weakness. Three, that there is a high 
degree of mutual respect and confidence be- 
tween the mentor and the mentee. I don't know 


whether the Enron, WorldCom, Britannia and 
ITC-BAT problems could have been avoided if 
the CEOs had mentors. But imagine the thou- 
sands of people who would be spared humilia- 


tion, cardiac problems and financial loss ifsuch 
a systern yas 00) work effectively E. 
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ARY Ahwah was mov- 
ing from Detroit to Cal- 
ifornia a few years ago. 
The movers had ins- 
 tructions to pack every- 
thing in his house and 
ship it. Moving in the US can be a stress- 
ful experience — crockery and applian- 
ces often get damaged and shipments 
delayed. Ahwah, who is now chief tech- 
nology officer (CTO) of the $12-billion 
Pacificare Health Systems, chuckles as 
he recounts what he found when his 
family reached Los Angeles. "We were 
relieved that everything was intact and 
nothing was broken. But the movers 
had also meticulously packed all my 
trash and transported it 2,500 miles!" 
Pacificare uses several major out- 
source vendors, both offshore and local. 
Ahwah relates the allegory to describe 
the service of many Indian IT and IT-en- 
abled services (ITES) vendors. Service 
levels are maintained; instructions are 
followed to the letter. But nothing more 
is offered. “What I like about traditional 
vendors like Capgemini and Accenture 
is that they push back and they ques- 
tion. Many Indian vendors still need to 
learn how to provide such value." 
The Indian BPO and ITES industry is 
4 
doing remarkably well by most mea- 
sures. With some adjustments, they can 
do much better. I recently visited many 
large- and mid-sized BPO companies in 
Mumbai, Bangalore and the National 
Capital Region. Each vendor fretted over 
sales cycles in the US taking much too 
long. The clients fret in the US too — 
about concerns they cannot share easily 
with the salespeople from Indian BPO 
vendors. Here are examples that have 
lessons to accelerate the sales cycle. 
“Between the time difference, slight 
language issues and communication 
vehicles, the concept of what needs to 
be done at what time has been a chal- 
lenge that has taken some effort to over- 
come — even with a detailed product 
and development plan," asserts Lynda 
Keeler, former senior vice-president, 
Sony Pictures America, who now runs a 
consumer greeting card company. 
Indian vendors can begin to over- 
come such challenges in the US market 
by investing in marketing and commu- 
nications efforts. Every major Korean 
and Japanese carmaker has hired either 
American or bi-cultural communica- 








tions companies when they entered the 
US market. However, most Indian ven- 
dors are reluctant to spend even small 
amounts on marketing. Being irra- 
tionally frugal with foreign exchange’ is 
a vestige of pre-1991 thinking in India, 
and has little justification in this age. 


In The Client's Shoes 


Sometimes non-economic issues can 
be central to the decision maker's mind. 
One of my professional acquaintances 
is the president of a mid-sized New York 


Beyond 





COST services 


company whose business could readily 
use offshore resources from India. But, 
as an active liberal Democrat, he was 
torn between what was right for his 
company and his friends who watched 
(and believed) Lou Dobbs’ anti-India 
series ‘Exporting America’ on CNN. His 
friends challenged him to save Ameri- 
can jobs and build a location in Missis- 
sippi, rather than hire people in India. 

There is excellent data on how using 
resources from India can help the US 
and Indian economies. However, none 
of the three Indian vendors courting 
him presented such data. His board did 
not find the Mississippi alternative fi- 
nancially viable. He and his team lost a 
year agonising over the decision. If any 
of the vendors from India had taken 
time to look at the problem from the 
customer's perspective — rather than 
constantly emphasising on cost savings 
— they could have helped clarify his 
thinking process and provided objective 
and persuasive information from Har- 
vard Business Review or even Nasscom 
that would have made the case. There is 
an old saying from the American West: 
“You don't understand my situation un- 
til you have walked a mile in my shoes." 
Looking at the problems from the cus- 
tomer's perspective in a credible way 
can accelerate deal closure. 
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Talking Back 


“I find working with Indian teams, I do 
not get a lot of feedback," says David 
Subar, an interim CTO from Interna 
who works with a variety of growing 


| of personnel is varied. I have found it | 


companies. "The team will do just what | 


I ask without pushing back on whether 
itis a good idea or not. Other cultures, 
like in Eastern Europe, seem to create 
developers who are more confronta- 
tional. In working with Europeans, I ex- 
pect to argue; that is good and bad." 
Vendors from India are understand- 
ably protective oftheir staff identities. In 
many contracts, they prefer to channel 
all communication through one or two 
managers, and abstain from revealing 
names of contributors to the client. 
However, this may not always be to the 
long-term benefit of the vendor. “Great 


INFORMATION TECHNOLOGY 


best to require named individuals stay 
on projects, and have penalties associ- 
ated with switching personnel." The cli- 
ent trusts you with prized information 


in many cases, in addition to paying the | 
bills. It is not unreasonable to share the | 


trust with the client and give them infor- 
mation about individual contributors. 


Listening To The Customer 


“It was a second meeting, and yet a | 


complete flop," says Mark Nelson, exec- 


, utive vice-president (global resources) 


local management from the outsourcer | 


saves alot of headaches. Having the out- 


sourcers lead personnel on-site makes | 


things operate in a much better man- 
ner," says Subar. "I also find the quality 


PTT 


at IndyMac Bank, recalling a presenta- 
tion by an experienced IT vendor in the 


industry. IndyMac Bank is a top 10 thrift | 
| references when expertise is claimed." 


in the US with revenue of $767 million, 
and Nelson a vigorous user of services 
from EXL and Cognizant. 

This meeting involved another ven- 


had given the IT vendor on what we 
wanted at the meeting and what we did- 
n't, they delivered a canned presenta- 


“fran teams tend 
to do just what they 
are asked. while 
other cultures seem 
to create developers 
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tion, with the first 45 minutes scheduled 
to describe IndyMac to us! This fellow 
just could not adapt to a changed re- 
quest.... I moved him onto giving us ex- 
amples to demonstrate the domain 
knowledge they claimed to have in the 
mortgage industry. When asked about 
specific case studies, we found that they 


| hadn't done any of this work yet." 


Selling is not telling. Good selling is a 
two-way conversation, and the best 
salespeople are often the best listeners. 
"Lesson learned: even big brands have 


| poor salespeople who dont listen to the 


customers input. They may try to sell 
expertise that simply doesn't exist. Make 
sure to probe for actual case studies and 


Taking feedback from the customer is a 


| step that is often lacking in many IT and 
| ITES vendors’ presentations. 
| dor though. “Despite solid input that we | 


Long-term Interests 


| There could be other tensions between 
| the interests of the overseas client and 


the Indian vendors management. 
Frank Addante is CEO of StrongMail 
Systems, a software product startup in 
California funded by blue chip venture 
capital firm Sequoia Capital. “We con- 
sider our offshore team members to be 
part ofour core team, rather than just an 
outsourced vendor. This puts them in a 
position of conflict: What's best for 
StrongMail (our client) vs What' best for 
our own company... 

“We are in the business of producing 
software for our customers. We get paid 
per licence. Our outsourcing partner is 
in the business of consulting; they get 
paid by the hour. The more hours and 
time, the better. What happens is: our 
team in India (the outsourcing partner) 
tries to think of the quickest, most cost- 
efficient ways to develop software and 
to hit our goals. They have done a 
tremendous job at this over the years.” 

Indian vendors tend to have a short- 
term mentality. This exacerbates the 
tensions that Addante talks about. We 
do find that the larger BPO providers 
have taken along-term approach. In the 
long run, if you get it right for the client, 
the details will sort themselvesout. B 








The author runs Amritt Ventures, a 
US-based advisory service that helps 
American companies with offshoring 
and outsourcing (www.amritt.com). 
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Our forgotten 





DARK anniversary will be coming 
up soon. India started off on the 
road to economic stagnation fifty 
years ago. In 1955, some of the 
country’s best economists were 
doing the initial spadework on the second Five 
Year Plan. It was unveiled a year later. Many of 
our most obvious policy mistakes can be traced 
back to that ambitious document — neglect of 
agriculture, worship of heavy industry, fear of 
foreign trade, tight capital controls and suffo- 
cating licensing. It was only 35 years later, after 
a near-tryst with bankruptcy, that those poli- 
cies were finally consigned to the rubbish bin. 
In the meantime, countries across Asia raced 
ahead ofus in the development game. 

Didn't anybody see that we were on the path 
to ruin? The most commonly-held view goes 
like this. The defects of the second Plan (and 
the ones that followed) became evident much 
later. Manmohan Singh questioned the pes- 
simistic view on exports in 1964. Jagdish Bhag- 
wati launched a more direct attack on indus- 
trial licensing in 1969. Then others followed. By 
1981, even Indira Gandhi had realised that the 
development strategy had not delivered. 

The underlying point of this story is that the 
first questions about the viability of Indian 
planning came from within the system. Some 
go so far as to uphold this as an example of the 
responsiveness of the Indian state. But they do 
great injustice to the economists who dissented 
from the very beginning. This column is dedi- 
cated to these early critics of planning, who 
were first reviled and are now forgotten. 

Interestingly, they all came from Mumbai. 
B.R. Shenoy who was on the Planning Commis- 
sion's panel of economists then predicted, in a 
lucid — but inadequately appreciated — dis- 
sent note, that the second Plan was too ambi- 
tious. Shenoy was uncomfortable with the amo- 
unt of deficit financing that was envisaged and 
said it would lead to a balance of payments 
problem. His prophecy became reality soon af- 
ter. In 1957, India experienced the first of a series 
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of external crises, and the Plan had to be bailed 
out by foreign lenders. Shenoy continued a re- 
morseless attack on the very basics of our eco- 
nomic policy. Milton Friedman has described 
him as a prophet not honoured in his own land. 

C.N. Vakil and PR. Brahmanand questioned 
the second Plan from another angle. They said 
that the plan, which was inspired by Soviet 
planning and tried to aggressively develop 
heavy industry, would promote neither em- 
ployment nor consumption. There would also 
be a shortage of consumer goods and, hence, 
inflation. Brahmanand (one of my teachers at 
university) later wrote: “An economy adopting 
this strategy comes to be blessed with large ca- 
pacities in heavy industry, but is not able to re- 
produce adequate amounts of essential con- 
sumer goods. Widespread mass poverty and 
significant unemployment will coexist with a 
massive heavy industry complex as glaring 
symbols of modernisation." Was he wrong? 

Yet another economist from Mumbai, B.V. 
Krishnamurti, wrote a hard-hitting paper on 
the.need to spend on education. This was long 
before human capital became a fashionable 
subject in development economics. He argued 
that the outlay on heavy industry be cut and the 
money spent on primary education. (The gov- 
ernment can still follow that advice.) He won- 
dered why it was acceptable to use deficit fi- 
nancing for heavy industry and river valley 
projects, but not on school education. 

Meghnad Desai has written, in an essay in a 
bookin honour of Manmohan Singh, that India 
would have had higher economic growth and 
employment if the government had listened to 
the advice from Bombay. These men were kept 
out of the policy establishment for daring to 
point out the glaring inadequacies of the sec- 
ond Plan. Their criticisms seem obvious now, 
but they were lone dissenters then. I am quite 
sure that there will be seminars in New Delhi a 
few months from now to mark the fiftieth an- 
niversary of the second Plan. I just hope these 
four Mumbai men are finally given their due. ll 
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istani military leadership has been shopping © 
for arms all around the world. Moreover, there. 
are indications that a meeting of corps com- 
manders held on 6] anuary 2005 has authorised | 
the ISI to work out a strategy with extremist 
groups to launch a fresh series of attacks on a 
limited basis in India, beginning March 2005. 
The two countries are committed to reach 
a final settlement as per the Simla Agreement 
of 1972. At Simla, the final settlement was envis- 
aged in the narrow context of the cartography 
of J&K. The developments of the last 30 years 
compel the final settlement to be comprehen- 
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| siveifithasto be final and enduring. 


INCE January 2004, India and Pak- | 
istan have initiated a cautious. 
peace process. The year 2004 wit- 
nessed substantial improvement in i 
the contact between the two soci- . 


The search for à final settlement must, 
therefore, be predicated on the analysis of the 
three essential elements i in the bilateral rela- 


 tionship— fire, water and earth. The final set- 


tlement must also bea basis for restructuring 


! relations, because a settlement cannot be final 


eties, including unprecedented vis- | 
its of mediapersons to Jammu & Kashmir (J&K) 
_ onboth sides of the Line of Control. The experi- |. 
| ence of bilateral cricket matches was also un- 
usual with spectators from both the countries - 
cheering both the teams. There is already an |. 
agreement on a tentative schedule of official 
| meetings until September 2 2005. However, itis 
important to note that despite the peace pro- | 
| cess, the arms race has increased at a hectic | 
pace. In the last 15-16 months, India and Pak- - 
istan have conducted 20 missile tests. The Pak- 


| 
| 
| 
| 





unless it paves the way for anew and healthy re- 
lationship i in place ofthe current hostility. 


Fire. 

At the deepest level, the India- Pakistan con- 
frontation can be traced to the identity crisis. 
India traces its origin to a 4,000-5,000 year-old 
|. civilisation. Pakistan traces its nationhood ei- 


ther to the Lahore Resolution of 1940, or to the 
conquest of Sindh by Mohammad bin Qasim in 


n2 AD. If the Lahore Resolution is the basis of 
.. Pakistan's identity, the State of Pakistan. isa 


` protest against Indian dominance of the te- 
gion. If bin Qasim's conquest i is the basis, the 
“State of Pakistan is a representation of foreign 
conquest. The final settlement requires, first 
and foremost, that Pakistan perceives itself not 
in terms of protest or conquest, but simply asa 
normal and progressive state. The people of 
Pakistan deserve that their leaders treat their 
state as Pakistan, and not as 'non-India. 

The final settlement also needs recognition 
of the factual reality that there is no psychologi- . 
cal divide on the basis of religion in the South 





Asian region. More than two thirds of the Mus- 
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lims in the subcontinent have chosen to live on 
the basis of coexistence or ethno-linguistic na- 
tionalism. Less than one third of the region's 
Muslims live in Pakistan, the state created on 
the basis of theological identity. Even among 
them, it is still uncertain if some will choose 
ethno-linguistic nationalism. 

While India has a clear identity as a nation, 
it is striving to define its role in the world. While 
India aspires to play a global role, it often be- 
haves as a power seeking regional dominance. 
The final settlement will require a mindset 
change, whereby India defines a global role for 
itself in a way that carries Pakistan and other 
neighbours with it, as partners in progress, the 
way the US is able to carry Canada. In other 
words, both India and Pakistan need to rede- 
fine their identity on a much higher plane. 

The redefinition of Indian and Pakistani 
identity calls for the curbing of extremism. Itisa 
tough call for Pakistan, which has been using 
terrorist groups as tools ofstate policy. Pakistan 
has shown its ability to reverse this policy to 
serve American interests. It needs to extend its 
commitment to deconstructing terror by end- 
ing the use of terror as a state policy in toto. 
Once it is determined to travel on this path, it 
will have to take tough action against a large 
number of terrorist organisations involved in 
violence and unlawful activities. Many of these 
aspire to Islamise Pakistan, dismantle India, 
capture assets of the two states and then con- 
quer the world. Except for a few groups, which 
are focused on Kashmir, the others have wider 
objectives extending to the entire subcontinent 
and, eventually, the world. They will not be sat- 
isfied with the resolution of the J&K issue. 

The only way to curb their activities would 
be for the Pakistani government to arrest top 
leaders of such organisations and freeze their 
assets. It must also ensure that these measures 
apply to any new organisation associ- 
ated with individuals linked to organi- 
sations banned earlier. Pakistan also 
needs to ban schools associated with 
Jama'at-ud-Dawa, ensure that the 
madrassa education system is not mis- 
used, and to protect government and 
private schools from encroachment by 
militant organisations. 

There is also a growing Jhang- 
Peshawar Consensus among sections 
of the army, political parties and jihadi 
groups to convert Pakistan into a hard- 
line Sunni Muslim state, annihilating 
Shia professionals and maintaining 
hostility against India to fuel the inter- 
nal power game. At the same time, a 
growing section of the middle class is 
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seeking reconciliation with India and align- 
ment with the West. Pakistan is thus seized by a 
contest between the forces of socio-economic 
modernisation and religious orthodoxy. Gen- 
eral Pervez Musharraf and his corps comman- 
ders are on both sides of the contest. In their 
personal belief and public relations, they prefer 
modernism. In their operational strategies, 
they have no hesitation to use orthodox ex- 
tremism. Much will depend on the final settle- 
ment of balance of power in favour of progress 
and modernism within Pakistan. 

India also needs to contain extremism, 
even though no extremist group here advoca- 
tes the dismantling of Pakistan. However, there 
are groups that support the arms race and hos- 
tility towards Pakistan. It is essential to ensure 
that such groups are not allowed to vitiate the 
atmosphere. Besides redefining identity and 
containing extremism, there is also the need to 
develop a shared vision of the South Asian re- 
gion. Both the countries are vulnerable to ex- 
ternal subversion due to flaws in their internal 
governance processes. Several groups in Sindh 
and Balochistan have launched separatist agi- 
tations from time to time, particularly since the 
beginning of 2004. Similarly, there are many 
groups in Indias Northeast that demand vary- 
ing degrees of autonomy, including complete 
secession. India and Pakistan accuse each 
other of using neighbouring countries as plat- 
forms to assist secessionist movements in In- 
dias Northeast and Pakistan's western and 


southern provinces. The final settlement will | 


require an agreement to refrain from such sub- 
versive tactics, and joint efforts to help stabilise 
the weak neighbouring countries, particularly 
Afghanistan and Bangladesh. 

The partition of 1947 and 1971 are fait ac- 
compli, since it is not possible to roll back his- 
tory. But partition and division cannot be the 
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Women of the nine- 
party alliance, Anti Thal 
Canal-Kalabagh Dam, 
during a protest in 
Karachi in February 
2004. While all 
provinces in Pakistan 
are suffering from 
water shortage, there is 
a tendency to force 
Sindh to bear a higher 
share of the burden. 
Water will be a critical 
issue that needs to be 
tackled in the search 
for the final settlement 


eature 





model for future political arrangements. The fi- 
nal settlement must be based on principles of 
cultural and social identities, and political unity. 
It must allow cohabitation of different ethos, 
creating a large ethos of peace in the region. 


Water 


If India and Pakistan take a political decision to 
restructure their relations, they will have to en- 
sure that the issue of water serves to bring them 
together, rather than take them further on the 
course of conflict. Since 1999, every proposal 
made by Pakistan through Track II diplomacy 
refers to water as a core issue. 

Pakistan's per capita water availability has 
declined from 5,600 cubic metres at the time of 
independence to 1,200 cubic metres in 2005. It 
is expected to reach the threshold level of 1,000 
cubic metres before 2010 or perhaps even 2007. 
The groundwater table is depleting in 26 of 45 
canal commands. Due to heavy silt load carried 
by the Indus, Pakistan's water storage capacity is 
declining. About 50 per cent of this is expected 
to be lost by 2010, which will make it difficult to 
support cotton sowing and wheat maturing. 

While all provinces are suffering from water 
shortage, there is a tendency to force Sindh to 
bear a higher share of burden than Punjab. Se- 
nior army officers, including General Pervez 
Musharraf, have purchased land in Punjab. The 
diversion of water upstream has resulted in the 
decline of water downstream. As a result, the 
discharge of river water into the sea is going 
down and the intrusion of seawater into the 
mainland is rising. This has destroyed 1.5 mil- 
lion acres of farmland, resulting in the evacua- 
tion of three commercial towns, extinction of 
certain species of fish, and the loss of revenue to 
large numbers of farmers and fishermen. About 
75 per cent of Sindh's groundwater resources 
are brackish. About 88 per cent of agricultural 
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land is affected by salinity and water-logging. 

Moreover, during 2000-05, Sindh's share in 
irrigation water was cut by 25-40 per cent. Asa 
result of water shortage, industries are shifting 
from Sindh to Punjab and NWFP Sindhs posi- 
tion as an industrial centre is in peril. Its people 
fear that the plans to construct the Kalabagh 
dam and Thal Canal will further aggravate the 
problems. Sindh has launched massive agita- 
tion against Kalabagh and Thal, threatening se- 
cession. In 2004, demonstrations were held in 
the province almost everyday, where speaker 
after speaker compared the present situation in 
Sindh to the one in East Pakistan in 1971. 

Pakistan needs fresh sources of water in ar- 
eas where dams can be constructed. As a result, 
Pakistan has been proposing through Track II 
diplomacy that it should be given parts of the 
Kashmir valley and Jammu, so that it can have 
physical control on the Chenab basin. India 
cannot oblige Pakistan since water availability 
in India's northern provinces has been declin- 
ing, leading to the Punjab-Haryana conflict. 

The final settlement will have to be based 
on realistic analysis of the water situation in the 
entire Indus river basin. The construction of 
Mangla dam has led to resentment in the Mir- 
pur area of Kashmir on the Pakistani side ofthe 
Line of Control. There is also resentment in the 
Kashmir valley on the Indian side of the LoC be- 
cause the Indus Waters Treaty undermines the 
potential to develop hydroelectricity and irri- 
gation projects. There is a direct conflict be- 
tween Pakistan and the people of J&K. Pakistan 
wants the Kashmir valley and parts of Jammu 
to be able to build dams to divert rivers for Pun- 
jab’s benefit at the cost of the Kashmiris. 

On the other hand, J&K needs to come out 
of the Indus Waters Treaty to improve its own ir- 
rigation, hydroelectricity and employment 
prospects. Pakistan is not interested in the full 
accession of Kashmir if it involves giving equal 
rights to Kashmir along with other provinces. 
Pakistan's interest is in having Kashmir as a 
semi-autonomous state, which cannot de- 
mand equal rights with other provinces, but 
which allows the federal government to exer- 
cise political control on its resources. 

There is a general misunderstanding that 
Pakistan wants to annex the Kashmir valley for 
political reasons. This option would be a major 
disaster for Pakistan, as it will lose Chenab re- 
sulting in up to 17 per cent reduction in water 
flows. Also, the Indus Waters Treaty may stand 
dissolved. Punjab will not be affected much as 
it will continue to draw water from Jhelum. As 
the flow of Indus will decline, Sindh will be 
compelled to start a civil war. 

Therefore, Pakistan is not interested in 
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Kashmir alone. Pakistan wants Kashmir plus | 
those districts of Jammu that form the catch- 
ment area of the Chenab. The physical control 
over the Chenab valley would provide Pakistan 
an opportunity to build dams upstream and 
regulate river flows to Punjab and Sindh. Cur- 
rently, India has identified nine sites on Chenab 
to generate hydroelectricity. The river has the 
potential for building dams, which could be 
bigger or comparable to Tarbela and Mangla 
dams in Pakistan. 

India, under the Indus Waters Treaty, can 
only build run-of-the-river hydroelectric sta- 
tions. However, if Pakistan takes control of the 
area, it will have no such restrictions. It will be 
able to take more advantage of the high speed 
and momentum of upstream Chenab. It would | 
also provide strategic depth for the Mangla 
dam and the important Pothohar region, from 
where more than half ofthe army personnelare 
recruited. However, India would lose the strate- 

gically vital Akhnoor area in Jammu and the ac- 
cess to Ladakh. India may then consider a very 
belligerent response, which could be devastat- 
ing for both the countries. Therefore, the 
Chenab formula should be rejected at this 
stage of discussion in the i interest of peace and 
stability in South Asia. 

Unilateral abrogation of the Indus Waters 
Treaty should not be considered by either party. ' 
For more than 40 years, the Indus Waters Treaty | 
has proved to be an outstanding example of | 
conflict resolution. It is based on the division of | 
the Indus River Basin with Pakistan having ef- | 
fective control of the three western rivers (In- 
dus, Jhelum and Chenab) and India having an 
effective control on the three eastern rivers 
(Ravi, Sutlej and Beas). Due to increase in the 
water stress in the two countries since the early 
1990s, the treaty has come under strain. It may 
find it difficult to survive the next 10 years, even 
though there is no exit clause. It is imperative 
for both India and Pakistan to envisage com- 
prehensive development and planning of the 
Indus River Basin. A holistic approach to water 
resources — recognising the linkages between 
water, land, users, environment and infrastruc- 
ture — is necessary to evade the crisis of water | 
scarcity in the subcontinent. 

Water needs to be managed as a commod- | 
ity. It is essential to jointly set up an organisa- 
tion with representatives from both countries, 
whose functions would entail identifying 
short-term and long-term supply capacity of 
the basin and its integrated development, set- 
ting up of infrastructure and coordinating ac- | 
tivities of the different technical agencies. The | 
development of such a plan would require | 
large financial and technical resources. It | 
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context, it must not only involve the with- 
drawal of military forces but also the disman- 


. no provision for complete independence. - 


rulers describe this as an Indian strategy to 


should be possible to mobilise such resources | 
from around the world, perhaps with the World 
Bank agencies playing a lead role. 


Earth 


The debate on J&K has so far avoided public fo- 
cus on water, concentrating on the political sta- 
tus of the area. The UN resolutions call for Pak- 
istan to vacate the J&K territory. In the modern 





debate on © 
Jammu & 
has so far 
avoided 
public 
focus on 
water, 
concen- 
trating on 
th e 
political 
status of 
the area 


tling of terrorist infrastructure. The second part 
of the UN resolutions calls fora plebiscite tode- 
termine accession to India or Pakistan. There is 


The public opinion in J&K is divided. Some 
groups, notably the J&K Liberation Front and 
the All Parties National Alliance, want complete 
independence. Some groups, such as the Na- 
| tional Conference and People’s Democratic 
Party, want to be with India. Some groups, such 
as Muslim Conference, want to be with Pak- 
istan. Some groups functioning on the Indian 
side, such as components of the Hurriyat, seek 
integration with Pakistan. Some groups func- 
tioning on the Pakistan side such as Balawaris- 
tan National Front seek i integration with India. 
With such plurality of ¢ opinions, it is unfair to 
consider any proposal that explores accession 
ofthe full state to either India or Pakistan. 

Those seeking complete independence 
seem unsure about the idea of independence. 
At the superficial level, this appears to be a de- 
sire for freedom. However, a closer look sug- 
gests that all the votaries of independence ac- 
tually want political independence but with full | 
economic integration with India, as well as Pak- 
istan. They want free movement of factors of 
production, as well as goods and commodities. f 
This is like Poland or Hungary wantingt tojoin 
_ the European Union for economic benefits, - 
without accepting the political objectives and 
commitment to democracy and plurality. Paki- 
stan and India are both opposed to this option. 
Moreover, an independent andlandlocked J&K 
will mean continuation of India-Pakistan ri- 
valry in another form. It will merely change the | 
nature of the conflict, not end it. 

Some scholars propose conversion of the 
LoC into an international border. Most Kash- 
miri leaders oppose such a division. Pakistan's 


freeze the status quo, while the Indian govern- 
ment is bound by a parliamentary : Claim to 
Kashmir on the other side of the LoC. The peo- 
ple of India are bound to disallow their govern- i 
ment to consider this option when they come _ 
to know about the plight of the people in Gilgit- 
Baltistan and the strong desire among people 
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Passengers of the 
Srinagar-Muzaffarabad 
bus on Indian soil after 
crossing the Kaman 
Bridge at LoC. Despite 
the gradual amity 
between the people of 
India and Pakistan, 
territory will continue to 
be a tricky subject for 
the governments 





there to be relieved from the control of Pak- 
istan. Also, the people of Pakistan do not want 
to let India have the Kashmir valley, and more 
importantly, Jammu because of the rivers. 

As accession, independence and the con- 
version of the LoC into the international border 
are not viable, the search for unconventional 
options has seized the minds of scholars and 
practitioners. Some aim at decimating the 
Kashmiri identity into narrow cleavages in the 
fashion of post-Yugoslavia formation of the 
Balkans. General Musharraf floated the latest 
such proposal towards the end of 2004. 

An alternative proposal could be based on 
gradual unity of the people of J&K and gradual 
amity between the people of India and Pakistan. 
Thus, the Line of Control should be trans- 
formed into a Line of Cooperation. On either 
side of the Line of Cooperation, considering the 
polarity of preferences, the only reasonable op- 
tion via media would be autonomy and devolu- 
tion. Itwill be up to multiple interest negotiating 
bodies from the Pakistani side of Kashmir, in- 
cluding Gilgit-Baltistan, to work out the details 
ofautonomy with Islamabad. Similarly, it will be 
for a multiple interest forum on the Indian side 
to negotiate the details with New Delhi. Never- 
theless, at the minimum level, the Indian gov- 
ernment must restrict the powers of the Gover- 
nor and repeal the laws that may be considered 
draconian by the J&K Bar Association. 

Similarly, on the Pakistani side, Gilgit- 
Baltistan must be integrated with Kashmir. In 
the interim period, it must have an elected chief 
minister. The President 
of Kashmir, including 
Gilgit-Baltistan, must 
be aceremonial one like 
a provincial governor. 
Gilgit-Baltistan needs 
the withdrawal of the 
Frontier Crime Regula- 
tions laws, as also an in- 
dependent judiciary in 
the interim period. 

It must be empha- 
sised that autonomy is 
not proposed here as a 
political arrangement 
for power-sharing or 
co-option of locally im- 
portant voices in power 
structures. Rather, it is 
meant to be the foun- 
dation of a new society. 
Therefore, a package of 
reconciliation and re- 
construction measures 
E would be essential. 
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Once New Delhi, Islamabad and the groups 
inJ&K accept the framework of devolution, rec- 
onciliation and reconstruction, a set of new in- 
stitutions will be required, such as: 

a. A permanent body with the task of monitor- 
ing the efficient functioning of the autonomy. 
Teams negotiating the autonomy issue could 
form this body. 

b. Committees appointed by the assemblies of 
both sides of Kashmir should meet biannually 
to discuss various issues including economic, 
social and cultural. 

c. The governments of India and Pakistan 
should hold official meetings on a regular basis, 
specifically on Kashmir. 

Most important, it will be necessary to es- 
tablish a Joint Economic Development Council 
of J&K to promote trade, investment and joint 
ventures. The Council should also undertake 
the task of joint development of the Indus Wa- 
ter Basin, treating water as a commodity. It 
must set rules for a fast track visa process for all 
Kashmiris, who have bona fide business or 
family interest. Visa windows can be estab- 
lished in Srinagar and Muzaffarabad for this 
purpose. This fast track visa process can slowly 
move towards the free flow of people. 

It is necessary to have joint patrolling of the 
Line of Cooperation by Indian and Pakistani 
troops to stop influx of criminals, drug dealers 
and terrorists who could take advantage of the 
privileges offered under fast track visa system 
and the Joint Economic Development Council. 


Conclusion 


The agenda for containing fires spreading far 
and wide across the South Asian region, intro- 
ducing joint water development, and convert- 
ing the Line of Control into a Line of Coopera- 
tion is ambitious. It is impossible to implement 
all this if the final settlement is perceived as are- 
sult of secret negotiations between ambitious 
men. It is not feasible to restructure relations 
between India and Pakistan if secret talks take 
place on one hand and missile tests, terrorist 
training camps, and strategically planned dams 
and canals become the order of the day on the 
other. The final settlement is about tremendous 
forces of fire, water and earth. Above all, it is 
about our identity, about us, about redefining 
the kind of people we want to be! fil 


Copyright, International Centre for 
Peace Initiatives 
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Can an 
organi- 
sation put 
in place a 
process to 
deal with 
matters 
that 
constitute 
breach of 
integrity? 


roto bagchi 


Let’s talk T 





integrity 


In the last instalment of Arbor Mentis (BW, 4 
April 2005), we left with the story of the star 
salesperson who, you have discovered, commit- 
teda “minor” forgery ofa travel voucher. The dis- 
covery takes place when he is about to close a 
valuable deal. Do you ignore the forgery, or wait 
till the deal is closed? Or do you sack him on the 
spot? Well, it depends on your personal and or- 
ganisational value system, and I hope the two 
are notat variance. In this issue, rather than give 
a prescriptive outcome, let us talk about what 
process organisations must have while dealing 
with matters that constitute breach of integrity. 


HE subject of integrity in an organ- 
isation is usually limited to a poster 
or an intranet download from the 
HR or the legal department. There 
is the occasional talk by a roving 
minion. In very few, top management stands 
up and talks about integrity. This is the most ef- 
fective way to convey what would be construed 
as right and what would not — and it is best 
done as soon asa person joins the organisation. 
But this act is just a starting point. Unfortu- 
nately, organisational intent is clarified in mo- 
ments of darkness. Only a breach shows how 
far an organisation will go to make a choice be- 
tween what is right and what is convenient. 

First, an organisation needs a pre-deter- 
mined process to deal with how a breach is re- 
ported. In many multinationals, whistle blow- 
ing is encouraged. When an act of breach is 
reported, the next logical step is to investigate 
theact. Here, some managements set up some- 
thingakin to a prosecution and a defence team, 
so that facts and emotions are separated and 
witch-hunting does not take place. 

Assuming that an organisation is commit- 
ted to get into the depth of a reported breach, 
the most important aspect, in which many 
flounder, is speed. Speed is critical. You do not 
want to drag on because the matter is embar- 
rassing or the potential outcome inconvenient. 
The greater the delay, the greater the chances of 
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people moving from determination of black- 
and-white to shades of grey. 

Once the issue of complicity is factually 
settled, the organisation must brace the conse- 
quences. It becomes unimportant whether by 
sacking the salesperson, you would still win or 
stand to lose the deal. That is the classic mo- 
ment of truth. The action of management 
could mean loss of business, but the clarity 
with which it thinks and the speed with which it 
acts determine the consequent social memory 
that guides the vast majority of people. It even- 
tually makes values tangible. The most critical 
aspect of dealing with issues of integrity is 
the price a management is willing to pay. Once 
people figure that out, compliance does not 
require policing. 

Following the definitive action an organisa- 
tion takes, the next step is communication. 
This is not always easy. A senior vice-president 
is being asked to leave on the grounds of inte- 
grity — will you explain the circumstances in 
his direct reports? What acts must be publicly 
and widely communicated, and what acts re- 
quire the individual concerned to be given a 
safe passage? There are no easy answers. 

Where organisations usually falter is in 
dealing with residual toxicity of incidents. The 
management must also be sensitive to the 
emotional toxicity that such acts leave behind. 
It cannot be wished away. It can manifest at two 
levels: it affects people who usually investigate 
or corroborate facts, leading to someone get- 
ting sacked. It is akin to what I call the hang- 
man's remorse. It is important that we keep 
communication channels open and encourage 
such people to talk after the event, so that they 
know what they have done is required of their 
job and that it is the right thing to do. The other 
level is the larger organisation. This one is with 
the silent majority who may form an opinion 
without notifying anyone. Positive reinforce- 
ment, visible act of top management and con- 
stancy of purpose are needed to detoxify the 
silent majority. The healing takes time. «e 
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An inspiring employer... 


..Anand. India's front-line manufacturer of automotive components and systems. 


For the second year in succession, it 
has been rated among the top 25 
‘Great Places to Work' in India. 


And what drives Anand is the 
commitment to nurturing its people. 
Education and development are an 
integral part of the Group culture and 
its people are provided various 
opportunities, including exposure to 
international practices through 
secondments to its global partners 
besides world-class knowledge and 
skills at its corporate university, 
Anand-U. 


> Sales Rs.18 billion — 317 companies 


» 5,300 employees 


Says Deepa Pathak, a member of the 
senior management team and the first 
woman Vice President in the Group, 
“It's the trust and empowerment 
I've enjoyed in my || years at Anand 
that have helped me grow as a 
professional.” 

We require: 

Women Professionals for manufacturing 
operations at our plants in Pune, 
Nashik, Chennai, Hosur, Gurgaon and 
Parwanoo. 

Job Profile: 

Managing plant activities and improving 
operational efficiency . 


>10JVs >13 TLs 


Eligibility: 

Engineering Graduates below 35 years, 
with 5-year work experience. Women 
with Science / Maths background may 
also apply. 


Please forward your CV along with 
a photograph within 15 days to: 
Geeta Nanda, Executive Assistant to 
the Chairman, at 


g.nanda@anandgroupindia.com 
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» 37 manufacturing facilities across 8 states 
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A job strictly for 
those who don't have 
fear of heights 





„because your career 
is bound to scale new 
heights with us 


IKEA, a production oriented retail company, operates 
through its own retail, wholesale and purchase 
organizations with 211 stores in 23 countries and 45 
trading service offices in 33 countries. We have currently 
over 84,000 employees. This makes IKEA the world's 
largest home furnishing company with a turnover of 15.5 
billion USD. 


| IKEA has a vision to create a better everyday life for the 
many people by offering a wide range of well-designed, 
functional home furnishing products at affordable prices. 


We take pride in offering a fun and non-hierarchical 
workplace where our key values are: e Reaching good 
results with small means e Simplicity & humbleness e 
Daring to do things in a different way e Accepting & 
delegating responsibilitu 


At IKEA Trading South Asia, we operate through four Trading 
offices in Delhi, Chennai, Karachi and Dhaka. Our main 
business in the region includes Rugs and Carpets, Textiles, 
Plastics, Metal, Lighting and Nature Materials. Currently we 
employ about 140 co-workers across the region from 
diverse backgrounds and cultures to handle our business. 


The Opportunity : we invite DYNAMIC PROFESSIONALS 
with a POTENTIAL to grow further with IKEA. TOP 
MANAGERS WITH EXPERIENCE IN LEADING PEOPLE and 
from across all industries with interest in any of the 
following functions may applu: 
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You are keen in any one of the following 
areas : TEXTILES / RUGS AND CARPETS / 
PLASTICS / METAL/ LIGHTING 


e You are a strong business leader who can 
think “out of the box” and achieve 
outstanding results 

e You will map, explore and build our 

expanding business 

A Post-graduate, preferably with MBA 








Purchasing 









You have a burning need for customer 
satisfaction 


Quality e Believe strongly in a ‘hands-on approach’ on 
the factory floor 


Engineering degree, preferably with MBA 








You have a deep understanding of Corporate 
Social Responsibility 

e Agood knowledge of labour & environmental 
Social & legislations 
Environmental & At least 5 years experience in compliance 
Responsibility auditing, preferably with a Consultancy / 

MNC 

e A Post Graduate degree, preferably in 

Environmental or Social Sciences / MBA 










You must have a clear understanding of the 
Supply Chain from Supplier to the end 
customer 


e A desire to find optimal solutions and 
continuously improve them both at the 
Supplier & Distribution end 

e An analytical mind-set and interest in 
working with systems 


MBA/ Engineering degree preferred 






Logistics 


















Finance & 
Administration 


Ahigh level of integrity 


Work experience of at least 3 to 5 yrs as a 
Finance Manager, preferably MBA / CA. 






e 

e Youlive figures & love cost savings 
El 
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For all the above positions, in addition to the above, you 
should also have the following: 


e At least 5 to 7 years experience in leading people & have a 
strong business sense. e A high level of drive, energy and 
commitment with a proven track record. e The ability to have a 
strategic perspective & convert them into stimulating goals & 
action plans. e A team player and leader who can set high 
standards and build strong relations. e Identify with IKEA 
values and posses a desire to grow within the company. 
e Agenuine interest to work with a home furnishings company 


If you think you are the one, send us your profile along with a 
covering letter (not exceeding 250 words) explaining your 
interest in this position. 

Send in your application duly SUPERSCRIBED with the 
appropriate field to : The HR Manager, 1” Floor, Radisson 
Commercial Plaza, NH 8, Mahipalpur, DELHI - 110037. 
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IKEA Trading (India) Pvt. Ltd. 


www.ikea-group.ikea.com 








BROWSING 
Dewang Neralla 


Director 
Financial Technologies 


Iam reading IN SEARCH OF EXCEL- 
LENCE by Tom Peters and Robert 
Waterman. Their analysis of what 
drives and sustains successful corpo- 
rations made me read this book. Even 
though the findings in the book are 
from the early 1980s, the ideas 
presented are timeless. I would 
recommend the book for business 
practitioners who want to delve into 
the workings of successful and innov- 
ative enterprises. 

I usually read several kinds of 
books, with a greater preference 
for management books, technical 
papers and magazines. I pick up 
books based on my personal feel of 
the content, and not on reviews 
alone. I generally purchase these 
books from Crossword, which is my 
favourite bookstore. d 


ALERT 


Freakonomics 


By Steven D. Levitt & 
Stephen J. Dubner 
(William Morrow) 


FREAKONOMICS 








THE Wall Street Journal 
has called Steven Levitt 
the Indiana Jones of 
economics. The man 
finds economic connec- 
tions between legalised 
abortion and reduction 
of crime rates! His book 
explains complex economic prob- 
lems in easy, intimate terms, so 
even the uneducated can under- 
stand. Madman? Genius? Since 
most of his reviewers are raving, 
he’s probably a bit of both. a 
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M. RAJSHEKHAR 


N Guns, Germs and Steel, Jared Di- 
amond went where only econo- 
mists had gone before. He tried to 
answer why some countries be- 
came rich while others languished 
in the fetid pools of poverty. It was 
the answer you would expect from an 
ecologist — “History followed different 
courses for different peoples because of 
differences among peoples’ environ- 
ments, not because of biological differ- 
ences among peoples themselves.” 

“Humph,” muttered critics, “this is 
ecological determinism.” After reading 
this book, the critics will repeat them- 
selves. For, in Collapse, his follow-up to 
Guns, Germs and Steel, Diamond asks 
another question: why is it that 
some societies flourish, 
while others founder? 
Those critics err in dis- 
missing him. 

It couldn't have been 
ineptitude that undid th- 
ese societies. Think of the 
giant statues the Easter 
Islanders left behind, or 
the Mayan cities in Cen- 
tral America, or the dwe- 
llings of the Anasazi in 


AMEED Haroon, the CEO of the 
H Dawn Group of Newspapers, has 
sent across two sets of books 
that capture the past and present of 
Karachi. These are handsomely 
produced volumes, of which the two- 
volume KURRACHEE: PAST, PRESENT 
AND FUTURE, a reprint of the 1890 
work by Alexander F. Baillie, is the 
more captivating. 
interspersed rather pointlessly with 
photographs of present-day Karachi, 
the book is an Englishman-abroad-in- 
strange-land account that throws up un- 
expected nuggets about the port city 
. that strived so hard to compete with 
Bombay — its more prosperous and at- 
tractive rival down the coast. Baillie is 
by turns gazetteer, sociologist, demog- 
rapher and anthropologist. He records 
for posterity everything from the Diwali 
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the US. These testify, says Diamond, to 
the power, wealth and advancement of 
their builders. Yet, somehow, the buil- 
ders themselves vanished. 

Using diverse accounts of human 
histories, straddling the ancient and the 
modern, Diamond finds his answer in 
ecology: “People inadvertently destroy- 
ing the environmental resources on 
which their societies depended." He 
calls this ecological suicide. 

It is a familiar refrain, with popula- 
tion growth at its heart. Societies do not 
adopt agriculture because it leads to a 
better life. They go in for agriculture 
when their population becomes large 
enough to precipitate a resource crisis 
— insufficient wild food supplies. Next, 
after numbers rise further, people 

crowd onto more mar- 
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How Societies Choose 
To Fail Or Survive 


By Jared Diamond 


Viking (Penguin Books) 
Pages: 592; 


special price: £15 


SELECTION 


Lingering 


festivities — it appears to have been a 
more cosmopolitan affair in which 
attar, flowers and champagne played a 
prominent part — to the way dispen- 
saries functioned. 

But buried in this dry account of 
Karachi some 50 years after the British 
occupation of Sindh in 1839, are some 
interesting nuggets that throw light on 
the colonial heritage and mindsets that 
the governments of the subcontinent 
have inherited. An illustrative example 
is the official stance on foreign direct 
investment (FDI) and trade. Baillie 
notes that while his countrymen have 
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mismanagement 


JARED DIAMOND is professor of ge- 
ography at the University of Califor- 
nia, Los Angeles. Until recently he 
was professor of physiology at the 
UCLA School of Medicine. He won 
the Pulitzer Prize for his widely ac- 
claimed Guns, Germs, and Steel: 
The Fates Of Human Societies, 
which was also awarded Britain's 
Rhone-Poulenc Science Book Prize 
in 1998. Two other books, The Third 
Chimpanzee and Why Is Sex Fun? 
also won the top honours 





ginal fields. Then, agriculture becomes 
more intensive. By now, people can see 
damage of one or more of the following 
kinds: deforestation and habitat de- 
struction, problems with the soil (be it 
erosion, salinity or fertility), and water, 
over-hunting, over-fishing, effects of in- 
troduced species on native species, in- 
creased per capita impact of people, etc. 

AS yields fall, people begin fighting 
for scarce resources. Eventually, the 
population falls thanks to the resulting 
Malthusian scenario. In extreme cases, 
a society might actually vanish entirely. 
Which is what happened to the Vikings 
at Greenland. More recently, says Dia- 
mond, such a scenario played out in 
Rwanda. Now this is somewhat contrar- 
ian. Conventional wisdom holds that 
the Hutus massacred the Tutsis — a 





pure ethnic divide. In- 
correct, says Dia- 


between the landed 


Tutsis just happened 
to be more affluent. In 
villages with hardly 
any Tutsis, Hutus had 
turned on Hutus. 

And yet, it is not a 
foregone conclusion 
that population will inevitably rise to a 


point where the land can no longer sup- | 


port everyone. Even in a harsh environ- 
ment, collapse is not inevitable, but de- 
pends on a society's choices. 
Environmental problems, he says, 
may crop up for a number of reasons — 
these might be external as well — like 
climate change. What matters here is 
the society's response to these prob- 


lems. Deforestation threatened all the | 


communities Diamond talks about. But 
Japan, Tikopia and New Guinea devel- 
oped forest management solutions 
and continued to prosper. In contrast, 
others like Easter Island and Greenland 
failed to, and collapsed as a result. 
What made the difference? The politi- 
cal, social and economic institutions, 
says Diamond. 


empire in Karachi 


invested millions of pounds in public 
companies set up in England to 
undertake business in Latin Ameri- 
can countries, hardly any funds have 
flowed into companies looking at 
business in India. British investors 
have rushed to countries like Ar- 
gentina, Uruguay and Paraguay al- 
though their governments have been, 
at one time or the other, in 'default'. 
The reason, the writer believes, is the 
Pakistani government's attitude. "It is 
autocratic and bureaucratic, and is 
never 'in touch' with the great financial 
houses..." As for trade, just as in the 
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mond, it was a war | 


and the landless. The | 
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Indeed. Take Tikopia. A tiny, isolated 
tropical island in the south-west Pacific 
Ocean. It's 1.8 square miles in area. But it 
has supported a population of 1,200 
people for 3,000 years. This island has 
solved two problems. One, the whole is- 
land is farmed intensively, but without 
diminishing soil quality in any way. (It 
has managed to somehow feed 1,200 
_ people for 3,000 years.) And two, its 
population has been kept steady at 
1,200. The society, aware of the island's 
carrying capacity, zealously restricts 
its population. 

In contrast, the Norsemen made the 
wrong calls. The soil of Greenland is 
fragile. When theVikings dug up acres of 
turf for use as insulation, the soil never 
recovered. They insisted on rearing live- 
stock and abhorred eating seafood. 
Even the clothes they wore, says Dia- 
mond, were more suited for Europe 
than frigid, freezing Greenland. Mi- 
grants to a new land, they still tried to 
persevere the lifestyle they had followed 
in their previous land. It proved to be a 
terrible mistake. 

And yet, depressing as all this 
sounds, it's important to know. So, how 
do we ensure that a similar fate doesn't 
befall us as well? Hope and pray for sus- 
tainable development, I guess. it 








days of the East India Company, rules 
and regulations are made merely to 
balance the budget and not to throw 
open commerce for the greater good of 
the country. 
The post-colonial reality of Karachi 
is captured in a collection of images 
from the atelier of Arif Mahmood 
called BEYOND EMPIRE. Mah- | 
mood's work is put together in two | 
volumes, ‘Ante Meridian: From the | 
Break of Dawn to High Noon' and 
'Post Meridian: From High Noon into Jj 
Deep Night'. His work is occasionally | 
| 
| 
| 
, 
| 
i 


| 
| 


beautiful and often cliché, but his pho- 
tograph's titles — names like 'Virginal 
Afterglow' and 'Fan Palm Fantasy' — are 
entirely inappropriate. Despite the title, 
what these images prove indubitably is 
that we are never far beyond empire. 
The legacy is too strong. a 
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get was one ofthis rare breed. 


(CWT). 





rhe principle ofthe FBT could hardly be faulted 


The difficulty was identi: 
such pleasurable expenses and 





NOTHER Budget has been put to sleep. Mr | 

P. Chidambaram was hauled over the coals Aiu 
for his innovations this year; he must be glad [4 1 

. to put the Budget behind him. Butitis not | E al abc 

wd certain that he will be able to. For there are me n | 

r forgettable budgets — which is most of them. There are | of ig | i AZ. 
unforgettable budgets. And then there are budgets that |. idly: Y 
everyone wishes to forget but no one can. This year s Bud- l Ha E 


Tt introduced two exquisitely designed irritants: a ; the 
fringe benefit tax (FBT) and the tax on cash withdrawals | ne 


a company spent on indulgences to employees, they were : | i na P 
not legitimate business expenses and should be taxed; E | su hm 


deciding how far they were 
necessary to business and how 


far they were favours to em- : 


ployees. On both, the Central 


Annual innovations in taxes are 
outdated; the best countries 
have a simple system of few 

taxes, and seldom change them 











Board of Direct Taxes (CBDT) 
put out its judgment: itissued a 
list of expenses taxable under . 
FBT, and the proportion of — | 
them that would be taxed. 
After consideration, the fi- 
nance minister removed some 
items from the list, and re- — 
duced the taxable proportio OR 
on some items. E, pa 
Companies will appreciate E 
his petty gifts. But hedeliber- | 
ately avoided better alterna- — 
tives. The FBT is a vexatious 





< complication. Mr Chidambaram actually eae corpo- ee t 
ration tax this year; he could have left it alone and avoided: |, . . Mrc 
the FBT. Having decided to introduce it, he could have . 
treated the fringe benefits as inadmissible expenses, SO | 
that they would not be deducted from sales for calcula- | 
tion of taxable profits. Instead, he had to introduce a spe- 


cial 30 per cent rate, different from the corporation tax 
rate but not very different, that will require the fringe ben- 
efits to be separated in accounts and give the taxmen 


personal advantage. Finally, all the detailed percentages 
of allowance make this tax a nightmare. 


drawals over Rs 25,000 by individuals and Hindu Undi- 


accounts. Any of his illustrious team of economists could 
have told him that this would lead to substitution — that 
those who use current accounts would resort increasingly | 
to savings accounts. And then the Reserve Bank will intro- 
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much opportunity to dispute the border line to their 


Mr Chidamabaram has confined the CWT to wiili: | 


vided Families and Rs 100,000 by companies from current 









| and postpones the [diy whien 
wr s this country WWE have a 
lyfu " ctioning tax yum. : 





: ` on revenu fandi never rto i go a ub to increase it. He 





probably does notknow what excesses are being commit- v 
ted by them in his name. . They have gone about attaching .- 


the accounts of companies irrespective of the latter's - : 
record of paying taxes; some have gone as far as disobey- 





ing the verdicts of courts. Mr Chidambaram has high and 
admirable ambitions, ‘but the machinery he has to fulfil | 
them is rickety to the extreme. | 
A finance min 








t er has. iato freedom t to do | 


financé minister: 30 
dian tax law, it is he. 1 
the law — to make 
and briberyar and more ajustins 
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international patterns and weaves. Cottons hy Century 

is made from 10096 cotton yarn using compact spinning 
technology. Choose from an exquisite range of smart 
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Wipro Services and Solutions take full advantage of the exceptional value of Sun systems. 

Sun's new lines of high-performance servers continue to heat up the market, including Sun's new 
AMD Opteron processor-based servers that are up to 76 percent faster, cost 40 percent less than 
comparable servers', and run the most demanding applications on the Solaris™ Operating System, 
Linux, or Microsoft Windows systems. The new Sun Fire™ V490 and Sun Fire V890 servers are 
setting world performance records with their innovative designs; and with the Solaris Operating 
System, you get the best scalability, integration, and security of any operating system out there. 
Combine these products with a full new line of the Sun StorEdge™ storage solutions to increase 
your reliability and security, while minimizing your storage costs. No matter what business you're 


in, Wipro and Sun can help you work faster, smarter, and improve your bottom line. 


& Sun 


iForce 
Partner 


See how Wipro and Sun help demanding businesses like yours. Visit us at WWW.Wipro.co.in 


WIPRO 4 Orcall 1600-44-9333 / 1600-33-8094 


Applying Thought 





'Evidence: 
Notes on SPC-1 Benchmark: 


Beating the previous midrange record, the SPC-1 test results showed the 20-tray Sun StorEdge 6920 system performed at 48,646.62 SPC-1 IOPS, with a SPC-1 price/performance of $10.73/SPC-1 IOPS, and total ASU capacity of 3022 GB (mir 
rored data protection level). The SPC Audit Certification Identifier is A00033 


Results for IBM's TotalStorage FAStT900 Storage Server reflected 18,447.55 SPC-1 IOPS, with a SPC-1 price/performance of $16.78, and total ASU capacity of 1196.09 GB (mirrored data protection level). The SPC Audit Certification Identifier 
is A00019. 


Pricing comparison based on Web pricing of the Sun Fire V40z server 4x 850 configuration compared with the four-way HP ProLiant DL580 server, on 09/14/04. The Sun Fire V40z server, powered by four AMD Opteron processors Model 850, 
running the Zeus Web Server v4.2 r4, has produced a SPECweb99_SSL result of 4608 conforming connections. SPEC and the benchmark name SPECweb99 55L are registered trademarks of the Standard Performance Evaluation Corporation 
Competitive benchmark results stated above reflect results published on \cf2 Nul www.spec.org\cf0 Nulnone as of 09/14/04. The comparisons presented above are based on the IBM eServer xSeries 365 server (4x 3.0 GHz Intel Xeon Processor 
MP) result of 2616 connections, and the HP Integrity rx5670 server (4x 1.5 GHz Intel Itanium 2 processor) result of 3702 connections. For the latest SPECweb99 SSL benchmark results visit \cf2 \ul www.spec.org\cf0 \ulnone . 
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Alóng with 
Vussiamrfinancier 
Len Blavatnik, 
Purnendu 
Chatterjee has just 
bought Basell, the 
worlds most 
exciting plastics 
company, for 
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Seal The Deal 


The Posco deal, like many 
others before it, carries with it 
the possibiity of major 
chunks of cash being 
exchanged.The objections 
being raised by the very 
same politicians who  . 
earlier supported the deal begs us 


to question their motives.This would be a big 






-—, 


boost to foreign direct investment in the industrial sector, which 

we desperately need. The Indian government should intercede and 
make sure that the deal goes through, and goes through transparently 
— especially considering the spectre of Enron that haunts us. 


Norbert, posted on BW website 


PF DRAWS A BLANK 
Congratulations on your well- 
researched article ("The Curious Case 
At The PF Office, BW, 25 April). I have 
been trying to have my money trans- 
ferred from one company’s PF account 
to another for the last three years. I 
visited the Mumbai Regional PF Office 
three times ; I got my petition endorsed 
by the assistant commissioner; I wrote 
to the Grievance Cell, the RPF 
commissioner in Mumbai & CPF 
commissioner in Delhi multiple times 
-only to draw a blank. The staff is just 
not willing to pass the entry. If this is 
the experience of a management 
professional in the private sector, I pity 
the plight of the countless helpless 
citizens whose sole support is the EPE 
Sreenivasa Chakravarti, Hyderabad 


CONCERNS ABOUT POSCO 

With journalism of this kind (“Toil And 
Trouble, BW, 9 May) one wonders 
whether corporate entities like Posco 
need publicity agents any longer. It is 
difficult to understand what BW's 
interest is in promoting the cause of 
Posco so blatantly. 

"The only question to ask about the 
Posco proposal," according to your 
editorial, “is a simple one: is this the 
best deal we can get from anyone in 
the global steel business?" Earlier, you 
say in the editorial: "India has lots of 
iron ore. The world has an insatiable 
demand for it." I wonder if rapacious 
demand is a term that you might have 
wanted to consider. 
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"So it's in Indias interests to resolve 
the debate and land the deal," the main 
article ends. The tone and direction of 
the story, however, implies that 'to hell 
with the debate, let's land the deal, 
would have been a far more appro- 
priate conclusion. 

BWis behaving like the frog in the 
FDI well. Everything can be sacrificed 
at the altar of FDI, even good, objec- 
tive, multi-disciplinary journalism 
that is willing to look at a perspective 
which goes beyond just a company 
and an industry. 

Pankaj Sekhsaria, Kalpavriksh 


BW replies: 

Businessworld does have a vested 
interest in India’s growth — as do most 
Indians, we believe. Environmentalists 
such as Pankaj Sekhsaria, however, 
seem to think that growth itself is 
rapacious. We respect their right to 
have that opinion, and will go out of 
our way to publish it. 


CORRECTION 

In our subscription advertisement 
on page 65 and 66 (BW, 16 May), 
the number of Hidesign wallets in 


the ‘Lucky Draw Prizes’ was incor- 
rectly stated as 100. The correct 
number is 10. 

We regret any inconvenience 
caused due to this error. 


Write in at 
editor@bworldmail.com 
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Tatas In Pharma Again 


The Tata group is set to re-enter the 
pharma business, putting its money 
in a start-up by ex-Ranbaxy honchos. 
It will be headed by Ranbaxy's 
ex-R&D head Rashmi Barbhaiya. 


4 Rashmi Barbhaiya: Will the gamble 
pay off? 





MphasiS With Barings putting its stake in MphasiS on 
the block, the latter seems to be heading for a sell-out. 


Civil Aviation Union minister Praful Patel seems to 
have rubbed some partymen and allies the wrong way. 


Steel BW speaks to two experts to get their take on the 
raging debate over global steel demand and supply. 


BUSINESSWORLD 


| ufacturing to the company. 





COVER STORY 


His Biggest 
Deal Yet? 


The man who turned around Haldia 
Petrochemicals is turning heads again. 
Purnendu Chatterjee, along with Russian 
financier Len Blavatnik, has bought Basell, 
the world’s largest polyolefin company for 
$5.7 billion. Basell also sits on over 8,000 
patents in polymers and has synergies with 
Haldia. How does Basell fit into Chatterjee's 
plans? Also, details of his other business 
interests in India. 


Haldia Petrochemicals The 
crown jewel of the Chatterjee empire has 
just staged one of the most remarkable 
turnarounds in Corporate India. 






HEMANT MISHRA 








A Boom In Futures 


Commodities future markets are growing fast, and may soon 


| rival their equity-based counterparts. 


Tata Motors The 
design and development of 
small-load carrier Ace has 
given new learnings in man- 


Ace fills the gap in » 
Tata Motors’ portfolio 





ECR FMCG giants’ collaboration plans go nowhere. 


Wal-Mart John Menzer, president and CEO ofWal- 


| Mart (international operations), on its plans for India. 


Teva The generics major is on the prowl in India. 
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52 Lenovo The Chinese PC maker is trying to penetrate 
the Indian market. But IBM's legacy may hold it back. 


54 BPO Lason Indiais moving outsourcing work to rural 
India. Is this the beginning of a new wave in BPO? 


PERSONAL FINANCE 


ss Hot Fring 


Some frequently asked i 
questions about the fringe 
benefit tax, and their 
answers — this time from the 
employees perspective. 






72 Interview How Australia handled its FBT. 
74 Column FBT will hurt investment in HR. 


76 Consumer Alert why demat charges remain high. 


IN VOGUE 


7s, Dream Broker 


Shripal Morakhia proved that 
stock brokers can run film 
companies. Naina, will Show 
ifthey can also direct 
successful films. 


4 t 4 Morakhia: Betting on Naina 
80 Bookmark The head ofa famous name consul- 





tancy takes on the task of naming companies — and babies. 


THAT’S IT 


56 Mala Bhargava Two new do-it-all gadgets re- 
viewed: the Nokia N91 and the Samsung Miniket. 
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Web Exclusives 


Pharma Capsules: Your fortnightly dose of pharma 
news — M&As, JVs, and lots more. 


A Money Talk: Nilesh Shah on the importance of the 
RBI in the lives of investors. 


A Stock Sense: Denied a price hike, oil companies are 
bleeding. But the Left is refusing to relent. 


Log on to 


www.businessworldindia.com 














Bii Businessworld 
India, in a nutshell 


Fanyone asks you for a quick take on Indian business, 
offer him this issue of Businessworld. On the cover is an 
Indian who participated in the $ 5.7-billion buyout of 
the world's most exciting plastics company. Inside is 
the story of flourishing commodity exchanges that al- 
low Indians to match their trades with world demand and 
supply. There is also an interview with the CEO of Wal-Mart's 
international operations who wants to set up shop in India, 
but has so far been stonewalled by opposition. That is followed 
by the story of Teva, the world's biggest genetics company 
looking around for an Indian company to buy, so that it can 
leverage Indias skills better. 











Each of them is the story of an emerging India intimately in- 
teracting with the world in ways 


it has never done before. Some : " 
ofthem are stories of amazing Busines“wor | 
confidence and some, stories of i 7 An 1 


diffidence. That there is still op- 
position to foreign investment in 
retail and real estate just shows 
that businessmen whose short- 
term interests are hurt by com- 
petition are still able to tap into 
an old reservoir of diffidence. 
Thankfully, every time someone 
like Purnendu Chatterjee makes 
a global acquisition, or wins big in the global market, that 
reservoir starts drying up. 





Deputy editor D.N. Mukerjea has been following the Pur- 
nendu Chatterjee story for a long time now, and the Basell deal 
just gave him the right opportunity to put it on the cover. Pur- 
nendu has always been a deal maker in the original sense of 
the term — though the fact that he turned around Haldia 
Petrochemicals has given him the additional halo of an indus- 
trialist. Financial deals are what bring out the best in Pur- 
nendu and his role in the Basell deal proves that. “Purnendu is 
the latest addition to that list of Indians who have the gump- 
tion to think on a global scale," says Mukerjea. 


The story on commodity exchanges will have far reaching sig- 
nificance. It shows that the building blocks are being put in 


place for a rejuvenation of India's agricultural sector. You will 
read more about that in the next issue. 


le 5 


TONY JOSEPH, EDITOR 
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handsto start a boutique drug discovery | 
and development outfit. 


HREE former scientists and a 
former senior manager at In- 
dia's top drugmaker, Ranbaxy 
Laboratories, are joining | 





The start-up, to be headed by Ran- 


baxy's former R&D head Rashmi Barb- 








haiya, say sources, will receive funding 
from the Tata group. Both Barbhaiya 
and the Tatas could not be contacted for 
their comments. To be christened Advi- 


nus, it will have its discovery laborato- | 
ries in Pune's Hinjewadi biotech park. It | 


will work in the area of new chemical 
entities, that is completely new drugs. 





DINESH KRISHNAN 





When announced, the deal should 
set to rest speculations about the move- 
ments of key Ranbaxy scientists, whose 
exits followed that of the company's 
CEO Davinder Singh Brar almost a year 
ago. These scientists have since kept a 
low profile. 

Barbhaiya quit in April last year 
along with K. Srinivas, who headed bulk 
drugs research. Srinivas, too, has joined 
Advinus. Kasim Mookhtiar, who spear- 
headed new drug discovery research in 
Ranbaxy, is also believed to have thrown 
his weight behind this new venture. 
(Ranbaxy has not announced his exit 
yet.) Sanjiv Kaul, former head of corpo- 
rate affairs and allied businesses at Ran- 
baxy, and now management advisor to 
private equity firm ChrysCapital, is also 
believed to be on board. The team has 
also roped in a senior scientist from 
Shyam Bhartia's Jubilant Organosys. 

Barbhaiya joined Ranbaxy in August 
2002 from US drugmaker Bristol-Myers 
Squibb. He was handpicked by Brar for 
the post and occupied it for two years 
during Brar's tenure. Industry watchers 
have been quick to link his departure 





MPHASIS 
Full-blown acquisition looms up 


ERRY Rao, 52, CEO of Bangalore- 
J based IT services firm MphasiS 

BFL, is meticulous about respond- 
ing to every email in his mailbox every 
day. But he’s battling a bit of a backlog 
now. That’s because Rao has bigger 
things on his mind. Last week, Barings 
India Private Equity decided to sell its 
36 per cent stake in MphasiS and hired 
Standard Chartered’s investment bank- 
ing arm to advise it. The bidding is 
expected to start this week, but 
prospective investors have already ap- 
proached Barings. 

Rao has moved quickly to insulate 
the operating management from the 
process. He says: “Only I, Ravi (Ravi 
Ramu, CFO, MphasiS) and Jeoren (Jeo- 
ren Tas, co-founder and vice-chairman) 
are spending time on it. Technically, the 
company is not up for sale, but the 
company has to assist so that this is an 
orderly and smooth transaction.” The 


| insulation is important because of the 
| critical position MphasisS is in today. 
| It has embarked on a McKinsey re- 
| commended recast that has seen it 
form three main business lines: voice- 
based BPO, application development 
for the financial industry, and embed- 
ded systems. It is also scaling up 
emerging businesses: platform-based 
BPO for financial services, healthcare 
and consulting. The exercise is aimed 
at taking revenues to Rs 1,000 crore 
by 2006 and, to Rs 5,000 crore ($1 bil- 
lion) in another five years. 

But things may not go as smoothly 
as Rao wants them to. For one, there's 
| more than Barings' 36 per cent share- 

holding at stake. As he points out: "Any 
investor who picks up the 36 per cent 
will have to make an open offer for an- 
other 20 per cent." That would give it a 
| majority holding in the company. In- 
| vestment banking and industry sources 
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say that the kind of enquiries that have 

been doing the rounds so far, both from 
private equity quarters and foreign tech 
majors, are in favour of a full buyout. 

"A private equity investor, most pro- 
bably a specialised buyout fund, could 
stage a management buyout after ac- 
quiring Barings' stake," say sources. A 
buyout fund would want a controlling 
interest in the company to scale up 
quickly and ensure higher returns on 





HEMANT MISHRA 


from Ranbaxy to Brar's exit at around 
the same time. 

However, while Brar invested in the 
Hyderabad-based GVK Biosciences and 
joined its board, Barbhaiya ran his own 
consulting company, Dynametics, 
which he operated from India and the 
US. Simultaneously, Barbhaiya worked 
with former colleagues to put together a 
blueprint for Advinus. 

The timing is right. India has moved 
to a regime that protects intellectual 
property. Big Pharma is showing a will- 
ingness to source cost-effective re- 
search from India. They have already li- 
censed in new drugs from Indian 
companies for further development 
and are on the lookout for more such 
opportunities. 

So far, the licensors have been 
medium-to-large-sized Indian compa- 
nies that are also balancing a growing 
generics business that needs its share of 
investment. With support from a strate- 
gic investor like the Tata group, Advinus 
will be able to focus exclusively on drug 
discovery and development. 3* 

GAURI KAMATH & RADHIKA DHAWAN 





exit. Names like Blackstone, Carlyle 
and Newbridge are doing the rounds. 
There has also been talk that tech 
MNCs IBM Global Services, Cap 
Gemini and Accenture are interested. 

Industry sources say MphasiS 
has been in talks with IBM in the past 
for a possible sell-off. “The deal did 
not go through on earlier occasions 
because of valuation mismatches,” 
they say. IBM does not seem to want 
the BPO business either. MphasiS’ 
valuation at current stock prices is 
around $500 million, which Barings’ 
Subbu Subramaniam says, is well 
below expectations. 

Rao denies there have been talks 
with IBM in this regard and adds: “An 
important shareholder is exiting after 
eight years for reasons of their own. 
We have got to optimise and en- 
hance value for all stakeholders to 
make sure that right price and the 
right investor comes in. So we are 
working with them and their invest- 
ment banker.” m" 

SNIGDHA SENGUPTA 


RELIANCE 


With blinkers on 


RELIANCE Industries' vice-chairman Anil D. Ambani has been 
screaming himself hoarse that his group companies are guilty of 
serious corporate governance violations. He claims that his direc- 
torship in the listed Indian Petrochemicals was withdrawn without 
informing the stock exchanges and Reliance did not disclose the 
details of sale of assets to board members. Even as fund man- 
agers sold Reliance after the controversy surfaced, Anil's com- 
plaints seem to have cut no ice with the powers that be. 


29 November 2004 
As the investor base 
of Reliance group 
entities runs into 
millions, the devel- 
opments in the 
group companies 
are of interest to the regulator and 
stock markets. We are taking care that 
there are no problems. There is no 
need for investigations as of now. — 
G.N. Bajpai, the then chairman of the Secu- 
rities and Exchange Board of India 





SANJIT KUNDU 


15 December 2004 
“There is no point in 
disturbing such a big 
industrial house 
which has created 
wealth for millions 
ofits shareholders as 
well as huge infrastructure to the 
country. What is there to monitor the 
affairs of the group? What will such an 
action yield?" — Prem Chand Gupta, 
Union minister for company affairs. 





DINESH KRISHNAN 


7 January 2005 The stock market 
has ignored the ongoing tussle be- 
tween the Ambani brothers on issues 
relating to the future of the Reliance 
Group. — G.N. Bajpai, then Sebi chairman 


29 April 2005 “Sebi 
keeps everything 
under surveillance. 
If anything comes 
up in the surveil- 
lance, it will look 
into the matter.” — 
Ashok Lahiri, Sebi board member and eco- 
nomic adviser to the finance minister 





DINESH KRISHNAN 
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6 May 2005 Mem- 

bers of Parliament 
- come and meet me 
$ from time to time... I 
= could have met Anil 
8 as an elder brother. 

Why should I tell the 
media the contents of Anil's letters to 
Sebi. When we take action, you will 
come to know. — M. Damodaran, chair- 





| man, Sebi 


10 May 2005 


For the last 30 years, 
disputes in families 
= have got settled. 

= Here we have two 

= very mature, intelli- 
* gent and capable 
persons, and they will ensure the set- 
tlement does not happen (at a great 
cost to the company and the share- 
holders). — K V. Kamath, chairman and 
managing director, ICICI Bank 







Till 12 May 2005 
Kirit Somaiya, the 
self-proclaimed 
d 
2 saviour of small 
© investors and the 
8 president of the 
? Investor Grievances 
Forum, has raised some sensitive 
issues in the past few months over 
VSNL, public sector banks and some 
other small companies. However, 
when it has come to Reliance 
Industries, he’s not even murmured 
anything about the goings on. That 
sounds a bit, odd since Reliance has 
the largest number of retail investors 
in the country. ba 


HE Chinese governments sta- 
tistics have always been the 
most inscrutable aspect of 
that country, and last week 
authorities here bowled another googly. 

On 9 May, Ding Wenwu, deputy pre- 
sident of China's Ministry of Informa- 
tion Industry (MII), was quoted by the 
China News Service as saying China's 
software exports in 2004 had exceeded 
India's. The news caught the headlines 
everywhere, and pundits began gravely 
. proclaiming the end of India's global 
dominance in software. Unfortunately, 
" even alittle due diligence showed Ding's 
claim to be hollow. By MII's own num- 
bers, China's software exports for 2004 











IT IN CHINA 


Catching 
up, but... 


were $2.8 billion. In contrast, India's 
software exports for the year 2003-2004 
were $3.8 billion, according to Software 
Technology Parks of India. 

Though China's $2.8 billion figure 
shows a six-fold rise since 2000, the 
comparison with India looks even more 
far-fetched when one factors in income 
from IT-related services. Chinas figure 





LUFTHANSA 


The Internet at 
35,000 feet 


HIS story comes to you at 600 
miles per hour from 35,000 feet 


above sea level, literally. With 
Lufthansa's new Fly Net now available 
on flights out and into India, all trav- 
ellers can access their mail and surf 
the Net on long-distance flights. All 
you need is a laptop or a pocket PC 
with W-LAN technology. 

Once a connection has been es- 
tablished via the W-LAN system, pas- 
sengers can log on through Fly Net 
from any seat on the airplane. For a 
flat charge of $29.95, company exec- 


utives can connect throughout the 
flight to the Web, their company In- 
tranet, any email account or even the 
airline's own Fly Net portal. Short haul 
flights charges are lower. It is also pos- 
sible to simply check your mail and 
pay by the minute for usage. Currently, 
payments have to be made by credit 
card but, at a later stage, passengers 
will be able to redeem their miles 
against Internet charges. 

Later, one will not even need the 
laptop to access the Fly Net portal and 
the Internet — one can do it through 
the in-seat screens to be available in 
the business and first class. Settings 
on the PC do not need to be changed 
in any way; the same settings are re- 
quired as for any public high speed In- 
ternet access on the ground (hotspot). 


BUSINESSWORLD 10 23 MAY 2005 








for 2004 grows to $4 billion, but India's 
jumps to $12.5 billion. 

Still, there is no denying China is 
closing India's lead in software. In 2002, 
Sunil Mehta, then vice-president of 
Nasscom, had predicted during a visit to 
China that in 2005 the country's soft- 
ware exports would be $1.5 billion and 
India’s would be $23 billion. That he un- 
derestimated China's potential by al- 
most half and overestimated India's by 
more than five times shows why India 
cannot sit on its laurels. 

Ding said China's growth was the re- 
sult of smart policies its cabinet put in 
place five years ago and which led to the 
establishment of 11 national software 
industry bases, six national software ex- 
port bases and 172 national key soft- 
ware enterprises. The government and 
private sector have also invested billions 
in hi-tech financing, technology, profes- 
sional training, and purchase and pro- 
tection of intellectual property rights. 

Most of the growth in the Chinese 
software industry has come from a 
boom in the domestic online games 
market that has sparked runaway suc- 
cesses for numerous firms, such as the 
NASDAQ-listed online game operator 
Shanda Interactive Entertainment. 
Shanda's chairman and CEO Chen Tian- 
qiao is now Chinas richest person with 
an estimated fortune of $1.11 billion. Bi 

JEHANGIR S. POCHA 





The first airline in the world to in- 
troduce this facility with the use of this 
specific technology in May 2004, the 
airline has found that around 10 pas- 
sengers per flight use the Internet. Air- 
lines like Cathay Pacific, Emirates, 
Iberia and some US carriers have of- 
fered the same service through a dif- 
ferent narrow-band technology, but on 
those flights, one cannot access one’s 
corporate Intranet, and the total time 
for which the connection is available 
has to be shared among all passen- 
gers. It cannot handle very heavy at- 
tachments either. Through the KU- 
band technology, passengers can 
access the Internet at very high 
speeds for as much time as they wish, 
and from any seat. [a 

ANJULI BHARGAVA 
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Technology should be as 
simple as the box it comes in. 
We believe technology can be advanced and simple at the same time. It can be 


2asy to experience. It can be designed around people. Simplicity can be the goal 


»f technology. It certainly is the goal at Philips. It just makes sense. 


loin us on our journey at www.philips.com/simplicity 


PHILIPS 


sense and simplicity 





OIL PRICES 


Bleeding companies 
clamour for a hike 
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HE reluctance of the govern- 
ment to hike the domestic 
prices of petroleum products 
has already started to take its 
toll on oil companies. In fact, for the first 
time in the history of oil companies in 
. India, IBP has recorded a loss of 
Rs 167.55 crore in the first three quarters 
of 2004-05. 

During the first six weeks of fiscal 
2005-06, the gross under-realisation of 
oil companies for petrol and diesel 
amounts to Rs 3,129 crore as opposed to 
Rs 2,498 crore for all of 2004-05. For 
kerosene and liquefied petroleum gas 
(LPG), the under-realisation in the first 
six weeks of 2005-06 is Rs 2,731 crore as 
opposed to Rs 17,812 crore in 2004-05. 

' To stem this, petrol prices need to be 

hiked by Rs 4.59 per litre and diesel by 
Rs 4.97 per litre. Kerosene is subsidised 
by Rs 11.92 alitre and LPG by Rs 106.06 
per cylinder. But, with the Cabinet still 





—, undecided on the modalities, it could 


hit the longer-term business of the oil 
companies badly. 
Already, the borrowings of IndianOil 


/ Corporation (IOC) have increased to 
- Rs18,000 crore as opposed to Rs 12,179 


crore as of end-March 2004. Since the 











EPFO 
Cracks appear 


HE recent report by BW on the 

top two officials of the Employ- 

ees Provident Fund Organisa- 
tion trying to thwart EPFO's compre- 
E hensive reforms, has led to a fallout 

— between them — acting central prov- 

> La ident fund commissioner (CPFC) 
"A Anirudh Rai and additional CPFC S.K. 
Khanna. A week after BW hit the 
stands, the EPF Officers' Association 
shot off a letter to the labour minister 
K. Chandrashekhar Rao, asking him 
to appoint a regular CPFC urgently. 
The letter was marked to the mem- 
bers of EPFO's centrral board of trus- 
tees, the labour secretary, and Rai, 
who it sought to dislodge. 

The officers' association had writ- 
ten to the minister a number of times 
before to resolve various operational 
issues in EPFO. But no action was ini- 
tiated. In its latest letter, it blames 
the indecisiveness and ad hocism in 
EPFO on the absence of a regular 
CPFC. “Since Ajai Singh, then Central 
PF commissioner, was asked to pro- 
ceed on leave in August 2004... this 
organisation is being run on ad hoc 
basis... no decision is taken by the 
present in-charge CPFC except of 
routine nature," the letter said. 

The fact that Khanna is the presi- 
dent of the officers' association ade- 
quately indicates that relations be- 
tween him and Rai have 

soured. However, in re- 


DILEEP PRAKASH 


Every drop matters 


debt-equity ratio is low at 0.62, IOC is 
currently in a position to continue to 
fund its major expansion plans. How- 
ever, this could change in the not too 
distant future. Says Sarthak Behuria, 
chairman, IOC: "There has to be either 
an increase in prices or a reduction in 
duties." The big gripe for the oil compa- 
nies is the absorption of excise duty after 
the Union Budget. To circumvent this, 
IOC will sell bonds later this month to 
raise Rs 500 crore to meet its capi- 








tal requirements. | cent months, govern- 
But with the Left insisting on ment circles have 
protecting the consumer from any also been abuzz 


about the inordinate 
delays in the CPFC's 
appointment. An ad 


price-hike in petroleum products, 
it remains to be seen what mea- 
sures the government will take to 


ensure that oil companies stay was placed in Em- 
afloat. If not, IBP will not be the only ployment News 
oil company that will be in the red. seeking applications for the 


post, but nothing happened there- 
after. Sources say that the PMO re- 
cently requested the labour ministry 
to appoint a CPFC urgently. But EPFO 
insiders feel it's unlikely that Rao will 
take a prompt decision. Can the min- 


Considering that oil companies pro- 
vided Rs 9,552 crore in customs duties, 
Rs 40,130 crore in excise duties and 
Rs 32,080 crore in sales tax revenues to 
the government during 2003-04, its high 
time a decision was taken to hike oil 


prices. Or else that revenue stream ister prove them wrong? E 
could come down sharply. Wi VIKAS DHOOT 
ANUP JAYARAM 
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POLITICS 


Patel rap goes off key 


Civil aviation minister strikes discordant notes within the UPA 





ROUBLE is brewing for the 
Manmohan Singh govern- 
ment with the Left, secretly 
backed by a section of the 
Congress, gunning for the 
Union civil aviation minister Praful Pa- 
tel and his aviation policy. What's set the 
cat among the pigeons is the recently re- 
leased report of the Parliamentary 
Standing Committee on transport. In 
words unusually blunt for a parliamen- 
tary committee, the report has 
slammed Patel's ministry for its cowboy 





'^ approach to the critical question of re- 


structuring and modernising the avia- 
tion sector for global integration worthy 
of the economic superpower India as- 
pires to be. 

Through the committee's chairman, 
CPI(M) Rajya Sabha MP Nilotpal Basu, 
the Left has carefully drawn the battle 
lines on key aspects of Patel's aviation 








policy. The significance of the report, 
however, lies in the fact that it has the 
approval of all its members who cut 
across party lines and include leading 
lights ofthe Congress, like Sonia Gandhi 
loyalist Ambika Soni. 

Soni was cautious enough to clarify 
that the report was not an indictment of 
government policy per se. But she con- 
ceded that there are concerns and is- 
sues that need to be addressed properly. 
"Our aim was to emphasise the need for 
transparency in the decision-making 
process. We have highlighted areas 
where we feel that there should have 
been more transparency and we hope 
the government will take note of our 
concerns," shetold BW. 

Left sources say the battle has just 
begun. They admit Patel finessed them 
on the open skies policy (under which 
Jet Airways and Air Sahara will now fly to 
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Praful Patel: Under fire 


the UK and US), but they fiercely main- 
tain that they will not allow him to get 
away with it. Nor, they insist, will they al- 
low him to press ahead with his plans to 
privatise the Delhi and Mumbai air- 
ports, at least not in the manner hes go- 
ing about it. 

Patel, on the other hand, seems 
quite sanguine about the bombs ticking 
away under him. He's proved to be not 
only a shrewd businessman but an as- 
tute politician as well. Realising the sen- 
sitivity of heading a ministry that in- 
volves big money, he’s taken shelter 
behind the Prime Minister’s Office for 
every decision he's taken. Whether it 
was pushing open skies through the 
Union Cabinet or getting an oversight 
committee appointed to vet the pur- 
chase of new planes for Indian Airlines 
and Air-India, or having an empowered 
group of ministers headed by none 
other than Union defence minister 
Pranab Mukherjee approve his plans for 
privatising airports, Patel has tried to 
work through government systems so 
that he alone can't be made to take the 
rap for controversial decisions. 

And that's where the rub lies. The 
Left realises the political implications of 
taking on Patel. It means dragging in the 
PMO and the rest of the government. 
Consequently, it is treading with cau- 
tion. Asa CPI MP who did not wish to be 
identified disclosed: "We are already 
fighting the government on three issues: 
insurance, banking and pension fund. 
We have to see how to bring in a fourth 
one without jeopardising our stand on 
the other three. We will take a decision 
very soon." 

As the war of nerves builds up, the 
Left has decided to tap the Congress for 
support. For the past several months, it 
has been lobbying quietly with key Con- 
gress leaders, including Sonia Gandhi, 
against Patel's aviation policy. While the 
Congress has not officially taken a stand 
as yet, a section of the party seems to 


*Conditions Apply - 


have been activated, putting Patel un- 
der pressure. 

The battle now threatens to move 
from the back room to the public do- 
main. The standing committee report 
was the first salvo and there is no doubt 
that it has set tongues wagging. The next 
was a seven-page letter to the Prime 


Minister echoing much of what is con- | 


tained in the standing committee re- 
port. The letter was written by Tri- 
namool Congress Rajya Sabha MP 
Dinesh Trivedi, but it also bore the sig- 


nature of Congress Rajya Sabha MP 


V. Narayanswamy. 

Political circles are buzzing with 
speculation about the reasons for the 
friction that seems to have sprung up 
between Patel and the Congress. The is- 
sue appears to be the Airbus and Boeing 
deals for purchase of aircraft worth sev- 
eral thousand crores of rupees. The pro- 
posed purchases caused such splinters 
in the preceding A.B. Vajpayee govern- 
ment that it could never muster the 
courage to go through with them. 

What’s interesting with the UPA 
regime is that Patel set the process in 
motion almost as soon as he assumed 
office, but one year later the deals are yet 
to be finalised, although they have 
moved some distance through the bu- 
reaucracy. Indian Airlines, for instance, 
completed its formalities by the begin- 
ning of March this year. The civil avia- 
tion ministry prepared the required 
Cabinet note by the end of March. Yet, 
for some inexplicable reason, it has still 
not been put up to the Union Cabinet 
for approval. In fact, Patel has taken to 
what can only be interpreted as delay- 
ing tactics. He first sent the proposal to 
the Central Vigilance Commission 
(CVC) for approval, then to five other 
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in association with 


ministries for their comments. Actually, 


| none of this was necessary and the CVC 


hinted as much to Patel with a reply say- 
ing it had no comments to offer at that 
stage. 

Political circles suspect that Patel 
has been forced to play dilatory games 
because he hasn't got the green signal to 
complete the final stage of the purchase, 
that is, getting Cabinet approval so that 


Indian Airlines can place the order. They | 


attribute this to differences between the 





Congress and the NCP (to which Patel | 


belongs) over the megabuck deal. 
The Left, however, is on a completely 
different track. Its quarrel with Patel is 


mainly on two principled points. One is | 
the open skies policy and the second is | 
the proposed privatisation of airports in | 


: The CPI(M) MP is 
proving to be Patel's bete noire 











Mumbai and Delhi. Both these deci- 
sions were severely criticised by the 
standing committee. 

In fact, the report bluntly accuses 
the civil aviation ministry of plotting to 
benefit Jet with the open skies policy at 
the cost of Indian Airlines and Air-India. 
The report doesn't name Jet, but it 
makes the reference amply clear. It 
raises suspicions about the timing of the 
decision, saying it was too close to Jet's 
initial public offer to be a coincidence. It 
slams the ministry for timing the deci- 
sion so that Jet got a good opening for its 
equity offering. The committee has also 
demanded an inquiry by an indepen- 
dent agency, (read: CBI), into the man- 
ner in which the decision was taken. 

On the privatisation issue, the 
standing committee has demanded 
that the government review the deci- 
sion to hand over the airports at Mum- 
bai and Delhi to private consortiums. It 
points out that these are the two biggest 
revenue-earners for the Airports Au- 
thority of India (AAI) and its profits are 
used to sustain the 80-odd loss-making 
airports that are kept alive to ensure na- 
tional connectivity for underdeveloped 
areas like the North-east. It has recom- 
mended that the airports stay with the 
government and an alternative mod- 
ernisation plan submitted by the AAI 
Employees Joint Forum be considered. 

All eyes are now on UPA chairperson 
sonia Gandhi. So far, she has refused to 
intervene in government functioning 
and policy decisions, unless they con- 
cern the social sectors. However, if pres- 
sure continues to build, she may have 
no option but to step in, particularly if 
aviation policy becomes political foot- 
ball within the UPA. itl 

ARATI R. JERATH 
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HE Bangalore- REVA ELECTRIC CAR CO. NXG designed by 


based Reva e > Dileep Chhabrias DC 
Electric Car I) Sti atio E O Design. Says Chhabria: 
Co. (RECC) has e n n ur p e “The brief was to build 
got Europe in the a car that would look 


crosshairs. The company, which has 
managed to sell about a thousand cars 
till now (about 800 in India, 200 in the 
UK and the rest elsewhere) is showcas- 
ing its new concept, the Reva NXG, an 
electric roadster. Says RECC deputy 
chairman Chetan Maini: “The Euro- | costs $5,600-8,000 (Rs 2.5 lakh-3.5 | 
pean prospects are good. People there | lakh),” he says. 
want a small car with a green tag.” | The first Reva did not win any fan- 
But the caris far from ready to hit the | following for its looks, so Maini got the | 
road. It will be an- 4; 
other 16 mo- 


nths before the new model goes into 
production. But Maini is confident. 
"The [old] Reva is the cheapest EV in the 
world. GM's EVI used to sell for $45,000, 
Toyota’s Rav4EV for $43,000, Ford's | 
Think for $25,000 whereas the Reva 


attractive to buyers in Europe." While 
the topless version is on show, Chhabria 
is designing a closed coupe version too. 
The NXG was shown at the Electric Vehi- 
cle Symposium in Monaco in April. 
When it finally hits the market, says 
Maini, he expects it to cost Rs 5 lakh-15 
lakh ($11,400-34,000). 

Maini adds the NXG has been de- 
signed to bust some myths about elec- 
tric vehicles. It's stylish and technologi- 
cally advanced. It is fast, with a top 
speed of 120 kmph compared with Ford 
Think’s 90 kmph, and has a range of 200 
km on a full charge compared with 
Think’s 85 km. 

As for goodies, it has a touch-screen 
tablet PC with global positioning system 
and MP3 playback. Maini is certainly 
pulling all stops to galvanise the Euro- 
pean EV market. n" 

AARTI KOTHARI 




















NEWS CAPSULES 


Posco relents on ore 


OUTH Korean steel giant Posco, which has put off sign- 
ing a deal with the Orissa government twice as it could 


Mumbai mill land development 


HE Supreme Court ruled on 11 May that textile mills in 

Mumbai that were granted commencement certificates 
for development of land under private owners can now go 
ahead with construction work after getting permission from 
the concerned authorities. The two-member bench also al- 
lowed National Textile Corp. to complete the transactions 
relating to development of land in its sick textile mills in 
Mumbai as per the plan approved by the BIFR. Wu 


Mittal checks out Jharkhand 


HE world's largest steelmaker, Mittal Steel, is look- 

ing to set up its first greenfield project in Jnarkhand. 
A team including CFO Sudhir Maheshwari and mines di- 
rector M.P. Singh visited the Singbhum district last: 
week and would submit a proposal in three months. E 


ATI Technologies enters India 


HE $2-billion graphics and digital media firm ATI Tech- 

nologies has opened its R&D centre at Hyderabad. 
With 80 employees, this is the largest R&D centre for ATI 
outside North America. The facility would focus on next 
generation audio and digital media products. m 


not resolve the contentious issue of exporting iron ore, 
among other things, has agreed not to export unprocessed 
ore. There should be fewer objections to the deal now. W 


Kingfisher's catch 


JAY Mallya (seen here in Tirupati, where he went to 

get his aircraft blessed at the temple of Lord Ven- 
kateshwara) staged a coup of sorts when he got Indian 
Airlines to fly the non-profitable sectors for his King- 
fisher Airlines for a fee. This will allow him to operate 
only on profitable routes. Now, other private airlines 
like Jet Airways 
and Air Sahara, 
which had 
stopped flying 
these routes long 
ago, are likely to 
follow suit. As for 
IA, it will get 
some extra cash 
for doing what 
it was doing 
anyway. E] 
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PHARMACEUTICALS 


New world order 


HE world order of the phar- 
maceutical industry seems to 

be undergoing a change, ac- 

cording to a report by IMS 

Health. The number of new chemical 
entities being filed has been decreasing 
over the last few years — in 2004, appli- 
cations for new active substances 
(NASs) numbered 31, one more than 
the 25-year low in 2003. Although US 
still has a dominant 35 per cent share of 
that, the EU now has a sizeable share at 
41 per cent. Japanese innovation re- 
sulted in only four NASs in 2004. Biotech pro- 
ducts comprise 30 per cent of the launches, 
but may touch 50 per cent, scientists predict. 
Japan moved away from its mid-1990s 
flairfor copycat formulations that had little in- 
ternational demand and, in 2004, like the US 
and the EU, entered international markets. 


No. of NASs launched 2 


e 


MARATHI NEWSPAPERS 







HE idea is not striking, the timing 
is. Eleven newspapers in Maha- 
rashtra have got together to sell 
jointly and offer a common adver- 
tising rate to advertisers. Deshdoot, 
Gavakari, Pudhari, among others that have 
grouped to face the onslaught of competi- 
tion. The idea is to pre-empt the possible dis- 
traction that advertisers will face as the 
Mumbai newspaper battle hots up. As both 
DNA (from the Zee-Bhaskar combine) and 
Hindustan Times gear up for a Mumbai 
launch this August, alot of the corporate ad- 
vertising that these largely local papers de- 
pend on will get splintered further. Plus, 
there is the danger of many of the English pa- 


Clubbing 
a for clout , 


parts of north Karnataka and Goa, reaching 







Year of launch 


Source: IMS Lifecycte - New product focus 


Two of the four NASs it filed have hit the Chi- 
nese market with Gendicine for head and 
neck cancer from Sibono Genetech and 
ABCream for psoriasis from Asia United Anti- 
body Medical Company, marketed by 
Canada-based Anogen. Both are biologics. BB 

: GINA S. KRISHNAN 


pers getting into Pune, 
Nashik and other major 
(and rich) towns to offer 
a more pan-Maharash- 
trian audience to ad- 
vertisers. 
Individually, they 
may dominate only one 
region or a couple of re- 
gions. So Aikya domi- 
nates Satara and Tarun 
- Bharat the Nagpur region 
and Sanchar, Solapur. But to- 
gether they offer 62 editions 
across almost all of Maharashtra, 


7.56 million readers. The 11 papers are pack- 
aged into four different bouquets of editions, 
regions and combinations, ranging from Rs 
724 to Rs 3,380 per column centimetre. 

It was tried before —- The Hindu and Een- 
adu, Mid-Day and Hindustan Times, Desh- 
dootand Chitralekha grouped to offer a clu- 
tch of editions and a common rate to 
advertisers. They couldnt go on. The long- 
term success depends on how well the part- 
ners handle issues like revenue-sharing. Says 
Janak Sarda, director, Deshdoot Group of 
Newspapers: "It will break in three months or 
go onforlong." Chances are the threat from 
the big guys will keep them together. B8 

VANITA KOHLI-KHANDEKAR 
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. Whereis global 


- steel headed: 

\/ The industry is today sharply divided into two clear camps. One 
believes that steel is going to go on riding the unprecedented 
surge in its price cycle for some time to come, what with 
demand from China refusing to abate despite the govemment's 
best efforts. The other camp believes that a downturn is 


imminent, possibly as early as a couple of years from now. BW 
spoke with torchbearers of both these schools of thought. Here 


PERSPECTIVE I 


| 
t 


is what they had to say. 


sey & Company, is one of its global 

experts on the steel industry and 
associated with its Basic Materials Insti- 
tute in Brussels. He doesn't share the steel- 
makers’ exuberance. Excerpts from an 
interview with Radhika Dhawan. 


S IGURD Mareels, director, McKin- 


m What is the global demand and supply 
scenario like? 

We are expecting anything between 160 
million and 180 million tonnes of new 
capacity to come up in China. That’s 
about 5-6 [times] India’s [capacity]. 
Then we should not forget the CIS, 
Ukraine and Russia, a region which to- 








day exports 56 million tonnes of steel. 
They are adding 20-30 million tonnes of 
capacity and gearing up to be a major 
100 million-tonne export force. So we 
see that as a major factor in the global 
supply of steel. 

Between the emerging markets ex- 
pansion, and the fact that mature mar- 
kets are exporting to emerging markets 
like China, something will have to give. 
Clearly, there has to be some displace- 
ment of volumes. In particular, Europe 
and Japan could be at risk. Japan today 
exports 30 million tonnes, largely to 
Asia. If China becomes self-sufficient, 
then where would the 30 million tonnes 
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go? If Russia and Ukraine become a part 
of the WTO, they might have free access 
to the North American and the Euro- 
pean markets, and will displace tonnage 
there. Then you would get almost a 
domino effect in these markets that 
started with everyone looking at enor- 
mous growth in the emerging markets. 


m When would China become self-suffi- 
cient and is that a big concern? 

China has been a net exporter [overall] 
for the last 4-5 months, [although] in 
finished products, it is still a net im- 
porter. We don't think Chinas vocation is 
to be a global exporter like the CIS or 
Brazil. It is gearing up to meet local de- 
mand and its target is self-sufficiency. In 
a steady state, supply and demand will 
keep pace with each other and there will 
be 10-15 million tonnes of exports and 
similar imports of specialities. Its coas- 
tal plants will always export something 
for strategic reasons. But that's it. In a 
system that is going to 500 million 
tonnes, even small imbalances create 
10-20 million tonnes of excess. So you 
can have massive volatility. 


u But the Chinese government is re- 
stricting steel licenses... 

True, but all the big players like Bao 
Shan have licenses and there are quite a 
few of these mega projects that have 
been approved. Second, minor projects, 
say with a million tonne capacity, don't 
need central government permissions. 





w [s that competitive? 

At least 40 per cent of expansions we 
reckon today are happening in these 
small-to-medium-size companies that 
are not competitive by world standards. 
You pay a penalty in terms of fixed costs 
and labour, which is cheap in China. 
And what they save on capital by these 
small expansions is substantial. So they 
build these half-a-million-tonne blast 
furnaces very cheap and they are doing 
hundreds of them. It couldn't work in 
Western Europe, but in China it works. 


m There is a hypothesis that China is not 
the best place to make primary steel as it 
does not have iron-ore. It might be better 
to import basic steel and finish it there... 
Its a difficult argument. I agree that 
China will never be the lowest cost pro- 
ducer of steel. That's why its vocation is 
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not to become an exporter. A lot of the 
new growth will come from [plants us- 
ing] imported iron ore. 

But they have quite a bit of coking 
coal, which is another important equa- 
tion in steelmaking. So you can't say that 
everyone who doesn' have iron ore or 
coking coal should not make steel. You 
can be a decent player in China if you 
have a low capital cost and are serving 
the domestic market. The best steel 
maker in the world is Posco and it has 
nothing. So you have to balance these 
things. Look at capital costs, raw mater- 
ial conversion costs and proximity of 
markets. I would say that the 
steel industry in China 
will be competi- 
tive, much more 
competitive 
than Japan. 


m What about | 
steelmakingin == — 
the developed D 5 
world? 

The minute you 
say that we have iron 
ore and coking coal, I say 
wait a minute. If you take 








ground. There are 3-4 big projects in the 
pipeline which could make lump obso- 
lete. So preserving that for the future 
might not necessarily be maximising 
the value of the resource. You can't take 
one point of view to say you need these 
volumes for a 100 years, but you can't 
take the other point of view and say that 
let's ship everything out. I think there is a 
balance to be struck. 

Take the example of Brazil. It made 
an early decision to be a global cham- 
pion in iron ore. Yes, the resource is de- 
pleting, but they want to be a global 
player. Now if you look at the market 
capitalisation and what [the largest iron 
ore producer] CVRD generates and the 
value it created recently, then it's 
nearly $40 billion on the back of $4 

billion ofiron ore revenues. If you 
look at the steel industry, it's do- 
ing well. Probably $20 billion-25 
billion of revenue in a good 


“Preserving iron 
ore for the future 


might not necessarily 


mini mills they work with maximise the value of 
scrap. These markets will » 

have abundance of scrap. the resource. 

m Isn't scrap priced too high? 


Right nowit is. Butin another 10 years or 
so, the scrap-to-metal output ratio will 
pick up again. The average [time taken 
by] iron ore to become scrap is 20 years. 
So all that iron ore that is imported to- 
day into China will eventually become 
scrap. So, latest by 2020, Europe and 
Japan and America will have plenty, 
plenty, plenty of scrap and relatively 
cheap. And if you then serve the local 
markets for construction steels, I don't 
think Brazil and China will be able to re- 
place that, given the logistics costs. 


m You think India's mining policy 
requires changes? 

I would think so. India has fantastic iron 
ore in terms of quality, richness and 
availability. There is a lot of lumpy iron- 
ore, which is in short supply. So right 
now you can command a premium. But 
that strategic position may be gone in 15 
years time. Fines based technologies 
(like Finex from. Posco) are gaining 


year, but with a market capitalisation 
that is about half. 


m That spike could be unnatural because 
iron-ore prices are high. 

Even if you account for the spike, steel is 
value-creating for the domestic market. 
But if you look at steel for export, the 
equation changes even more. Your mar- 
gins get squeezed. Steel for the domestic 
market is absolute priority. Steel for ex- 
ports? I have huge reservations. Even if 
youare a low-cost producer. 

Over long periods and cycles, ex- 
ports will never make money. By the 
time you have a plant up and running, 
the cycle could have turned. So an ex- 
port steel plant will run at its marginal 
cost of production. You will survive, 
sure, but you will not generate any 
value, particularly when there is a hic- 
cup in China and prices come down. In 
that sense, exporting steel is an ex- 
tremely risky proposition. I would not 
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recommend that to anyone. 


m Regardless of where the cycle is? 
Regardless of where the cycle is. You 
make good money two years out of 10 or 
15. Over the cycle do I want to be an ex- 
port steel player? No. 


m What is your assessment of the Indian 
steel industry. 
It's probably one of the more exciting 
places to be in. From everything you see, 
there should be a long period of sus- 
tained growth. Anything more than 3-4 
per cent is a very good number for the 
steel industry. [There is] fantastic iron- 
ore at your doorstep. Coal is bad coking 
coal, but the glass is more than half full. 
No one else has coking coal. Only 2-3 
Russian players have their own coking 
coal; everyone else has to buy it. The 
preconditions are there in terms of raw 
materials to make something happen. 
The trick is going to be building 
capacity in a responsible way. 
We see differences of about 30- 
40 per cent in capital efficiency. 
India hasn't had a good track 
record of building plants effi- 
ciently. Right now is a difficult 
time to build as all the raw mate- 
rials are expensive. Equipment 
suppliers have waiting lists and 
order books are full for 2-3 years. 
So if you want emergency deliv- 
eries of equipment you are going to 
have to pay overtime, stuff like that. 


m Do you think that Indian steel com- 
panies are better positioned to take on 
the downturn? 

Yes, I think so. In the future you will be 
more protected than in the past. Most 
steel players like SAIL and Tata Steel are 
vertically integrated. That did not give 
you a big advantage since raw material 
prices were not that high. So the value of 
the vertical integration has increased by 
$50-100 a tonne. For India, you should 
look in a downturn at a cushion of $70 a 
tonne. Which is about 20-25 per cent of 
your production costs. That is a cushion 
that you have being vertically inte- 
grated. But you can lose this cushion if 
you don't have capital efficiency. Over 
the last 25 years, the steel industry 
maybe had five good years. Only the 
most efficient survive in time. So, hey 
guys, the bad times willcomeback! E 
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^W UNCAN Pell is director (com- 

§ mercial coordination) at Corus, 

^ the world’s seventh-largest steel- 

maker. He belongs to the camp of price 

enthusiasts. Excerpts from an interview 
with Pallavi Roy. 


E What is your outlook for steel over the 
next few years? Some think hot-rolled coil 
prices will fall by $100 in the third quar- 
ter of 2005, after which some recovery 
will take place... 

I don't quite think so. Up until the end of 
the third quarter, prices will soften by 
20-30 per cent worldwide. This is be- 
cause the main markets, the US and Eu- 
rope have excessive stocks in the supply 
chain. This situation will get better only 
in June-July. There was overbuying of 
steel as customers were not sure whe- 
ther steelmakers would have enough 
raw materials to meet demand. Hence 
the overhang in their supply chains 
leading to depressed prices. We are now 
seeing a combination of production 
cuts by steel makers in Europe and the 
pressure that further rise in raw material 
costs is exerting. But a price-rise is likely 
in the fourth quarter. This recovery will 
continue through 2006. This is because 
the underlying growth in steel demand 


and cost of raw material will be move | 


close to equilibrium. 


m How does Corus view the Indian steel 

market? What are its India-specific plans? 
The first point is that with the growth of 
the economy there will be an increase in 


wealth creation, so this provides greater | 
potential for the increased use of steel. | 


More people will own cars and domes- 
tics appliances and build better houses. 
All these are steel-intensive sectors and 
so the sector should at least outperform 


the economy. This makes it a market of | 
huge potential especially when you link | 


it up with India being a source of low- 
cost raw material. 
As for Corus' plans for India, it 


should not be assumed that the only op- | 
| are two aspects. First, it's wrong to think 


tions for steelmaking are capital inten- 
sive. It can be service-oriented too — 
construction solutions, components. 
We have developed expertise in this sec- 
tor in the UK that could be good for fast 
developing markets like India. For in- 
stance, modular buildings. We have de- 
veloped a capability for a factory-based 
modular system. This technology can 





later be used for hospitals and schools. 
We would look at working with produc- 
ers where this knowledge could be used. 

Another area would be distribution 
| of steel. Here we are talking about | 


| adding value in terms of slitting and 


blanking steel products. This would in- 
volve working with domestic producers. 


5 How far is the China threat a bogey 
and a reality? And are you looking at in- 
vesting in the Chinese market? 


As a company we have to be self critical | 
| about our capability to enter China. We 
would have difficulty in approaching | 
China now because it's probably too | 
late. In fact, if we were to go at all, it | 


would be a drip investment; we would 
look to grow as the market grows. It's a 
bit like how the big retailers like Wal- 
Mart and Tesco look at new markets. 

As for the China perception, there 


that every tonne of new capacity is in- 
cremental. Some of it is replacement for 
capacity that has become technologi- 


| cally or economically redundant or out- 


lawed because of environmental rea- 
sons. Also expect the Chinese 
government to encourage merger & ac- 
quisition activity to lead to a rationalisa- 
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tion in the domestic sector. 

Second is that they do not have 
enough natural resources other than 
labour, and that is no longer key. Also 
the yuan will only get stronger. So their 


| ability to export competitively from a 


relatively higher cost base will be less, 
especially vis-a-vis India. Economics 


| has its own checks and balances. Over 


the last 30 years, every day I have woken 


| up fearing being wiped out by new com- 


petition from Japan, then Korea and 
now China or from new competing ma- 
terials. So far, we are still here because of 
innovation in our company and in the 
steel industry in general. 


m Could steel companies have hedged 
against the rise in raw material prices? 
What sourcing strategies are they likely to 
adopt to safeguard themselves in future? 
When you talk to analysts who specia- 
lise in raw materials, very few can claim 
to have foreseen the tightness in prices. 
Maybe we could have hedged it with 
long-term fixed price deals, but one can 
always say this on hindsight. But it 
would be right to say that the purchase 
departments would propose a different 
mechanism for future sourcing, maybe 
some kind of indexing. 
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Farmers, traders 


are discovering, the power of the 
modern, hi-tech commodity 
exchanges. By Yassir A. Pitalwalla 


HIRUBHAI Ambani 

left Aden and returned 

to India in February 

1958. He opened an 

office in Mumbai's 

Masjid Bunder area. 
With two tables and one telephone 
crowded into 150 sq. ft of space, Ambani 
started trading in commodities: car- 
damom, dry ginger, turmeric and black 
pepper. Later, he also played the textile 
markets: buying cotton textiles, export- 
ing them, using the foreign exchange 
he thus earned to buy import licenses 
for synthetic yarn, and then selling the 
yarn at a profit in the domestic market. 
In other words, he had set himself up as 
an arbitrage trader. 

Ambani later went on to industrial 
greatness. Meanwhile, the government 
cracked down on the country’s well-es- 
tablished commodity markets. The For- 
ward Contract (Regulation) Act had al- 
ready been enacted in 1952 to regulate 
the futures markets. In 1966, in the after- 
math of a severe drought and escalating 
food prices, forward trading was 
banned in most commodities to make it 
easier for the government to impose 
price controls. A long night settled over 
the commodity markets. 

That was unfortunate. Futures and 
forward contracts allow market partici- 
pants to transfer risks from those wary 
of it to those who are hungry for it. Those 










and companies 


JATINDER SINGH 


most vulnerable to risk — the farming 
community — have suffered over the 
subsequent decades. Not only was the 
economics of the ban suspect, but it also 
turned a blind eye to a natural dispensa- 
tion among Indians to trade in 
commodities. Forward trading in com- 
modities is mentioned in Kautilya's 
Arthashastra. The Bombay Cotton 
Trade Association set up a futures mar- 
ket for cotton in 1875, a mere decade af- 
ter the Chicago Board of Trade opened 
for business. Subsequently, India devel- 
oped vibrant forward markets in a host 
of commodities. 
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Fast forward to November 2003. 
Dhirubhai's elder son, Mukesh Ambani, 
is speaking at the inauguration of MCX, 
a spanking new national, multi-com- 
modity exchange (and one of three mar- 
kets of this type; the others are regional 
exchanges trading in single commodi- 
ties). The government has decided to 
clear the way for forward trading in 
commodities once again. Mukesh says 
MCxXand the other exchanges are sitting 
on a market that is potentially worth 
$600 billion a year (or Rs 30 lakh crore). 

Currently, the annual value of all 
commodity futures traded in India is 
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Changing face: Traders at their electronic 


terminals and a village mandi (below) 





Like all future contracts, com- 
modity futures are agreements 
to buy or sell something at a 


been fixed earlier by the buyer 
and seller. So, for example, a 
cotton farmer may agree to sell 
his output to a textiles company 
many months before the crop is 
ready for actual harvesting. 

This allows him to lock into a 
fixed price and protect his earn- 
ings from a steep drop in cotton 
prices in the future. The textiles 
company, on the other hand, has 
protected itself against a possi- 
ble sharp rise in cotton prices. 

The complicating factor is 
quality. Commodity futures con- 
tracts have to specify the quality 
of goods being traded. The com- 
modity exchanges guarantee that 
the buyers and sellers will stick 
to the terms of the agreement. 








$135 billion, far less than the potential 
$600 billion. What is significant, how- 
ever, is the speed at which the gap is be- 


the liberalisation of futures trading, to 


day. The natural instinctive genius of the 
Indian trader has come into play,” says 
S. Sundareshan, chairman, Forward 
Markets Commission (FMC), which 
regulates commodity futures markets in 
India. (In terms of value, the market for 
commodity derivatives is already half 
the size of that for the better-known eq- 


| uity derivatives.) 

Commodities trading is now one of | 
the hottest games in town. Volumes | 
grew by over 900 per cent between fi- | 
nancial years 2002-03 and 2004-05. | 


"The growth of the commodities busi- 
ness has been beyond what was origi- 
nally projected. With new commodity 
contracts getting launched sequentially, 
I believe the average daily futures vol- 
umes could scale upwards of Rs 14,000 


| crore," says Vineet Bhatnagar, country 
| manager of Refco (India), one of the | 
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COMMODITIES 


largest non-bank futures players glob- 
ally. With national level exchanges like 
Multi Commodity Exchange of India 
(MCX) and The National Commodities 
Derivatives Exchange (NCDEX) yet to 
complete two years of full-fledged com- 
mercial operations, the growth in com- 
modity futures trading is almost as 
spectacular as India's success in busi- 
ness process outsourcing. 

Like the stockmarkets, commodities 
futures can give you a bonanza if you 
make the right calls, or leave you with a 
big hole in your pocket. Thus, while 
commodities like steel, crude oil and 
guar have posted hefty appreciation, 
the Refco RCIX Commodities Index — a 
composite of agricultural and non-agri- 
cultural commodities — fell 2.48 per 
cent in fiscal 2004-05 and is down a fur- 
ther 6.28 per cent in April 2005. 

Whats fuelling the explosive growth 
in commodity futures? The first surge of 
contracts has come from the traditional 
traders operating out of the 7,000-odd 
mandis across the country. It could be a 
dhoti-clad, chappal-wearing, paan- 
chewing middle-aged man living in the 
interiors of Rajasthan. There were 
doubts whether these traditional 
traders could migrate to the sophisti- 
cated world of online trading. "I was a 


| great sceptic that a man who has never 
_ ing narrowed. "Volumes in commodity | 
| futures have perked up from Rs 20,000 | 
| crore-30,000 crore per annum before | 


seen a laptop screen could, with just 
three days trading using his native intel- 
ligence, take to screen-based trading 


| with margins in such a big way. But this 


|! around Rs5.71lakhc Li 
later date and at a price that has |, cwn 


is the second time in my life that I have 
been proved wrong," says PH. Raviku- 
mar, managing director, NCDEX. To en- 
courage further growth, NCDEX is now 
looking at a terminal which displays in- 
formation in Hindi. 

"Already, we have terminals in places 
I haven't heard of," says Ravikumar. In 
fact, with 550 members in 445 towns na- 
tionwide, NCDEX is threatening to 
eclipse its promoter National Stock Ex- 
change, with its 650 members in 460 
towns. MCX, too, claims to have 800 
members in 400 cities. Interestingly, it's 
not Mumbai that is hogging the lime- 
light here. The list of top five centres for 
the NCDEX also includes Indore and 
Jaipur, in addition to Delhi and Kolkata. 
In fact, for the first three months of 2005, 


| Delhi accounted for a whopping 27 per 


| cent of the total NCDEX turnover across 


commodity futures. 








depth $i, cde 


“Volumes on commodity exchanges 
are growing because there is transfer 
from the mandis to the exchange plat- 
form," says SanjivShah, executive direc- 
tor of Benchmark Asset Management 
Company. On an average, each of the 
7,000 mandis has 20 traders. This 
broadly means that about 14,000 
traders have started buying their cotton, 
spices and the like from the commodity 
exchanges, or will do so soon. (And, as 
explained later in this story, many large 
companies in areas such as cotton tex- 
tiles, edible oils and batteries are also 
making their first trades.) 

Meanwhile, Sundareshan is meeting 
the regulatory challenge by boosting 
staff strength by over a third and getting 
new hardware to cope with the growth. 

It is far safer to place your bets in one 
of the modern commodity markets. 
"National exchanges have succeeded in 
creating trust in the minds of stakehold- 
ers as they are hi-tech, corporatised and 
employ modern management. A farmer 
has to trust the exchange the way he 
trusts State Bank of India. Modern ex- 
changes have also reduced information 
asymmetry, which has resulted in their 
growth," says Jignesh Shah, managing 
director, MCX. 

Defaults in the illegal futures market 
in Rajasthan, Agra and Delhi, according 
to informed sources, have led to a large 
portion of such trade moving to organ- 
ised platforms as the exchange guaran- 
tees settlement via its settlement guar- 
antee fund and/or an insurance 
back-up. ^A large part of our trading to- 
day is accounted for by informal mar- 
kets moving onto the exchange plat- 
form," says Ravikumar. 

One sultry evening, this writer vis- 
ited Zaveri Bazaar, a claustrophobic 
lane in south Mumbai that houses a 
large part of the country's bullion trade. 
(The Bombay Bullion Exchange, which 
was founded in 1950, is situated here.) A 
few kilometres away, the hordes from 
Dalal Street had already switched off 
their computers and were headed 
home. But Zaveri Bazaar was still hum- 
ming with activity. Traders were watch- 
ing their flickering screens with medita- 
tive intensity. The late-evening session 
of MCX was on. It runs in tandem with 
the sessions of global exchanges like 
Comex, many time zones away in New 
York. The evening trading at Zaveri 

















Bazaar, and at scores of other places 
hooked to Indias modern commodity 
exchanges, have been a roaring success. 
These sessions allow domestic traders 
in everything from gold to petroleum to 
synchronise local and global prices. 

A large portion of daily trading vol- 
umes in commodity futures is concen- 
trated in a handful of commodities like 
precious metals (primarily gold and sil- 
ver), soya and its derivatives, and guar 
and its derivatives (See ‘Shooting Stars’). 


“In gold alone, I believe daily futures | 


turnover can touch Rs 5,000 crore,” says 
Shah of MCX. In fiscal 04-05, bullion ac- 
counted for almost a third of total 
traded value of all commodity futures at 
Rs 179,052.84 crore. Agricultural com- 
modities accounted for Rs 390,188.36 
crore in fiscal 04-05, according to For- 
ward Markets Commission data. 

In fact, the humble guar, which is a 
popular vegetable in Mumbai but only 
eaten by livestock elsewhere in rural In- 
dia, may probably hold the distinction 
of being the most widely traded com- 
modity futures on the Indian bourses. 
Guar gum is used as a binder in food 
products like ice cream, and India 
is, perhaps, the largest producer of 
this commodity globally. Trading 
in guar has reached manic 
heights: almost half of the entire 








try came from guar and its derivatives. 

Guar is not an exception. Even in the 
two other major traded commodities — 
bullion and soya oil — trading volumes 
are running way ahead of underlying 
demand for the commodities. So, have 
speculators run amok? “Historically, 
physical delivery of futures in India and 
all over the world is 5 per cent of traded 
volume,” says Sundareshan. This is true 
even for the delivery figures in the case 
of equity derivatives. 

In fact, some would argue that un- 
less there is enough speculative interest 
to create liquidity, there can be no price 
discovery and hedgers will have no 
incentive to enter, as they will have to 
bear high impact costs. Companies like 
Marico, for instance, do not use Indian 
commodity exchanges to hedge prices 
ofraw materials like oils used because of 
lack of adequate depth, “We are too big 
buyers of commodities like copra and 
copra oil for us to hedge on the Indian 
commodity exchanges,” says Milind 
Sarwate, chief financial officer, Marico. 

One big challenge facing the men 
who have so successfully set up the new 


SKY IS THE LIMIT 


Value of commodity futures traded 


across all exchanges 


value of guar produced in India in Fiscal Year Rs crore 

a year is traded daily on the ex- 2002-2003 66,530.74 
changes. As a source at FMC says: 2003-2004 i 129,363. 68 
“Guar is considered a proxy for the 2004-2005 57 1,759. 56 


weather and there is so much trad- 
ingthat one wonders whether it's a 
case of futures dictating spot 
prices rather than the other way round." 

Thanks to this worry over the finan- 
cial health of the system and the possi- 
ble impact of rampant speculation on 
guargum manufacturers and exporters, 
the FMC is now getting stricter. "After in- 
creasing the margin from 8 per cent to 
28 per cent on this commodity, the 
volatility has come down, but still, there 
is a large open interest in the commod- 
ity. We are, therefore, seeing if any addi- 
tional measures need to be taken," says 
market regulator Sundareshan. 

The FMChas, for one, decided to put 
a stop to evening trading sessions of 
commodities like guar, for which there 
is no global benchmark. In fiscal 2004- 
05, almost 25 per cent of total volume of 
commodity futures traded in the coun- 
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commodity exchanges is to widen par- 
ticipation. "Most of the growth in com- 
modity futures has been driven primar- 
ily by small and medium enterprises 
and traders, so far. We are now making 
one-on-one presentations to large com- 
panies to entice them to hedge their ex- 
posure using the exchange platform," 
says Ravikumar. 

An NCDEX study shows that in fiscal 
2003-04, the cotton textile industry lost 
awhopping Rs 1,600 crore on account of 
a rise in cotton prices (cotton consti- 
tutes 65 per cent of the cost of produc- 
tion). Ravikumar says NCDEX 
is now seeing interest from 
steel producers who are look- 
ing to sell a part of their pro- 
duction forward, to lock in 
present high prices. 


footsteps of a number of small poultry 
feed manufacturers who hedge the 
costs of maize (one of the main 


ingredients in poultry feed) on the 


futures exchanges. 

“We have also been approached by 
battery manufacturers to launch futures 
trading in zinc as rising prices have al- 
most eroded a whole quarter's profits," 
says Ravikumar. Til oil manufacturers 
have been experimenting with sesame 
seed futures whilst exporters of pepper 
have been buying pepper futures on 
commodity exchanges in India to hedge 


SHOOTING STARS 


Top commodity futures traded 


across exchanges 


Value of futures 























"Sugar mills, too, are look- i traded (Rs crore) 
ing to sell forward their com- Guar seed 129,522.98 
ing year’s production on the Silver 1116.26799 _ 
exchange to protect their mar- M I 
gin," says Ravikumar. He says Soy oil TOE gt 101,527.66 _ 
that companies like Hindus- NGOld y veu ae. _ 62,784.85 — 
tan Lever and Britannia In- Mustard seed 19,422.46 
dustries are also considering Castor seed © 14,327.34 
purchasing their requirement  Guargum = 13,412.08 X 
of wheat on the exchange to emg a, dE I ee el ee 
hedge against any possible Pepper i 899/28 . 
rise in costs. If these biggies do DE, oN Mig a 7,891.49 
eventually dabble in com- Rubber i ss 2, 745.84 
modity futures, they would ý Cumdeol - 7v 1,900.14 
merely be following in the Cotton 779.16 

-Other metals — 618.22 
Jute 91.74 


Source: Forward Markets Commission 


against any rise in prices. 

The government, too, may enter the 
game. The Government of India reckons 
that it could create a minimum support 
price-like mechanism using commod- 
ity futures by entering into contracts for 
purchase of commodities covered un- 
der its programme at the prescribed 
minimum support price. 

Union consumer affairs secretary 
Labanyendu Mansingh believes this 
will help the government save on pro- 
curement and storage costs of food 
grains, estimated to cost it close to 
Rs 25,000 crore annually. Mansingh 
believes the government could ferret 
backa part ofthese savings to farmers to 
help pay for the cost of delivering and 
storing food grains from the farms to ex- 
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change-accredited warehouses. 

In the process, the government will 
minimise corruption in the grains man- 
agement operations, give a major boost 
to commodity futures trading and take 
the farmer to the e-age. Legislative 
changes have been proposed to enable 
farmers to get loans against the receipt 
for goods deposited at accredited ware- 
houses. If those proposals become law, 
then farmers could get finance, which 
would enable them to avoid distress 
sales of their produce at times of un- 
favourable market conditions. 

With 45 per cent of India’s GDP (or 
Rs 11 lakh crore) coming from com- 
modities, exchanges hope that eventu- 
ally everyone involved in commodities 
trade across the value chain — from the 
farmer to the processor — will be hedg- 
ing their positions using futures. To en- 
courage large companies to trade in 
commodity futures, NCDEX has set up a 
network of 100 warehouses where com- 
modities are graded and certified and 
where such commodity balances can be 
held electronically in demat form. Al- 
ready, around 1,500 depository partici- 
pant accounts have been opened with 
32 depository participants. The ex- 
change says 90 per cent of the open in- 
terest in maturing contracts is settled by 
delivery rather than in cash. 

With NCDEX-accredited ware- 
houses already clocking occupancy 
rates of 80-90 per cent, the exchange, 
through its associate National Collateral 
Management Services (NCMSL), is now 
looking to set up a network of ware- 
houses nationwide that will facilitate 
more centres for delivery of commodi- 
ties traded. NCDEX has signed a memo- 
randum of understanding with the 
Food Corporation of India which, says 
Ravikumar, will allow the exchange (in 
association with NCMSL) to build up a 
network of 1,100 warehouses with 
proper grading facilities and National 
Securities Depository (NSDL) connec- 
tivity (for demat), in as little as three 
years. “In five years time, you will have 
an NCDEX-accredited warehouse every 
40 km in the country,” says Ravikumar. 

With the stock markets moving in a 
narrow trading range and even private 
bankers looking to diversify client port- 
folios by incorporating commodities, 
expect a lot more action ahead. Watch 
this space! b; 
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N the Rs 15,298-crore Tata Motors' 

hall of fame, divisional manager 

Girish Wagh, 34, is an unlikely 

hero. He has no grey hair, he has 

not spent a lifetime working with 

the company, and he is not even a 

board member. He is one of the 3,500- 

odd engineers who toil at the company's 

sprawling 400-acre factory in the out- 
skirts of Pune city in Maharashtra. 

Still, Wagh is different. He is among 

the handful of people who have led pro- 

jects that built new vehicles from 


scratch for Tata Motors in the last three ` 


decades. In the 1980s, the late Sumant 
Moolgaonkar led the team which de- 
signed the company’s light commercial 
vehicle platform, the Tata 407 series. In 
the late 1990s, chairman Ratan Tata 
rolled up his sleeves to work on the first 
passenger car, Indica. Now Wagh joins 
the elite group, having lead a team of 
350 people to design Tata Motors’ latest 
offering, Ace, a small-load carrier. 
Wagh's position of honour did not 
come by chance, though not entirely by 
design. Says executive director Ravi 
Kant: “We wanted to infuse a very differ- 
ent thinking to revitalise our 
processes. Letting a young 
team drive an important pro- 
ject did exactly that." Says 
president PM. Telang: "It 


& 
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but ended up being a great [iam 
exercise to revisit everything 
we learnt in decades about 
manufacturing." 

Ace has several firsts to its 
credit. Tata Motors will out- 
source more than 90 per cent 
of its components compared with an 
average 60 per cent for its other vehicles. 
The exercise threw up, according to 
company engineers, the first two-stroke 
diesel engine in the world to be used in a 
commercial vehicle. Ace will sport car- 
like interiors and its noise and vibration 
levels are closer to Indica's than to the 
truck family it belongs to. 

Today, nearly all Tata vehicles are 
manufactured at its Pune factory. Ace 
will lead the company to set up assem- 
bly units near the markets, setting off 


Girish Wagh, a 34-year-old divisional 
manager, designed Ace. He joins the 
stellar league of Sumant Moolgaonkar 
and Ratan Tata, who had themselves 
designed new vehicles from scratch 
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LOCAL PRODUCT, 
GLOBAL LEARNINGS 


Engine: The search for Ace's 
engine has bolstered the deci- 
sion to create Tata Power 
Systems, an engine business. 


» Noise levels: The noise levels 
of Tatas’ commercial vehicles 
are way above world standards. 
The engineers are now sensi- 
tised to those requirements. 


Cabin: Ace is the first com- 
mercial vehicle to have car-like 
interiors. Having found a cost 
effective way to do it, more Tata 
trucks will offer the features. 


Global design: Ace's design 
took into account vehicle 
requirements and regulations 
from nearly all markets. 


another big change in manufacturing 
strategy. The project also sets another 
benchmark — it cost all of Rs 200 crore 
over five years — the lowest in Tata Mo- 
tors’ recent history for a new product. 
Thelearnings are expected to accelerate 
chairman Tata' Rs 1 lakh-car dream. 

Be sure, Ace is not just a small prod- 
uct for Tata Motors. The vehicle is ex- 
pected to replace three-wheeled goods 
carriers and, later, even passenger vehi- 
cles in small towns. Small traders and 
farmers buy 136,000 such vehicles every 
year for transporting goods. The num- 
ber has increased rapidly in the last two 
years, with sales growing at 24 per cent. 

In three years, analysts say Tata Mo- 
tors may well be selling over 60,000 vehi- 
cles and Ace could contribute up to 10 
per cent of all commercial vehicle sales. 
It will also take Tata products to new 
customers at the lower end of the mar- 
ket — the ones who may turn loyal cus- 
tomers to Tata's larger vehicles as busi- 
ness grows. Ace, which is priced at 
Rs 225,000-235,000 will be available at a 
down payment of a mere Rs 20,000. "In 
the short run, it is going to be one big 










highways, loads will get smaller in the 
feeder routes to cities and towns. 
Logically, the new system would 


brand ambassador for us,” says Shyam 
Mani, V-P (sales and marketing). | 

In the first place, how and why did 
the Tatas hit upon the idea to launch a 
small vehicle? After all, Tata Motors 
bought Daewoo’s heavy truck business 
in Korea last year to offer more powerful 
trucks to catch the coming infrastruc- 
ture boom in India. The work on Ace ap- 
parently started four years ago, soon af- 
ter Tata Motors posted its historic loss of 
Rs 500 crore in 2000-01. 

Kant spent his first six months to 
draft an elaborate blue print to rejig his 
entire product portfolio. His analysis 
went like this: As India builds better 
roads and other infrastructure like oil 
pipelines and container terminals, traf- 
fic in the highways would get heavier 
and faster over the next decade. As 
goods will be available in more conve- 
nient depots or warehouses along the 


the Golden Quadrilateral and smaller 
vehicles for the feeder routes. In truck- 
ing parlance, that would mean multi- 
axle vehicles that can transport 45 
tonnes or more and below 2-tonne 
goods carriers. Tata Motors did not have 
a product in either ofthe categories. 
Even as late as three years ago, Kant 
did not have a workable solution to his 
problem. Then the Daewoo deal hap- 










































pened, which took care of the heavy ve- 
hicles issue. Kant had tried tweaking his 
existing 2-tonne products in the initial 
years, but with limited success. He sim- 
ply could not match the cost of the 3- 
wheelers. That is when he hand-picked 
Wagh to "go out and find" what's hap- 
pening in the market. 

At that time, Wagh was implement- 
ing balance score cards, a business eval- 
uation system, in the company and was 
reluctant to take up the project. Having 


that drastically cut costs up to 35 per 
cent on truck components, Wagh now 
admits that he did not see the potential 
of the project then. Kant wouldn't put 
him in the 'Global Truck project, an- 
other high-profile initiative, to which 
many ofhis colleagues were drafted. 

In the initial days, Wagh just col- 


bogged down by the cost of the alterna- 
tives in the market — three-wheelers 
came for as low as Rs 1.25 lakh — and he 


uct from Tata Motors will not create 
much ofa difference in the market. Even 
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worked with livewire engineeringteams | 


lected information. He was simply | 


had the impression that a similar prod- | 


eventually demand larger and more | 
powerful vehicles for the highways in | 





... AUTOMOBILES 


after six months on the project, Wagh 
had still not thought that his solution 
would lie in a four-wheeled vehicle. 
During his market survey, Wagh had got 
many hints. A farmer in Andhra Pradesh 
told him that he preferred four-wheel- 
ers as they meant better social status in 
his village. If he had one, he would even 
get a bride easily. But the low cost of a 
three-wheeler still worried Wagh. 
Around the same time, UK-based 
Warwick ^ Manufacturings ^ Lord 
Sushanta Kumar Bhattacharya, in one 
of his sessions with the Tata Motors en- 
gineers, egged them to come out with a 


The small-load carrier has 
taught Tata Motors new lessons 
in manufacturing. By T. Surendar 


otors Ace 





"quick and dirty solution" to move small 
loads. Says Kant: "Lord Bhattacharya ag- 
itates people to think differently by dra- 
matically overplaying or underplaying a 


| scenario.” Wagh knew that a four- 


wheeler would be an ideal solution and 
Tata also preferred it to a three-wheeler 
right from when the idea was conceptu- 


| alised. Nine months after Wagh started, 





he finally settled on the idea of making a 
four-wheeled goods carrier. 

Kant took a leaf out of Lord Bhat- 
tacharya's book. He put an aggressive 
cost target for his vehicle and ran it by 
the board. The board did not deliberate 
too much. They said: "If the vehicle has 
all the attributes of a Tata vehicle and 
more and at such a low cost, why not?" 
Chairman Tata wanted the new vehicle 
to drive likea car, free of noise and vibra- 
tions. That demand should have put ad- 
ditional pressure on costs, yet the board 
did not ask Kant how he was going to 
achieve his targets. And he had no clue 
then, either. 

Usually, there are three broad costs 
involved in designing a vehicle: initial 
design and prototyping, tooling, and 


depth 


Cost control was built into every stage 
of the design and development of Ace, 
Tata Motors' sub-1 tonne load carrier 


manufacturing costs. Further, there are 
four main components in any vehicle 
that make up a big chunk ofits total cost: 
engine, gearbox, cabin design and 
transmission. Now, design and proto- 
typing, and tooling can run into several 
hundred crores for vehicles designed 
from scratch, as companies do several 
iterations before finalising their designs. 

Even at this stage, Wagh needed to 
keep a close tab on the cost ofthese four 
main components — the final recurring 
cost of the vehicle on the road would 
depend on them. Tooling the Indica, for 
example, had cost Tata Motors over 
Rs 700 crore. 

Wagh's basic market research had fi- 
nally concluded that a four-wheeled, 
sub-1 tonne load carrier would be his 
ideal vehicle. Further, it should be 
priced only at a slight premium to the 
three-wheelers available in the market. 
The basic design and the shell of the ve- 
hicle were rushed through quickly. Of 
course, for a while, the engineers fought 
over whether the vehicle should have a 
car-like bonnet or a flat truck-like front. 

But Ratan Tata wanted to get 
through the initial stages quickly. Once, 
at the Pune factory, he couldn't wait for 
the engineers at the design studio to get 
him some paper on which to sketch out 
his idea; he simply drew on the wall his 
idea of how the interior scheme and the 
dashboard should look like. 

Having got around the shell, Wagh 
brought in general managers V.N. 
Bedekar and Zacharia Sait, specialists in 
sourcing and tooling, respectively. The 
shell contains a lot of sheet metal com- 
ponents. Even before the final design 
was approved, Bedekar floated a e- 
sourcing order for the metal compo- 
nents. He then convinced the supplier 
to invest in the project along with Tata 
Motors, and start supplying compo- 
nents right from the design stage. 

Sait, instead of importing tools, 
started making them at an in-house 
workshop. While Bedekar paid his 
supplier material costs even at the de- 
sign stage, Sait's cost came to less than 
Rs 50 crore. Something similar hap- 
pened while searching for a suitable en- 
gine for Ace. Engineers like vice presi- 
dent R.R. Akarte and Telang fitted many 
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THE LOW-COST 
STRATEGY 


Outsourcing: Nearly 90% of 
components are outsourced. 
Suppliers involved in the project 
right from design stage. 


Manufacturing: More out- 
sourced components, lesser the 
complexity in manufacturing. 
Factory set up for less than 
Rs 100 crore. 


Tooling: Used in-house high- 
speed CNC machines and com- 
puter-aided design to make 
tools and panels for Ace. 


Marketing: To be sold through 
a larger number of smaller out- 
lets, closer to the markets. 
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engines that they outsourced from vari- 
ous companies. Though Telang had sus- 
pected right from the start that Indica's 
diesel engine could be worked on to suit 
the Ace, he did not try it till very late in 
the project. 

That happened when Kant sent 
back Wagh to the drawing board to- 
wards the end of 2003, when he found 
that the project had exceeded the cost 
budget. Telang simply sliced the Indica 
engine into half and made a two-stroke 
diesel out of it. Then he gave the ma- 
chine to others who worked on new 
mounts to fix the vibration and noise. In 
fact, the last few months were spent in 
making modifications to just meet the 
stringent noise standards. Says Telang: 
“This is perhaps one of the best exer- 
cises in the importance of cross-func- 
tional teams in projects.” 

So far, Tata Motors has had a mixed 
record with its vehicles. Only time will 
tell if Ace will follow the tracks of a Tata 
Estate, or turn out to be an ace for the 
group, like Indica did. V. 
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ECR India has a long way to go, 
says chairman K. Radhakrishnan 


ADITYA KHANNA 





T was touted as the grand alliance 
that would change the face of the 
fast moving consumer goods 
(FMCG) and retailing sectors. In 
1999, several big names, including, 
Hindustan Lever, Procter & Gamble 
(P&G), Johnson & Johnson (J&J), RPG 
Retail and Pantaloon agreed to work to- 
gether for the common good. The arch- 
rivals had come together under the Effi- 
cient Consumer Response (ECR) frame- 
work — a global initiative to make the 
sector more responsive to consumer 
demand and to remove unnecessary 
costs from the supply chain. But six 
years later, reality has hit home — the 
competitors have figured out that work- 
ing together is not as easy as it seemed. 

The grand alliance was formed in 
the hope that collaborative industry- 
wide initiatives would cut costs by 5-8 
per cent, delivering a savings of 
Rs 1,000 crore-1,600 crore, or almost 
half the industry's profits. 

ECR India is yet to deliver even a 
fraction of the anticipated benefits. 
Rather, it is still bogged down with sev- 
eral issues like a lack of commitment 
and a jarring inability to work together. 
“In India, the process has been painfully 
slow,” says K. Radhakrishnan, chairman 

















Collaboration 
doesnt come easy 
for the countrys 


vember last year as cost savings werent 
an incentive enough to change our dis- 
tribution systems. Moreover, distribu- 
tion is a competitive advantage and 
some companies were not comfortable 
sharing it,” says Ambwani, former chair- 
man, ECR India. 

But other members seem to have 
other plans. TCIL continues to work on 
the idea. “We've done another study in 
Karnataka and this time the results are 
impressive. We are setting up a common 
warehouse in the next four months and 
are confident of roping in companies 
like J&J and Nestle,” says Vineet Agarwal, 
executive director, TCIL. 

However, most members from the 
FMCG community are no longer inter- 
ested. Says Vaibhav Sarin, trade market- 
ing manager, J&J: "TCIL is yet to make a 
presentation to 
us. So we are not 
aware of the re- 
port’s findings 
or to what ex- 
tent they are 


ECR, and vice presi- E M. suggesting us to 
dent, Foodworld. largest FMCG and cooperate." The 
Me SA > ey. vm contradictin 
What Went Wrong? — BISIESIMRT RSS) PRESSE oes sov 
Globally, the mature deep fissures. 
retailing industry However, a 


has been a key contributor to the suc- 
cess of the ECR initiative. Not so in India, 
where the organised retailers are still 
busy scaling up. Says Narendra Amb- 
wani, MD of J&J: “The commitment of 
the newer retailers has been inconsis- 
tent since they are putting their own 
houses in order.” And with no immedi- 
ate results, most members were put off. 

While the membership has inched 
towards 40, only four or five have been 
regularly attending ECR meetings. 
Members like J&J, HLL and RPG have 
been playing leadership roles, while 
others like P&G, Coca-Cola and Shop- 
pers’ Stop haven't shown much interest 
yet. And the four workgroups formed 
with specific mandates, too, have made 
little progress. 

Take the logistics workgroup, for in- 
stance. Set up under the leadership of 
the Transport Corporation of India 
(TCIL) three years ago, it was asked to 
examine the feasibility of a common 
warehouse for the competing firms in 
Uttaranchal. This led to a dead end. “We 
decided to drop this initiative in No- 
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few core members are not giving up, just 
yet. Slow progress was expected, they 
argue and cite the progress of the ‘out of 
stocks’ workgroup to prove their point. 

This workgroup sought to measure 
the efficiency of the FMCG supply chain 
by tracking the number of times con- 
sumers did not find the products they 
wanted on shop shelves. It was first led 
by Nestle. However, retailers did not 
want to share such sensitive informa- 
tion with a manufacturer. 

Then, eight months ago, the task was 
outsourced to AC Nielsen. In its first re- 
port last month, it said that even at the 
larger retail stores, goods are out of stock 
25-30 per cent of the time. 

ECR India’s next step is to imple- 
ment a global data synchronisation sys- 
tem (GDS). This will standardise the way 
manufacturers and retailers capture 
product and sales data. 

The benefits of such collaborative 
initiatives are quite obvious. Still, not all 
companies are participating whole- 
heartedly. As Ambwani puts it: “Maybe 
the ideais alittle ahead ofits time.” E 
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Microsoft" Office has evolved. Have you? 


After all, the way we work has changed. Today, 
information is simply everywhere. Once it leaves 
your hands, anything can happen. That's why 
the latest version of Microsoft Office includes 
Information Rights Management technologies. 
Now you can put limits on the printing, copying, 
or forwarding of sensitive e-mail and documents. 
It's time to evolve the way you work. Discover 


how at microsoft.com/india/office/evolve 


We're using Office 2000. 
Should we upgrade? 
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émigré Russian New Yorker who founded Access In- 





Tyumen Oil Company — and Siberian Urals Aluminium Co. 


(Sual), Russia second largest aluminum company. Chatter- | J 
jee — or ‘PC’ as many call him — though relatively unknown | _ 


™ N the high stakes, secretive, and sometimes shadowy | 
_ world of global private equity, Len Blavatnik and Pur- 
nendu Chatterjee are familiar players. Blavatnik is an | 


dustries in 1986, when Perestroika threw open an . 
unimaginable bounty for entrepreneurs in the erst- 
while Soviet Union. One of Russia's most influential | 
oligarchs, he acquired large chunks of state enterprises when | 
they were privatised in the 1990s. Blavatnik today has interests | 
inoil, aluminium, coal and telecom. These include TNK-BP — | 
this is Russia's third largest oil company, a 50:50 joint venture |. 
between London-based BB formerly British Petroleum, and | — 


in India, is reasonably well-recognised in New York's Wall | 
Street and The City, Londons financial nerve centre. He heads Le y 
a firm called The. Chatterjee Group (TCG), which Spores D l——Á 


| four large funds. 


| AKolkata boy of middle-class origins, Chatterjee found a | E 
| mentor in financier George Soros when he quit McKinsey & | 
| Cototurnentrepreneur. They had an agreement where Soros |. 
| would stump up 75 per cent of the capital and Chatterjee 25 | 
B per cent in any project Chatterjee did. This arrangement | - 
E lasted between 1984 and 2000, during which Soros and C hat: E 
P terjee did upwards of 50 deals together. — .— & 
| Chatterjee and Blavatnik have also known each other fr | 
| close to two decades and, in fact, have even explored the pos- NE 
| sibility of working together before, though nothing ever mate- | 
| rialised. But finally, in one of the most notable deals of this. 
| year, these two poster boys of modern day capitalism have > 
| come together to buy Basell, a global leader in plastics. More - 
— significantly, this is a deal that has vital implications for India. 
E Infact, the way Chatterjee sees it, this could alter the nature of 
| India’s petrochemicals industry. 


Sometime in July 2004, BASF and Shell, both equal owners 


c D of Basell, announced that they would review their options for 
| the euro 6.7-billion plastics major. This meant that the two 
E promoters would look for a suitable buyer. If that failed, they. 


B would take Basell public to encash some value for themselves. - 


M Earlier, in 2000, both Shell and BASF had spun off their respec- ` | 


B tive plastics businesses to create Basell. 
: Today, it is the largest polyolefin company in the world, 
with a combined polypropylene and polyethylene capacity of - 


! close to 10. 5 million tonnes per annum (mpta). Dow comes | 


: second at 8. 8 mtpa, followed by ExxonMobil (8.7 mtpa), Sabic 
B (5.8 mtpa) and Sinopec (5.7 mtpa). Significantly, Basell’s 


| 10.5 mtpa capacity includes roughly 8 mtpa of polyprop- | 


| ylene, making it by far the world's largest maker of the com- 


C | pound. Moreover, Basell technology is legion, with more than — 
E 40 per cent of the polypropylene plants in the world using | 
| itsknow-how. 


v Chatterjee was familiar with Basell. Haldia Patrochemi- 
| cals, a West Bengal-based company that he had acquired 


| - in 1994 used Basell technology. But that wasn't all. Sometime | 
8 in2000, around the time Basell was formed, Chatterjee had | 
| triedto persuade the plastics major to pick up a minority stake | 


| in Haldia. 
That Shell would be looking at exiting Basell was conjec- 





tured. Thec company had indicated hai itwould withdraw 


from its non-core activities (like Basell) and focuson the en- 


ergy business. This was keeping with a larger trend where al- 


most all global oil companies, except perhaps ExxonMobil, 
were increasingly getting out of their petrochemicals busi- 


| nesses. For BASE the issues were slightly different. Some 


argued that with partner Shell insisting on exiting, BASF had 
no alternative but to play along. In other words, Chatterjee 
had an inkling that Basell would, sooner or later, be up for + 


"grabs even before the announcement came in July last year. 


Chatterjee needed a partner, “Our going-in hypothesis 


| was that we would create a consortium. There was no way I or 


Haldia alone could do this,” he says. Those who have observed - 
Chatterjees way of operations say that he often prefers bring- | 
ing partners on board deals. So, sometime around the middle — 
of last year, Chatterjee approached Blavatnik to create acon- 
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sortium to buy Basell together. By September, the Russian was 
on board. However, it was clear that Chatterjee was the one 
who would be driving everything. It was his deal. 

There are many reasons why Blavatnik was comfortable 
doing business with Chatterjee. While the fact that he knew 
Chatterjee did help enormously, he was also impressed with 
Chatterjees turnaround of Haldia (see 'The Jewel In The 
Crown’; page 44) to be convinced that Chatterjee was a good 
partner to have in a petrochemicals business. Some say that 
Basell also helps Blavatnik diversify outside of Russia. (For 
Chatterjee, having Blavatnik for a partner not only diversifies 
his risks and makes the process of raising capital so much eas- 
ier, but it also opens up opportunities in Russia.) 

Meanwhile, BASF and Shell appointed Credit Suisse First 
Boston and Lazard as advisors for the sale. Given Basell's repu- 
tation, eight bidders threw their hats into the ring. They were 
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PURNENDU CHATTERJEE 


either private equity companies or other 
petrochemical players. In the first bunch 
were companies like CSFB Private Equity, 
Goldman Sachs Private Equity, Black- 
stone and Kohlberg Kravis Roberts & Co. 
Among the petrochemical players were 
Ineos from the UK, National Petrochemi- 
cal Co (Iran) and the Chatterjee-Blavatnik 
combine. (Given Chatterjee's stake in Hal- 
dia, this was seen as a trade bid.) Also pre- 
sent was Reliance. 

Chatterjees confidence levels were 
high. "I thought that we had a 50 per cent 
chance of bagging it," he says. 


OUND one of bidding happened 

in thelast quarter of 2004. Reliance 

had signed confidentiality agree- 
ments and had received documents from 
Basell; however, it exited the process early, 
sometime during round one. 

Then came round two, where Basell's 
supervisory board kept the private equity 
firms out, though some of them had sub- 
mitted bids. Sources close to the deal say 
that Basell was keen that the company go 
to someone from within the industry. 

Soon it was clear that the two con- 
tenders left were National Petrochemical 
and the Chatterjee-Blavatnik consor- 
tium. Media reports indicate that, some- 
time then, the US government put 
pressure on Basell not to consider the 
Iranians. Chatterjee refuses to comment 
on this, though Iranian officials say that 
there was severe opposition from the 
Bush administration to prevent Basell 
going their way. In fact, while the bids 
were still being evaluated, NPC president 
and vice chairman Mohammad Reza Ne- 
matzadeh had admitted that the US gov- 
ernment was "using some illegal political 
pressure" to prevent a sale to Iran. 

In early May, Chatterjee and Blavatnik landed the plastics 
major. The price: euro 4.4 billion ($ 5.7 billion.) With this news, 
shares of BASF rose by 25 cents to euro 51.91 in Frankfurt 
while shares of Shell rose 71 cents to euro 46.07. 

Though Basell has officially announced that the Chatter- 
jee-Blavatnik consortium has won the bid, it is not exactly 
clear how the deal will finally be structured. Chatterjee, for his 
part, is unwilling to say anything on it. But industry sources 
indicate that for starters, a special purpose vehicle will be 
floated. Then, the euro 4.4 billion will come in two parts: an 
equity portion of euro 1.1 billion and a debt portion of Euro 
3.3 billion. It appears that, for the moment, Access will pay for 
the equity. However, within the next few months, this will be 
down-syndicated. In other words, this amount will be further 
picked up by other interested players. It's highly likely that Hal- 
dia will be one of them. The debt part is simpler. The consor- 
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á tium will raise debt through a high yield bond issue, under- 
E written by Merill Lynch and CSFB. Once the special purpose 
P vehicle gets assimilated into Basell after the merger, the debt 
E will be serviced through Basell’s cash flows, as is the case with 
| leveraged buyouts. 


The whole process will roughly take between three to five 


2 monthstobe finalised. It's also amply clear that, finally, Access 

| (read: Blavatnik) will own a larger percentage of Basell than 
c | TCG (read: Chatterjee.) Chatterjee refuses to comment specif- 

B ically on this, but people close to him say this suits him just 
2 fine. (Access London-based spokesperson John Sonborough 
E declined to comment as well.) 


For a consummate deal maker like Chatterjee, this i is just 


B one more transaction. At a meeting with Businessworld in 

E Mumbailast week, he remained poker-faced aslongas the de- 

= tails of the deal were being discussed. To a question on 

| whether this was the biggest deal of his career, he remained _ 
E. silentforawhile. And then pithily replied: “I hope not.” Only to` 


B add: "Definitely the most high profile." In fact, all through, he 


E refused to get drawn into the details of the deal and avoided 
(= any questions on the intricacies of how the funds will actually 
| bestrung together. But he seemed excited and voluble when- 
E ever the topic of the larger opportunity that Basell represents 


came up. 


Many of those who know Chatterjee argue that till recently, 
| he saw the world through the prism of an investment banker. 


In other words, everything was a deal to him, with an entry 


changed his outlook. “For PC, Haldia was a bruising experi- 


| ence, but he doggedly hung in there,” says a friend. Chatterjee 
f argues that individuals have multiple capabilities, and you 
— apply different measures at different times. "There are 
- | businesses where you stay for continued, sustained develop- 
| ment,” hesays. 


Evidently, Basell will be one such. 


Trautz argued that the big challenge facing companies 


2 ; | À T a seminar in London last year, Basell CEO Volker 
like his was markets moving towards Asia. “On a global 


= basis, new growth markets and new production centres are | 
E clearly emerging. These patterns must be clearly understood | 
| before business decisions are taken in all regions, and espe- | 
E cially in Europe and North America, where the traditional | 
ES structures are not, at this point, equipped to cope with the | 
E shift towards emerging economies,” he had said. 
uv] Currently, Europe accounts for roughly 60 per cent of | 
B Basell’s turnover, the US approximately 20 per cent, China 10 | 
B percentand the rest of the world 10 per cent. Chatterjee ar- 
E gues that over the next decade or so, business will increasingly 
| shift towards Asia, with China and India accounting for a large 


B price and an exit price. “Purnendu was always talking about - 
( yields, and what gets you higher returns and so on,” says 

| someone who has known him closely. 

oe However, it is also equally true that these days hei isin- 

E creasingly thinking like an industrialist, for the longer term. 

Almost everybody concurs that it's the Haldia experience that _ 


| 
| 
| 
| 
| 
| 
| 
| 





part of it. In fact, he says that very soon the epicentre for a 
company like Basell will shift from Europe to either China or 
India. And that's why he lets his guard down and breaks into a 
smile every time he talks about Basell and its future. 

"The biggest opportunity today lies in the area of applica- 
tion technology — essentially, using plastics to substitute 
other materials. This is driven by the global obsession of 
companies to lower costs. And given that polypropylene is the 
simplest of engineered plastics, application technology that 


| uses polypropylene offers the lowest costs. 


More importantly, it is an opportunity available both in 
developed as well as in the emerging economies, because 


| the search for intermaterial substitution is acute all over 


the world. 
Consider the drum inside the wadine machine Carey 
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it's made of metal all over the world. However, Basell engineers | 
have come up with a material that can replace the metal drum | 


with a plastic one. If this product is finally accepted by white 
goods companies, it is possible washing machine makers 
- both in the developed and developing countries, will switch. 


.. However, in some products, the opportunity lies more in | 
the emerging markets simply because the developed ones | 


have already made the shift. Automobiles are an example. 
Chatterjee says that in developed markets, cars have a plastic 
fuel tank, while in the emerging- markets, it’s made of metal. 
So, the substitution is only emerging market specific. 


What gives Basell a huge edge in this area is its R&D capa- - 
bilities. Consider this: close to 15 per cent of Basell's 6,600- — 


PURNENDU CHATTERJEE 


strong work force are directly engaged in R&D activities. 
Thanks primarily to its lineage, Basell has 8,000 patents in 


polymers, the highest that any petrochemical company has. 
“This appeals to me — Basell’s technological heritage, its in- 
novationsystem and its dominance in engineered application 
of polvolefins," says Chatterjee. 

Uniquely, Basell uses its technology in two ways. On the 
one hand, the process.technology is licensed out to other 
polyolefin makers around the world (like, say, Haldia), thereby 
creating a steady, non-cyclical income stream for the com- 
pany. On the other, the application technology stays as an in- 
house competitive advantage. 

And now, with Chatterjee in the picture, it's highly likely 
that the application engineering work, or some of it at any 
rate, could move to India. It's the same story all over again: a 
new use for Indias high quality engineering talent. Currently, 
there is very little work done in the area of engineered applica- 
tions in polyolefins in India. And when the application work 
does move to India, its impact could be as far reaching as in 
other areas like pharma and biotech. 

Clearly Haldia, which also makes polyolefins, will have a 
huge role to play in Basell's future. In fact, Chatterjee says that 
ifhe didnt own Haldia, he wouldn't have bid for Basell, Thanks 
to running and turning Haldia around, the insights of how to 
run a successful petrochemicals business are already there, he 
says. “This gave us the confidence to buy Basell,” he adds. 

Haldia fits into the Basell picture in different ways. For one, 
itcould be a marketing arm for Basell here, essentially creating 
an Asian footprint for a Euro-centric company. Consider that 
per capita consumption of plastics in the US is 100 kg, in 
China is 23 kg and in India is 4 kg. Since per capita consump- 
tion is linked to GDP growth rates, given the rates at which 
both the Indian and Chinese and economies are growing, the 
opportunity for Basell is truly huge. 

Then theres sharing of best practices. In fact, 
here Haldia could teach Basell a thing or two. For 
instance, according to Chatterjee, Haldia's man- 
power costs are 3 per cent of EBIDTA; for Basell it's 
90 per cent. Now, while Basell has its operations 
mostly in high cost Europe and spends massive 
sums on R&D, the huge difference indicates both 
the cost arbitrage opportunity (like doing applica- 
tion engineering work here) that exists between the 
two operations. And maybe what Basell could learn 
from Haldia on cost optimisation. There could also 
be other synergies like common procurement of 
raw material, etc. 

Allofthis should end up making both the operations more 


| efficient. In the last few decades, different factors have con- 
| tributed to competitive advantage and global leadership in 


polyolefins. Between the 1950s all the way to the 1980s, it was 
primarily technology that contributed to success. In the 
1990s, it was market leadership. And these days, it's all about 


_ cost leadership. While that doesn't make issues like technol- 
. ogy less important (why else would Basell keep investing in 


R&D so heavily?), it just adds another critical success factor. 
As the next article argues, Chatterjee may get Haldia to buy 

a piece of Basell. Perhaps, the way he sees it, an equity stake is 

a better way of cementing a relationship between them. & 
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Purne adu C hattérjee's biggest investment i in India; Haldia Petty lye cals, | 
has just engineered aremarkable turnaround ». fem She S s 


PALLAVI ROY 


Y his own admission, the 
Rs 5,365-crore Haldia Petro- 
chemicals is the centrepiece 
of Purnendu Chatterjee's 
empire. If there were no Hal- 
dia Petrochem, Chatterjee says there 
wouldn' have been any Basell. Haldia is 
where Chatterjee cut his teeth into the 
$300-billion global petrochemicals in- 
dustry. And it is this exposure that gave 
him the "confidence" to bid for Basell. 
There are other reasons why Chatter- 
jee holds Haldia so close to his heart. 
Back in 1994, it was Chatterjee who gave 
life to this moribund project, which had 
stayed on the drawing board in the pre- 
vious seven years ofits incubation. Some of Indias largest cor- 
porate houses — the Tata and RPG groups included — had 
washed their hands of it. Chatterjee arranged for the funds, set 
up the company, stayed the course when it started produc- 
tion, was immediately pitched into the red, and then oversaw 
its turnaround. Not just any turnaround — from a loss of Rs 
518 crore to a net profit of Rs 521 crore in two years flat, it has 
been one ofthe sharpest turnarounds in Corporate India (See 
the company’s financials on page 41). Surely, Chatterjee has 
reasons to be proud of his crown jewel. 
Now Chatterjee, or his investment firm The Chatterjee 
Group (TCG), is the link between Haldia and Hoofddorp, the 
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‘We may go for an IPO to fund a stake 
in Basell,’ says Swapan Bhowmik, MD 
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town in the Netherlands that's home to 
the Basell headquarters. And he would 
face his next big challenge in trying to 
forge a stronger link between the two en- 
tities. Chatterjee wants Haldia Petro- 
chem, in which he holds 59.9 per cent (to 
go up to about 64 per cent when Rs 135 
crore of debt is converted to equity), to 
pick up a small, strategic stake in Basell 
once the European deal comes through. 

Swapan Bhowmik, managing direc- 
tor, Haldia Petrochem, says: "We believe 
it’s an option worth considering. So we 
will need capital. This is where an IPO 
could fit in." But even before the IPO, the 
West Bengal Industrial Development 
Corporation, which holds 36.9 per cent 
in Haldia Petrochem, wanted to sell its 
stake to Chatterjee (first it has to transfer the stake back to the 
West Bengal government, who would then sell it to Chatter- 
jee). This deal has just been struck at a price of Rs 30 a share, 
totting up to a total consideration of Rs 1,500 crore. 

But this is not a story about Haldia Petrochem stake 
changing hands. It's about its remarkable turnaround. 

When Haldia Petrochem started production in 2000, the 
petrochem cycle was at its lowest. The plants location in the 
sleepy eastern port also was turning out to be a disadvantage. 
The eastern parts of the country were never an industrial 
hotspot — most downstream units were located in the west 
and were supplied by Reliance Industries. 
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That wasnt all. At that time, Haldia Petrochem was servic- 
ing loans taken in the mid- 1990s — before it started commer- 
. cial production — ata steep 15 percent rate of interest. 

The result? The company went into a downward debt spi- 
ral and reported losses of Rs 518 crore just two years after com- 
mercial production started. West Bengal's showcase project 
was in danger of being written off as a stillborn. That's when 
the company took three critical steps. One, it approached its 
consortium oflenders with a proposal to go to the then newly- 
set-up corporate debt restructuring (CDR) mechanism. Two, 


itrejigged its product mixto include more high-margin, value- 


added products. And finally, it rationalised and restructured 
its management structure to make the organisation leaner. 
Around 2002, Haldia Petrochem was looking at ramping 
up production — its stated objective was to run the plant at 
110 per cent of the rated capacity. "While we were scaling up 


production, we were also paying out our interest from a very 


small kitty. So, though we were not making cash losses, we 
faced a working capital shortfall,” says Swapan Dhara, vice- 
president at Haldia Petrochem. _ 

This was when the company decided to approach its lead 
banker IDBI and other lenders fora CDR package. One of the 
proposals was to bring down the interest rate payable on the 
earlier loans from 15 per cent to 10.5 per cent. TCG, mean- 
while, pumped in Rs 143 crore to ease the interest burden. 
The combined efforts paid off and, after the CDR package, 
the total term loans for the company got reduced to Rs 3,200 
crore from Rs 4,200 crore. 


As for the product mix, the Haldia Pesce board de- 


cided to focus on value-added products and ones that were 
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etting up of Haldia 
Petrochemicals. The thought: growth in the state’s moribund economy could be 
kick-started by investing in the ‘sunrise’ sector of petrochemicals. Late 1980: 
group tries its hand atthe venture, but withdraws, citing the project's 
jicals falls through at the last 
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then unavailable in the Indian market. That helped it stay 
afloat in a competitive and bearish market. For example, the 
company is now the only producer of cyclopentane in South- 
east Asia, a compound now widely used by the refrigerator in- 
dustry as a replacement for Freon gas, an identified green- 
house gas. It is also the only petrochem company in the 
country producing motor spirits compatible with the Euro IH 
standards. Due to government regulations it cannot retail the | 
product, so it has already inked supply deals with BPCL and 
Essar Oil, andis talking to HPCL for the same. Today, this move 
has ensured that 31.5 per cent of Haldia Petrochem's turnover 
comes from these products. Alongside this, Haldia Petrochem 
continued making staple products like polyethelne (PE), Lin- 
ear Low Density PE, High Density PE and polypropelene. 


The third step was at the organisational level. The number _ | 


of senior management posts were trimmed from 41 to 32, and 
25 roles were realigned to 14. For instance, the chemical pro- 
curement and marketing functions were combined. This en- 
sured a leaner organisation capable of taking faster decisions. 

It helped that by this time world polymer prices were ris- 
ing, thanks to an upturn in key markets like China. Of course, 
the company knows that the good times shall pass, too. “We 
are now trying to move into an efficiency zone, where we can 
move through a downcycle as well," says Bhowmik. Whether 
it can absorb future shock better or not, the moves have 
helped the company hold its own in the face of stiff competi- 
tion from biggie Reliance, which dominates 48 per cent ofthe 
country’s polymer market. — 

Another factor that helped Haldia Petrochem's offtake. at 
this point was a proactive policy followed by the West Bengal 
government. It encouraged down- 
stream plastic industries by giving them 
tax incentives, and as a result, Haldia 
Petrochem ended up supplying raw ma- 
terials to 600 units, big and small, in the 
Haldia region itself. - 

Today, Haldia Petrochem is confi- 
dent enough to talk about an IPO later 
this year. Analysts believe the good 
times in the petrochem business will 
continue for at least another 18 months, 
reason enough for the company to 
move ahead with its plans. But the Basell 
deal will also lend the company an 
added sheen, as observers expect it to 
have some access to the ESRB 
leader's applications. 

The company is also expanding its 
ethylene capacity from 520,000 tonnes 
per annum to 670,000 tonnnes. The 
Rs 640 crore for the project will come 
from internal accruals. So the financial 
aspect of the project will not be as much 
ofa bother as some of the earlier projects 
have been. And that will allow the com- 
panytoconcentrateonthefuture. W 





us with lenders for a furt her cut in interest rates, in view of pre-payment 


and better performance. 
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John Menzer's first visit to India 
could not have been timed better. 
The president and CEO of Wal-Mart's 
international operations i is 
responsible for 1,500 stores in nine 
countries with revenues of $47.5 
billion. He hopes that India becomes 
the tenth country on that list. His 
visit was marked by intense specu- 
lation about the government allow- 
ing foreign direct investment (FDI) 
in the retail sector. In an exclusive 
interview with BW’s M. Anand, he 
makes a strong case for Wal-Mart's 
India enuy: EXCEL pU 


m Why is everybody afraid of Wal-Mart? 

8 The concern that I have heard in 
India is the concern of what will hap- 
pen to small businesses (kirana and 


other small retailers). And I will address | 
country, although the. order may be dif- 
ferent. Customers want low prices. They - 


that in three parts. First, this is a grow- 
ing market and there is room for every- 
one. This is a fabulous market and that's 
the reason we're interested in it. Sec- 
ond, the small businesses have their 
own strategic attributes, or competitive 
advantages, as I call it. They are local, 
they are usually in the same block that 
the customers are in and they are very 
convenient. They know their customers 
by name, so they offer great customer 
service. They have tailored their inven- 
tory for their customers, so they have 
great inventory management, and 
many times they give credit. Local small 
businesses are very competitive. For 
example, in Mexico, — we are the 
largest retailer there — studies by Coca 
Cola have shown that the informal mar- 
ket (small retailers) have gained market 
share in the last few years. And they 
have done it by using those attributes. 

Small businesses have their own 
model, offer a different product mix and 
keep their customers happy. I think 
small businesses can grow and prosper 
with Wal-Mart. | 


ll Have you visited one of the kirana 
stores in India? 

iil We have been in the market for a day 
looking at stores here, and they are very 
similar to many other countries. I think 
we have seen some good stores here. 
But when we see a new market, the qu- 
estion we ask is: can Wal-Mart add val- 
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ue to the customer? And if the answer is 
no, we shouldn't enter the market. I 


believe we are in a position to add value. | 
to the customers here. Can I tell you. | 
some ofthe ways I think we can do that? 


8B Sure... 


W We are an everyday low:price | 
(EDLP). (He fishes out his wallet from 
his hip pocket. It is manufactured in. 


India.] For example, if you want to buy 
this wallet in the US, the price is $17.44 


everyday. It is not on sale at that price - 
one day and the next day at a higher | 
price... and that really builds loyalty for - 
the customer. They can shop everyday 
of the week... they don't have to wait for 
<a sale to buy at this price. We are also an | 
everyday low-cost (EDLC) company. 


We are very low cost and we pass a lot of 
our savings to our customers. 

We follow five key customer attrib- 
utes and they are the same in every 


wanta wide range of merchandise. They 


want stocks to be available. They want 
great customer service and, especially 
in Asia, we are promoting what we call | 
‘retailtainment’. We are promoting fun . 


in our shops for children and families. 


There is another important thing we. 


can bring — food safety. I see opportu- 
nities in the cold chain... in the refriger- 
ated distribution of fruits and vegeta- 
bles that are grown in India. By the time 


they make it to the store, acia are oM 
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and I think improving that supply chain 
isa great opportunity. . 


BE Buti is that reason enough for the gov- 


ernment to allow FDI? 
-E I think we can grow employment. If 
4| we can get stores in the market, we will 





offer good jobs. We also. bring an indi- 
rect employment benefit. As our stores: 
grow here, we can increase the amount 
of exports from here. That: creates 
employment among our suppliers. | 


B In many international markets, Wal- 


Mart was accused of, predatory pricing... 


i We are proud of how low we keep our 
costs. And we also share those savings - 
with our suppliers. We work to cut sup- 
ply chain costs — for consumers and 
for aia B : 


8 When entering new mom Wal- 
Mart has shown à preference to acquire 
existing retailers rather than start from 
scratch... 





@ In the last five years, aboitt 40 per 


cent of our growth has been through 
acquisitions. We do think acquisitions 


are a part of our growth. We will look at 
every opportunity and we will look at 
| every market and where it is strategical- 


ly correct, we will do acquisitions. 


D i Would you be interested in acquiring 
any yaf the retail chainsi in India? 





But the Indian market is very much on | 


your radar... 
® We think India is a tremendous mar- 


ket. The emergence of the middle class | 


of about 300 million people is exciting. 
Consumer spending is growing very 
rapidly, credit card growth is happen- 
ing. Our numbers show that only three 
per cent of market is organised. And 
when we look at sales on a per square 





foot basis, it is one of the lowest in the | 


world. What a great opportunity! GDP is 
growing at about 6-8 per cent... itis hard 
not to get excited about India! 


Howare you planning to sell your case 


to the government? 


33 We are going to tell the government | 


how we can make a significant invest- 
ment in India. We really want to make a 
significant investment here. 

When we put stores in China, we got 





closer to those suppliers. We gained | 


more knowledge of them and that ac- 
celerated our sourcing from China. 
[According to some estimates, if Wal- 
Mart were a nation, it would be China's 
eighth largest export destination.] So it 
seems to me, that the more stores you 
have, the more you can grow your ex- 
ports. The two work hand in hand. That 
will benefit India. 


How optimistic are you about the gov- 
ernment seeing your point of view? 
li We are going to be optimistic when 


| we talk to the government. We are con- 


fident of being able to add value here. 


Are you in touch with partners here? 
® We are certainly looking at the mar- 
ket and the potential partner list. But no 
decisions have been made. We have 
partners in China, we own 65-70 per 
cent of our investment there. China leg- 
alised 100 per cent foreign ownership in 


- 
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retail last December, but our partners 
are so strong. They help us in govern- 
ment relations, in real estate, etc. We 


| will go forward with that partnership. 


Which of Wal-Mart's four formats is 
best suited to India? 
W All I can tell you, based on what we 
are doing in Asia, is that you can see 
super centres (large hypermarkets).... 
But we have to look at what is allowed 
and how we adapt to that. Our super 


| centres range from 60,000 sq. ft. all the 


way up to 200,000. We do have a lot of 


| other formats also. But we are leading 
| in most countries with super centres. 


Wal-Mart's big-box business model is 
not aligned to the Indian consumer pat- 
tern of small and frequent purchases. 
How will you cope with that? 


SW It is difficult to talk about that until 


we understand the changed FDI 
norms. But in most of our markets, we 
have hypermarkets and supermarkets. 
And we would look at adjusting the size 
according to the demographics, real 
estate, etc. In Korea, we have stores that 
are five levels... 2-3 levels of retail and 2- 
3 levels of parking. So we are adjusting 
to local customers and local real estate. 


Wal-Marts entry into the Asian 

market has not been easy. It had to exit 
Hong Kong and Indonesia. China, 
Japan, South Korea all had initial prob- 
lems. Will India be tougher? 
E When we enter any market we have 
to think long-term. We entered Japan 
with a minority interest, but we viewed 
it as a long-term investment. It will take 
time to bring EDLP and EDLC to any 
country. But China is our fastest grow- 
ing market. We are doing very well. We 
have 45 stores there. 


Do fast moving consumer goods 
(FMCG) manufactures have reasons to 
fear Wal-Mart because of the enormous 
success it has had with its private labels? 
W | think there is opportunity for sup- 
pliers to grow with us around the world. 
[just came from Argentina. We co-spon- 
sored a programme with the govern- 
ment on how to sell to Wal-Mart. Over 
400 suppliers showed up to learn how to 
do more business with Wal-Mart. And 
the vice president of Argentina was 
there as the host. 








Teva, the world's 
second largest 
generics firm, 

is on the prowl. 
In its sights IS 
an Indian drug 
major. An inside 


track of the hunt. 


By Gauri Kamath 


OR several weeks now, 
there has been a persistent 
buzz in the $8-billion In- 
dian pharma industry. It is 
that Teva, the world num- 
ber two in generics from 
Israel, is getting ready to emerge from 
the shadows in India with a big-bang ac- 
quisition ofa large local drug maker. The 
line-up of possible candidates reads like 
the Indian industry's who's who: Cipla, 
Dr. Reddy's and Aurobindo Pharma, to 
name a few. It may not be long before a 
deal is inked. And guess who is helping 
them size up the candidates? Former 
Ranbaxy CEO D.S. Brar. (Its something 
Brar would prefer not to admit.) 

Now, any talk about Teva makes 
pharma CEOs — not just in India, but 
around the globe — sit up and take no- 
tice. With reason, too. From less than 
$100 million in revenues in 1985 to $1 
billion a little over a decade later, Teva's 
performance has been trailblazing. 

So far, the $4.8-billion Israeli behe- 
moth has operated below the radar in 
India. For nearly a decade, it has bought 
raw materials from Indian companies. 
Yet, few know the extent of its sourcing 








activity in India. It has had an 
Indian arm for the past year 
and a half; yet not many have 
a clue about its plans. 

But Teva is now ready to 
shift gears in India. In the last 
year, senior executives from 
Teva's headquarters in Petach 
Tikva, Israel, and from its 
Asia-Pacific regional office 
have made several trips to In- 
dia. The company is appar- 
ently sizing up Cipla, Au- 
robindo, and Dr. Reddy's, to 
name a few companies. (Aurobindo 
seems the most likely candidate, but the 
company denies it is up for sale.) 

The trigger is simple: Teva needs a 
large, low-cost Indian manufacturing 
back end to keep feeding its phenome- 
nal growth engine in lead markets like 
the US. If that's in a country with a large 
home market, so much the better. 

The $54-billion global generics busi- 
ness, Teva's bread and butter, is largely 
dependent on low-cost manufacturing. 
And India, home to the lowest-cost drug 
producers, is now a sourcing destina- 
tion that no global manufacturer can ig- 
nore. “If people didn’t look at India, | 
would say they were foolish,” says Yusuf 
K. Hamied, chairman and managing di- 
rector of the Rs 2,242-crore Cipla. Al- 
ready, many of Teva’s US-based com- 
petitors, like Ivax and Watson, have 
forged partnerships with Indian manu- 
facturers. French brokerage CLSA says 
10 US drug makers have allied with In- 
dian companies for over 200 products. 

This could spell trouble for Teva — 
it’s a market leader in the US, which ac- 
counts for over 60 per cent of its sales. 


TRIBHUWAN SHARMA 
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Though it has the industry's richest 
generic products pipeline, there's every 
chance that armed with an Indian 
sourcing advantage, its US rivals could 
play catch-up. Also, Indian players like 
Ranbaxy, Dr. Reddy's and Sun Pharma 
have made inroads into the US market 
by themselves. "Increasing price com- 
petition from the Indian generic players 
is likely to reduce (Teva's) margins," says 
WallStreet research firm Mehta Partners 
in a March report. Even Sandoz, the 
world generics market leader and Teva's 
closest rival, is preparing to leverage In- 
dia better. (See 'India May Become Our 
Biggest Development Centre’, an inter- 
view with former Sandoz CEO Christian 


Seiwald, in BW, 7 June 2004.) 


More importantly, the generics op- 
portunity remains huge. The next wave 
of blockbuster patent expiries in the US 
and west Europe starts from 2006. In 
less than a decade from then, branded 
drugs worth $80 billion are set to lose 
their patent protection. 

What can Teva do to stay competi- 
tive? The most obvious answeris to snap 
up an Indian firm. "It makes eminent 
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This Faridabad centre owned 
by Teva is its third largest for 
bulk drugs, after those in 
Israel and Hungary 


and still makes, a lot of its own 
raw materials or bulk drugs. In 
this fiercely competitive indus- 
try vertical integration is a 
magic wand. Many of Teva's ri- 
vals in the US lack this and are 
dependent on suppliers. They 
have to split margins with the 
suppliers, giving them lesser 
control over costs. Teva, on the 
other hand, not only uses its 
raw materials in its medicines, 
but also sells to competitors. In 
2004, its bulk drugs sales were 
close to $1 billion. 


There's more. While Teva's 
American competitors have 
been content staying in the US, 
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sense for them," says a senior executive 
who works for one of Teva's competitors. 
Teva clearly has the resources. The Nas- 
daq-listed company's market capitali- 
sation of around $20 billion is four times 
that of India's largest drug maker Ran- 
baxy, and ten times that of Cipla. 

Will Teva eventually ink a deal? True 
to form, a Teva spokesperson in Israel 
chose not to respond directly to BW's 
questions on a possible deal in India, 
but answered some other questions. 

The real clues on Teva's plans for In- 
dialiein the manner the company grew 
into a formidable force in the global 
pharma market, despite hailing from 





an emerging market like Israel. 


| The History 


"Teva has grown mainly through acqui- 
sitions," says Tarun Shah, analyst at 
Mehta Partners' Indian arm. Under for- 
mer CEO Eli Hurvitz, Teva went on a 
takeover spree in the 1980s and 1990s in 
Israel, North America and Europe. That 
transformed it from a mid-sized manu- 
facturer in Israel to the number one in 
the global industry. It also moved 
quickly to consolidate production in 
some regions to get economies of scale. 
Another thing set Teva apart from 
most of its peers — the company made, 
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Teva has expanded beyond the 
US, and now wants to be 
equally dominant in Europe. 
"Teva is a tough bargainer. Be- 
cause it's in so many parts of the 
world, it knows the whole 
(generics) situation better than 
a US company that's only in the 
US," says Hamied, which has 
supplied to Teva and also to US-based 
generics companies. 

With an eye on the future, Teva is 
now building a drug discovery-led busi- 
ness with the intention of ultimately 
transforming into a research-driven 
company. That's not unlike any of the 
Big Pharma companies like Novartis 
(which owns its rival Sandoz). But 
generics continues to be its main busi- 
ness by far and this market is getting 
more competitive. (See 'Overdosed: Is 
The Pharma Dream Run Over?’,.BW, 1 
November 2004.) In the US, prices of 
some new launches have nearly halved 
overnight. In west Europe, governments 
are keeping a tight leash on prices. 

In these conditions, Teva has an- 
nounced it wants to double sales in four 
years and double profit even earlier. This 
pace of growth would call for producing 
much higher volumes at a cheaper rate. 
"It cant do this without acquisitions," 
says an analyst with a foreign brokerage. 


The Options 


Which local companies would make 
sense for Teva? One of the first names 
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that cropped up in industry circles is 
Cipla. (For the record, Hamied said 
there was "no chance" of any such deal 
happening.) Cipla has large-scale bulk 
drug and finished medicine facilities 
that make everything from antibiotics 
to AIDS medicines for scores of markets. 
Some of these units enjoy tax benefits. 
Cipla is also the fourth largest drug 
maker in the world by volume. Among 
its crown jewels are a strong, well-estab- 
lished respiratory franchise and tech- 
nology. It also owns the largest number 
of US bulk drug registrations. 

But Cipla has partnered away its 
pipeline. It has signed up marketing 
deals for nearly 100 products with Teva's 
rivals in the US. So why would Teva buy 
a company contractually bound to sup- 
port its competitors? Pre-emptive strike, 
some suggest. "Perhaps, if Teva bought 
Cipla, then Ivax and Watson would no 
longer be comfortable dealing with it," 
suggests one analyst. That would give 
Teva control over the pipeline and leave 
the competition high and dry. It is also 
possible that Cipla hasn't committed 
some lucrative products to anyone yet. 

The other name doing the rounds is 
Aurobindo Pharma, predominantly a 
bulk drugs producer. It does not have 
the product range of a Cipla and is not a 
dominant force in the Indian finished 
medicines market. But it has built up 
large, international-standard manufac- 





turing capacities for some high-volume 
products like antibiotics. If it bought Au- 
robindo, Teva could add capacity at a 
cost lower than it would incur in ex- 
panding the existing plants. Unlike 
Cipla, Aurobindo doesn't yet have wide- 
ranging partnerships for the US market. 

The Rs 1,947-crore Dr. Reddy's name 
has also been dropped in this guessing 
game. Apart from its vertically inte- 
grated facilities, the company has 
patent challenges pending on block- 
busters that, if won, will generate a 
windfall. (That also makes it a riskier 
bet, since it could lose too.) It owns tech- 
nology in the US to make some high- 
value, differentiated products in niche 
areas like dermatology, and has in- 
vested in a drug discovery arm. 

Teva is said to be evaluating some 
more local firms like the Chennai-based 
Orchid and Ahmedabads Intas. 

What's the upshot of all this? If Teva 
does indeed buy a major local firm 
soon, it could validate the India story 
and prompt other US and European 
companies to follow suit. "There is no 
place like India for generics R&D, and 
manufacturing of either bulk or formu- 
lations," says Lanka Srinivas, executive 
director at the Rs 1,341-crore Aurobindo 
Pharma. India has a combination of 
cost and speed that is a huge asset in the 
off-patent drugs market. Apart from 
cost-effective factories, the country has 





It's Sandoz vs Teva at the top 


IN February, Sandoz dethroned Teva to become the largest generics player after its 
$8.3-billion acquisition of Germany's Hexal and the latter's controlling stake in Eon 
Labs, a US generic drug maker. Daniel Vasella, the 51-year old chairman of San- 
doz's $28-billion parent company Novartis, believes that the off- 
patent drugs industry will double to $100 billion by 2010. And he 
wants Sandoz to lead that expanded market. No wonder Novartis 
paid over three times Hexal's sales to its promoters. 
This deal has put the spotlight back on Teva. An executive 

at a US-based generics company says: "The pressure is defi- 

nitely on them [the Teva team] to regain the No. 1 position." 
Reports suggested possible Teva targets — US companies 

Impax, Ivax and Barr. In the past, Teva and Sandoz have 
often bid for the same companies. Analysts say Teva 
was interested in Hexal too. Last year it bought Sicor, a 
US company that Sandoz was eyeing. 

But Israel Makov, CEO of Teva, says his company is 

under no pressure from Sandoz's latest acquisition. 
^We don't see any need to respond. We actually wel- 
come it, because consolidation is ultimately good 

for the generic industry," he told an Israeli website. 
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an army of chemists that is churning out 
generics faster than you can say ‘copy. A 
senior executive at a leading Indian 
drug maker says this advantage makes 
India compare favourably even with 
other low-cost sourcing destinations 
like Hungary and Israel, where Teva has 
some of its manufacturing operations. 

That's something Teva would have 
learnt first-hand in the last year and a 
half, when it ran an Indian company. In 
a low-profile deal in 2003, Teva bought 
up one of its suppliers — a small, loss- 
making raw materials manufacturer of 
the JK Group — for $8 million. Industry 
sources say that Teva meant to secure 
thesource ofan important raw material. 
But the company, rechristened Regent 
Drugs, has proved to be more than that. 

It has been integrated into Teva's 
global bulk drugs operations and is 
growing. It employs roughly 250 people 
in R&D and manufacturing in Farid- 
abad, Haryana and Gajraula, Uttar 
Pradesh, respectively. A head-hunter 
says Teva has hired about 50 scientists 
last year, many of them from major In- 
dian companies and multinationals. 
The head of R&D, Vinod Kansal, was a 
senior scientist at Vadodara-based In- 
dian firm Alembic before joining Regent 
Drugs last year. 

"Acquiring a company has deepened 
our understanding of Indian capabilities 
on the industrial and individual levels," 
says a Teva spokesperson in Israel. Em- 
boldened, it is setting up anew R&D cen- 
tre at Noida and expanding its manufac- 
turing facility at Gajraula. 

Teva's competitors, too, are stepping 
on the gas. Industry watchers say it's 
only a matter oftime before some of the 
Indo-US marketing ties turn into merg- 
ers or acquisitions. "Something will 
happen in the next 12-18 months that 
will change the landscape," says Tommy 
Erdei, director (healthcare banking) at 
ABN Amro, UK. If that happens, Teva 
will face much stronger competitors 
who combine the best of both worlds. 

Teva's Indian operations are still too 
small to make any difference to its over- 
all margins. Till now, its direct invest- 
ments in India have been a minuscule 
$15 million, with another $2 million for 
the new R&D centre. An acquisition can 
change that. The next few months will 
reveal what the Israeli giant really has up 
its sleeve. ES 
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N 2 May, there was a quiet 
transition at the IBM India 
headquarters in Bangalore. 
Neeraj Sharma, vice presi- 
dent (personal computing 
division), IBM India, was 
appointed managing director of 
Lenovo, South Asia (India, Sri Lanka, 
Bangladesh, Nepal and Bhutan), report- 
ing to Ou Shian Waei, general manager 
(Asean and South Asia), Lenovo. Singa- 
pore-based Waei, another old IBM 
hand, made a similar transition. Both 
work in a new company now, but in the 
same premises as before. 

Back in IBM offices across India and 
the Big Blues PC manufacturing facility 
in Pondicherry, 300-odd employees of 
IBM India changed business cards for 
Lenovo's — registered in India as Think 
Products. Their addresses remain the 
same, so is their profile. Except that they 
will now be working out of IBM offices 
for the low-cost Chinese PC maker, 
Lenovo, that had bought out IBM’s 
global PC division. 

Lenovos India team 
inherits the Rs 550-crore IBM- 
India’s desktop and notebook 
business. Research firm Gart- 
ner reported in 2004 that IBM’s 
market share was 7.1 per cent, 
behind HP's 12.7 per cent, 
HCL’ 12.6 per cent and ahead 
of Dell's 3.5 per cent and Acer's 3.4 per 
cent. (IDC puts HCL share at 12.8 per 
cent and HP’s at 12.4 per cent.) The In- 
dian PC market — it got a fillip post the 
duty cuts in 2004, bringing down the 
levies from a peak rate of 38 per cent to 
less than 18 per cent — sold 3.2 million 
units in 2003-04 and 4 million in 2004- 
05. Manufacturers Association of IT ex- 
pects the market to grow at 30 per cent 
in 2005 — the fastest in the Apac region. 

However, unlike other players who 
cater to both the enterprise and retail 
market, Lenovo comes with a team that 
has only sold to enterprise customers. 
With tough competition in the retail 





Big Blue: Now Made Ir 


segment and without any experience of 
selling to home users, the Lenovo team 
will find it difficult to dent the market 
share of the well-entrenched local and 
multinational brands, and also the 
assembled market. 

Before, IBM sold in the enterprise 
space where gross margins at 10-12 per 
cent were better than those in the retail 
space of 6-8 per cent. Now, with Lenovo 
taking over the IBM enterprise cus- 
tomers, holding on to them will be a 
challenge. Why will customers go for a 
cheap Chinese brand and not a Dell, 
HP or HCL? 

Lenovo specialises in consumer PCs 
and is the dominant player in its home 
turf of China with a 26 per cent share last 
year. Its entry-level PC costs Yuan 2,999 
($360; about Rs 15,500). It was presentin 
no other country but China before it 
bought IBM's PC arm. Will it be able to 
bite into the Indian PC market? 

Says Lillian Tay, principal analyst, 
client platforms, Gartner: "Indian mar- 
ketistoo temptingto ignore. Lenovo has 
a range of retail products, though it may 
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The Chinese PC 
maker gears up to 
take on the fastest 
growing marketin 
the Asia-Pacific. 
With IBM's legacy, 
that will be easier 
said than done 
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notjump into itimmediately.” 

The fact that the Indian market is 
growing at 30 per cent does provide an 
opportunity. Also, says an analyst, the 
Indian market is not mature. In mature 
markets, the share of assembled players 
is less than 35 per cent while in India it is 
54 per cent. There are seven to eight PC 
companies in India, with lot of room for 
a new entrant. However, branded play- 
ers like Kolkata-based Xenitis Group 
and Aamar PC, which have products 
priced at Rs 9,990, pose a challenge. 

Says R. Govindan, CEO, eSys Infor- 
mation Technologies, a distributor: 
"The market is in a primitive stage. 
There is just mass distribution in India. 


Neeraj Sharma, managing director, 
Lenovo (South Asia) 









PC vendors" market share 
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In 2004, 3.38 million units were sold, registering a 
34.396 growth over 2003. In 2005, the market is 
expected to grow at 3096. The share of assembled mar- 
ket declined from 8096 in Q4 2003 to 5496 in Q4 2004. 
Expected to fall further. Source: Gartner 
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Lenovo, with IBM's technology, will ap- 
peal to the consumers. Much like Pre- 
sario of Compaq had a consumer touch. 
Lenovo will combine IBM's superior 
technology, at least in laptops, coupled 
| with its own low-cost manufacturing, to 
enter the retail space." eSys, which has 
itsown PCs in the market and sells 5,000 
units a month, recently got a letter from 
. Lenovo to distribute its products. 
Rather than compete only on price, 
Lenovo plans to distinguish itself via in- 
novation. Says Sharma: "We will be the 
company with a balance of innovation 
and low cost. There are low-cost prod- 


. ucts available in the Indian market but | 
they do not offer value- added features | 





.. which we bring via our Think range.” 
l The new features Lenovo plans to 


one-touch rapid restore of data in case 
the hard disk crashes. Says. Sharma: 


"Such features are not present in the 


current offering for the retail segment. 
These, with competitive pricing, will ap- 


peal to the value buyers." Lenovo could 


well peep into the past and look at how 
Dell took away market share from Com- 
paq by better supply-chain manage- 
ment over the latter's offer for more bells 
and whistles. 

Thenew features will add to the cost 


ofthe Lenovo products. If it plans to tar- | 
















The low-cost choices - 


Price 


Vendor and specs (Rs) 


Xenitis 
Cyrix, 128MB RAM; 30GB HDD 


HCL ; 


Lenovo* | 
Sempron, 128MB RAM, 40GB HDD 


Zenith 
Celeron, 128MB RAM,30GB HDD 


HP 

Celeron, 40GB H HDD, without oS 
IBM 

Intel P4, 128MB RAM, 40GB HDD 


*Available only in China; All except HP have Linux OS 


| The cheap PC rush 


L 
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AST week, Encore Software of the Simputer fame and Council for 
Scientific and Industrial Research presented Mobilis, a tablet PC, 
as the new low-cost computer for Rs 10,000. Its 7.4-inch screen 


| is less than half the size of a standard 15-inch monitor and the device 
itself is just bigger than a PDA. A few months back, Kolkata-based _ 

| Xenitis Group launched a sub-Rs 10,000 desktop, complete with a 

| Cyrix chip, 30GB HDD and a 15-inch monitor. Earlier, AMD launched a 

| Personal Internet Communicator at under Rs 9,000, sans a monitor. 

! Soon, Lenovo may come out with similar products. Its most popular 

| device in China costs Rs 15,500. Lenovo boasts low labour costs (just 

| Rs 135 per PC) and an efficient supply chain. But what kind of market 

| exists for the low-cost device? Says R. Govindan, CEO, eSys __ 

.| Information Technologies: "Often these are just a bait to attract 


| customers. People end up buying the slightly higher cost PCs." Even 


| retailers | may not be keen on pushing these as margins are razor-thin. 
| Buyers actually pay close to Rs 14,000 for the sub-Rs 10,000 PC if 


| you include taxes, service and monitor. Adds Shantanu Ghosh, director, 
. offer include air-bags (presentin IBM | 


Think series laptops) to protect note- 


books, built-in finger print readers and | pell that will sell but products like ours." Encore, whose Simputer - 


| Xenitis Group: "We sell 15,000 to 18,000 units a month. Less than - 
| 3,000 of these are the Rs 10,000 PC. At the lowest end, it's not HP or 


| failed to impress the market, would like to believe so. But Encore’s 
i Mobilis or AMD’s cdd id yet fail to Aiai in lenis 


get the sub-Rs 20,000 category, it would 


be just another PC without the innova- 
tive features. Also, the more critical 


problem facing the company is that it- 


has a team without any experience in 
selling to the retail segment. HCL has 
about 2,000 partners across the country, 
while HP boasts 1,700 partners — these 
include retail stores and channel part- 
ners. Lenovo inherits little over 300 part- 
ners from IBM. 


Also, about 4-5 years back, HP fig- 


ured out that to understand the con- 


consumer-facing sectors. Its consumer 
PC division head, P. Krishna Kumar, 
worked at Pepsi India before joining HP 
in 2000. Nitin Chaudhary, who looks af- 
ter HP's commercial PC segment, was 
recruited from Asian Paints. HP contin- 
ues to bolster its ranks with such staff. 
Only last December, it recruited Gulraj 
Bhatia as country marketing manager. 
Bhatia has worked with Cadbury’s for al- 
most 15 years. Says Gartner's Tay: "The 


IBM-heavy Lenovo will have to look at 


such people if it wants a better under- 
standing ofthe consumer market." 
This year, HP has aggressive plans to 


increase output per store and also the 


number of stores, while HCL plans to 
target the class B and C cities with the 
Rs 12,900 PC that it launched recently. 
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sumer, it needs to recruit people from 


Says Raj Saraf, chairman and managing 


director, Zenith Computers: "People 
. pay for a brand — Lenovo is a non-en- 


tity. The market has lot of room, but I 
don't see it being much bigger than 
Acer." Saraf argues that the low-cost 
Lenovo will not be cheaper than Zenith 
or HCL, while in the Rs 35,000-plus cate- 
gory it will run into players like HP. 

Lenovo will bring in the low-cost 
manufacturing advantage with Chinese 
parts like casing, keyboard, mouse and 
power supply. These form about 15 per 
cent of the PC cost and everyone 
sources these from low-cost destina- 
tions. "Lenovo might be able to squeeze 
this and shave off2 per cent, but will be 
unableto make major moves in the local 
market," says Saraf. 

Lenovo, on its part, is going slowon — 
its retail plans. Says Waei: "We have the . 


retail products but have notsetatime- - x 
frame to launch them." As part of the 


global deal, it has access to support and 


service from IBM. and can use brand | . 


names like Think for the next five: years. 
Over the next 18 months, Lenovo is 
committed to follow the IBM. product 
road map (though it can launch its own 
products). It plans a launch in the retail 
space in the next few months, if not 
weeks. It could well use this time to 
study BE ‘tetail customer. EE 
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HE thick, overpowering smell 
of cow dung hangs heavily in 
the air. A narrow road winds 
through barren farmlands. 
This is Eswaran Koil Street, in 
Kizhanur village, Thiruvallur 
district, about 50 km from Chennai. 
Several huts and small houses line the 
street. There is also a slightly bigger 
building. This is where Sharmila lives. 
This is also where she has her office. 

Sharmila is not your average village 
belle. She is pursuing an MBA degree 
through distance education. She is 
barely out of her teens, but is already an 
entrepreneur. She runs what is, per- 
haps, India’s first rural BPO facility. 

Her single-room office on the first 
floor is unpretentious. The five comput- 
ers perched on ordinary tables provide a 
stark contrast to the traditional environ- 
ment of the house. Fourteen people 
work in this office in two shifts — six op- 
erators and one auditor in each team. 

Inside the office, the only sound is 
the busy clatter of the keyboards. Six 
pairs of eyes dart from keyboard to 
monitor to a sheaf of papers on the desk. 
Sharmila’s employees work as data-cap- 
ture operators. They are typing, what 
seems to be, a legal document pertain- 
ing to a court case in the US. They have 
been doing this for two months now. 
Sharmila and her team are convinced 
that they have hitched on to Indias BPO 
boom. "I am really happy. This is the re- 
sult of teamwork. If things go well, we 
will add 20 more people in the next few 
months," she gushes. 












Could the next 
wave of BPC 
Centres spring 
* up in India's 


rural heartlands? 


One company 
is willing to give 


But Pradeep Nevatia has bigger 
dreams. He wants to have at least 100 
people working for him in Kizhanur. He 
is the managing director of Lason India, 
a subsidiary of the $167-million BPO 
firm Lason. Sharmila works as a busi- 
ness associate of Lason. She imple- 
ments small, low-skill portions of BPO 
contracts that Lason wins from big cus- 
tomers around the globe. 

Over the last few months, Nevatia 
and his team gave her an extraordinary 
level of support — technical, manager- 
ial, and motivational — to help start this 
centre. And they are willing to do all it 
takes to ensure that her centre runs well. 

Nevatia is hunting for seven more 
entrepreneurs like Sharmila to start 
similar centres in villages. He will give 
them as much support as he is giving 
Sharmila. Nevatia wants to prove that a 
village BPO model will work. 

Sections of the Indian BPO industry, 
especially those at the lower end of the 
value chain, are watching this experi- 
ment with some interest. Today, most 
BPO companies are caught in a pincer. 
Global competition and aggressive cus- 
tomer expectations are pushing down 
billing rates. On theother hand, attrition 
and the growing cost of talent is pushing 
up costs. Several BPO companies are 
turning to smaller cities in search of 
larger, cheaper and more loyal talent 
pools. Even higher-end software firms 
like Cognizant Technology Solutions are 
setting up centres in places like Coim- 
batore. But no one has entered a village 
yet, nor do they intend to. 

Despite Lasons show of faith in 
Sharmila and those like her, the notion 
of rural BPO centres still seems far- 
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fetched. There are several reasons why 
such initiatives may not succeed. First, 
most BPO firms are more comfortable 
with large centres with capacities of 
1,000 seats and above. Anything smaller 
is considered uneconomical. A rural en- 
vironment just does not provide large 
enough talent pools to consider such 
centres. Second, despite India's progress 
in telecom, connectivity in rural areas is 
a big worry. Lason is wiring Kizhanur to 
its office through n-Logue Communica- 
tions, a wireless in local loop rural con- 
nectivity company set up by IT- 
Madras' TENET group. But it remains to 
be seen if the model will work on a larger 
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scale. Third, there is bound to be stiff op- 
position from international customers 
on issues including quality, reliability, 
infrastructure, delivery, etc. 

Security will also be a big issue. "In 
the backdrop of the Mphasis-BFL 
episode [where four employees duped 
US customers and siphoned off money 


from their accounts], clients will be ex- | 


traordinarily sensitive about security," 


says Ravindra Datar, principal analyst, | 





BPO, Asia-Pacific, at Gartner, a research | 


firm. "It will be difficult for them [cus- 
tomers] to understand this. They will 
never be excited about this idea," con- 
cedes Nevatia. 


So why is Nevatia still pushing for- | 


ward with this experiment? Lason oper- 
ates in the lower end of the BPO busi- 
ness. A big chunk of its revenue comes 
from high-volume, low-value services 


like data capture, data and document | 


management, etc. The margins are 
wafer thin and are forever under pres- 
sure. During 2003, Lason managed a 
profit ofa mere $1.1 million on revenues 
of $167 million. "In the last few years, 
our employee strength (including that 
of its business associates) has reduced 
from 7,500 to 5,300. But revenues have 
doubled. More importantly, we have 


given discounts of 20-30 per cent to our | 


customers," says Nevatia. 











These discounts were possible only | 


because Lason unveiled a major small 
town initiative about a year ago. Its busi- 


ness associates set up centres in | 


Pondicherry and Kancheepuram. To- 
day, about 1,000 people work in these 


centres. Another 3,000 will be added in | 


similar centres to come up in Salem, 


Tiruchy, Madurai, Villupuram, Mysore, | 
Vijaywada and Kanyakumari. This has | 
helped bring down employee costs. “If | 
we had not gone into small towns a year | 


ago and saved costs, we might have 


been under enormous pressure now," | 


Nevatia concedes. Margins will con- 
tinue to shrink. "Three years hence, cus- 
tomers may demand a 50 per cent cost 
reduction, but salaries will double. 
Where will you hide then?" he quips. 
Villages may provide the answer. In 
villages, salaries may be up to 50 per 


cent lower than in the cities. Moreover, | 
real estate may be about five times less | 


expensive. These two overheads alone 
can make a substantial difference to La- 
sons cost competitiveness. "We don't 
feel the cost pressure now. So this is a 
good time to experiment. We have the 
timeto make the mistakes, correct them 
and refine the model," he explains. 
There are two reasons why Lason 


might succeed. First, Lason' s BPO work | 


lends itself quite well to the village BPO 
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Successful experiment: Pradeep 
Nevatia (extreme left) and Sharmila 
(extreme right) with the BPO workers 
from Kizhanur village in Tamil Nadu 


model. It works predominantly in the 
healthcare and financial services sector, 
processing health insurance claims, air- 
line bills and credit card applications. A 
big portion of the work is data capture 
or data entry. Nevatia calls this the 'key 
to what you see' kind of work. This is 
low-skill work that can be done by any- 
one who can read and write English. It is 
this that he wants to move to the vil- 
lages. "If we can offshore work from USA 
to Chennai, I dont see why we can't 
move it from Chennai to Thiruvallur," 
adds S.V. Ramanan, a member of La- 
son's senior management forum and a 
key member of this initiative. 

Second, Nevatia has a track record of 
making such experiments work. In 
1999, he pioneered the business associ- 
ate model. Lason would win big BPO 
contracts, break them into smaller 
modules and distribute them among 
the associates. It would then aggregate 
the completed work and send it to its 
customer. "Initially, there was enor- 
mous resistance to this model — both 
from clients and even within Lason," re- 
calls Nevatia. But this model is now a 
proven success. Lason now has 60 such 
associates, all of whom have stayed with 
the company for four years. That could 
make them more agreeable to the vil- 
lage BPO experiment. 

Incidentally, India is not the only 
country to experiment with rural BPOs. 
Canada, for instance, is mobilising its 
predominantly rural population for 
BPO work. In a recent report, Xicom, a 
BPO services firm, argues that Canadian 
villages are also well suited for 200-300 
people operations. 

Could rural India be the next desti- 
nation for BPO firms? "I don't imagine 
that BPO companies would go into vil- 
lages immediately. However, one can't 
depend too much on the cities for too 
long. For low-skill work — the kind that 
an English speaking 10th-standard- 
passed candidate can do — villages may 
emerge as a good approach," says Gart- 
ner's Datar. At the moment, Lason is the 
only one giving it a shot. 

The story will become more inter- 
esting only when other companies start 
their own rural experiments. Be 
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Samsung’s Miniket com- 
bines six digital image 
and video functions. It 
just doesn't make calls 





Optimised for music, 
Nokia’s N91 multimedia 
phone is the next in 
iPod killers 








y mala bhargava 


They do it all — 





almost 


N a bit of a follow-up on my last column 
in which I'd talked of how people are 
looking for a gadget that does every- 
thing, everywhere, and still fits neatly in 
your pocket, theres more to be said. New 
do-it-all gadgets are being launched at the rate 
of several per month; if you're in the market for 
something more than the basic mobile or digi- 
tal camera, you're in for a lot of window shop- 
ping as you try to figure out what exact combi- 
nation of juicy features fits you best. 

I want to linger a little on two gadgets that 
have just been launched; one of which I got my 
hands on, and the other is yet to make its way to 
this side ofthe globe. 

A friend of mine flounced up to me the 
other day and asked: "Did you know they've 
now got an iPod in a Nokia phone?" I don't 
know what either Nokia or Apple would have to 
say about that, but Nokia's recently released 
N91 made a bit ofa splash as it upped the ante 
for multimedia smartphones and joined the 
flock of anti-iPods sprouting up from virtually 
every company. 

The anti-iPods are anything but falling off as 
the sheen begins to wear off the iPod and peo- 
ple begin to consider other gadgets that do all 
that the iPod does and more, without having to 
add ona whole industry of accessories that cost 
as much as the player does in the first place. 
Nowthe Nokia N91 is being positioned as a mo- 
bile jukebox, a music device that has 4GB set 
aside to carry about 3,000 songs, which will 
pause when you get a call, by the way. 

The gadget is optimised for music and 
there's a full complement of music controls — 
8-band equaliser, mixer, dedicated playback 
key, forward and back, playlist management, 
stereo balance, and the capability to access 
music services and downloads if carriers make 
them available. This handset is visual radio-en- 
abled as well. You can hook it up to your stereo. 
It's a digital recorder too. 

The storage for your contacts, text mes- 
sages, etc., is separate and is 30MB. There's a 
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2-megapixel camera with 8x digital zoom and 
a handful of adjustments, video streaming 
and capture. For connectivity, it has 3G, Wi-Fi 
(802.11b and g), Bluetooth and USB. You 
can get your email, browse the Web and down- 
load applications. 

All very nice. It gives Sony Ericsson's Walk- 
man phone, the W800i, more than a run for its 
money. Whether consumers will be willing to 
spend a considerable amount for these super 
smartphones will have to be seen. IDC World- 
wide says cellphone growth is going to bea little 
slower. In India, it says features like cameras, 
built-in radio, etc., are becoming much more 
important, but the sensitivity to price remains. 

The second gadget, and this one is already 
around, is from Samsung. Called the Miniket 
(no relative of Aniket, I presume), the device is 
actually just missing a phone. So no calls, no 
PDA functionality, no email. But it has a combi- 
nation of six other functions that are rather 
nicely converged into one fit-in-your-palm 
gadget. If the Nokia N91 is first a music player, 
this device is first a digital video camera. It 
records video, captures digital photos, plays 
MP3 music, takes voice notes and works as a 
Web camera and portable storage device. It has 
only IGB offlash memory, but you can plug in a 
memory stick. 

So, it would take about 60 minutes of video 
in 720 x 480 pixels resolution at 30 frames a sec- 
ond, if you used it for just that. The video clips 
are as good as you'd expect from a small flash- 
based device. You'll have to stay very, very still 
though, if you want to take footage that doesnt 
swim about. The still pictures are 1024 x 768, 
but not particularly rich and brilliant, and 
pretty bad in poor light. But there are zoom ra- 
tios of 10x optical and 100x digital. There is a 
lovely foldable LCD viewer. The Miniket isn't a 
replacement for either a camcorder or digital 
camera. It isn't for any serious use either. If 
you're more interested in getting the shot than 
it being high quality, this is one neat multi- 
function gadget. Rather caressable too. Pu 
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A brand exists only in the 
mind of the brand manager, 
says Shiamak Wadia, and 
the control messages for 
that reside with marketing 
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ANY Lall returned from the market visit in a 


contemplative mood. There was merit to | 


Aman Bhargav's cynicism, she now felt — he 
had seen that building brands without 
knowing the underlying product and cate- 
gory intimately was ‘possible’. “That’s what 
we do today, but what we then ‘sell’ and 
what the consumer then ‘buys’ are separated by a gaping 
chasm,” he had said. “You have a hair conditioner which you 
package in glossy words and advertised with digitally-modi- 
fied pictures that show unbelievable hair. But that beauty is in 
the mind of the brand manager (BM); notin the product. I will 
even say it is ‘in’ the brand, but because you market the brand, 





the consumer buys the brand for its imagery. But what she | 


uses is the product. And post-usage, she gropes to link the 
brand's advertising proposition with the product delivery. And 
what does she get? A bunch of hair in the wash basin and a free 
sample of another jar of conditioner at her door!” 

Amans cynicism was corroborated occasionally by con- 
sumers during her sales calls, But was Alto building brands di- 
vorced from the product's real capabilities? It sounded very 
startling. For example, did Shiamak Wadia, the brand man- 


ager who had raised all this dust, realise this? If brand building | 


was ending up being just event management, then surely, Alto 
need not bother with synergies and such like. It could well 
package any absurdity and use brand building to sell it. And 
this is what she asked Shiamak, who was her batchmate and 
one of the mentors for management trainees (MTs) at Alto. 
“This is an intellectual discussion, Shiamak, not corporate 
stuff, so be real. Don't give me corporate gook." 








CASE STUDY 


Shiamak laughed, then seeing Aman join them, said: 


| "Achcha, so now this dikra has sent you to grill me! What do 
_ they feed these youngsters at campus these days, I wonder? 


But, just as well. The old order changeth. I think imagery was a 
by-product of our era where we were desperate to have a 
louder share of voice in the cluttered market. I have wondered, 
too, do consumers need marketing and advertising functions 


in the real sense? These functions are meant to provide infor- 


mation and give the consumer the power to choose, but all it 
does is shift the power into the hands of charlatans like me! 


| Our function is not required as it exists now. The concept of 


brand itself is creating something which does not exist, or, 


| building an aura around a product through use of words and 
| visuals so that you are mesmerised into believing that those 


qualities are the product!" 

A startled Tany asked: "Why do you say a brand is a mere 
figment of imagination? Aisa kyon?” 

“Because,” said Shiamak, “while a brand is planted in the 


, minds of consumers, the control message for this resides with 


the marketers — what they want/hope to create in the minds 


via the messaging techniques amassed over years. Otherwise, 
| where is the brand? It's not imagination, but a manipulated 


and controlled imagination, a charade!” 

Tany wondered if she had unnecessarily put Shiamak in 
the dock. Yet prodding further, she said: “So let's take our soap 
Sargam. The reality is it has a neem base, is green, smells of 
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herbs. So you tell me, is what the brand says far removed from 
its reality?" 

Shiamak laughed: "You picked the right one, unfortu- 
nately. Let me take you through the menu of imagery we de- 
veloped. Imagery one showed problems with skin, then of- 
fered a solution via the miraculous neem; skin becomes 
problem free and beautiful. Benefit: therapeutic soap. Packag- 
ing: functional, straight forward, showing neem leaves, with 
an authoritative endorsement from some medical associa- 
tion. This imagery was carried further through distribution; it 
was to be marketed mainly via chemist outlets. Result: a pre- 
mium-priced therapeutic soap. This one was on the fence — 
the use of soaps exclusively for skin care was highly debated. 

"Imagery two: Ayurveda origins, secret of nature in it, be- 
ing used by a modern progressive family that believes in tradi- 
tion, so some santoor music which cues traditionality, good- 
ness for the family oozing via the TV commercial, everyone is 
happy in this world. Brand name: Sargam. Benefit: good fam- 
ily soap via goodness of nature. Packaging: ordinary, green, a 
family shot on pack. Mass distribution everywhere with focus 
on grocers, kiranas, etc. Result: a middle-class traditional fam- 
ily soap at average price. This one was seen as very down mar- 
ket and shot down instantly! 


MAGERY three: greenery and nature, deep Indian 

forests, focus on the miraculous neem tree and then, 

modern science extracting that nature into rich drops of 

miraculous neem extract straight from the deep green, 
fresh forests.... Then, that drop going into the neem soap, 
which goes into the hands of a beautiful woman bathing. Na- 
ture in bath... wonderful soothing music... goodness of nature 
and neem. Beautiful nature, beautiful skin. Suggested brand 
name: Prakrut. Benefit: Beauty via gentleness of nature. Pack 
design: glossy, shot of beautiful woman amid nature. Distribu- 
tion: mainly grocers, A-class kiranas, chemists with below- 
the-line activities in beauty parlors, cosmetics corners, etc. 
Result: premium natural beauty soap. By the way, this is what 
we used eventually. 

“I won't go into the other imageries we created, but yes, 
there was one with the operative cue 'exotic' which used wa- 
terfalls, mountains, eclectic music, interspersed with eclectic 
forms and shots of a green shower which all reached a 
crescendo in a shot of an exotic, beautiful woman ecstatic in 
her bath... brand name something like 'Exotica. Idea was to 
create a super-premium, exclusive, expensive nature soap 
and carry that exclusivity through restricted distribution, 
which, mercifully, was seen as idiotic. So, not just the physical 
attributes, even the distribution, display and pricing are all 
parts of image-building. 

“Bottomline is, you see, it was the same product but 
by playing on ambience, aura, colour, communication, pack- 
aging, price and benefit, the brand imagery can be created in 
the minds of consumers. Personal care products lend more to 
imagery creation. The possibilities of creating a dispropor- 
tionate amount of this emotional quotient in the brand are 
immense in the perfume and apparel industry, and they use it 
to their advantage. 

“Now, comes the issue of hyper segmentation... or splitting 
hair. Idiotically, we tried it some years ago on the soap. I can't 


recall what the driver was, but we had Prakrut Winter for 
winter dryness, Prakrut Health for healthy skin, Prakrut 
Beauty for beautiful skin. The colours varied in shades of 
green — mercifully, because someone did suggest pink and 
blue and orange. But then you cannot sustain the Prakrut 
philosophy. Then someone suggested we also do a Prakrut 
Parivaar, the all-time solution to sweep the market with an all- 
purpose soap. And then it bombed and destroyed all Prakrut 
soaps. If this is any use, then let me tell you, after a two year gap 
we brought out the same soap quietly and called it Sargam. 
That's the one in the market. 

"Anyway, going back, that year we had a major marketing 
overdrive, prompted by the success of Prakrut Winter. These 
things happen. I guess they happen more when the product 
does not challenge the managers adequately. Hyper-segmen- 
tation seemed interesting, and that's what led to so many vari- 
ants. Others were doing it too with detergents, shampoos, 
toothpastes, etc. My take is, hyper-segmentation for mass 
products is not a workable solution. The consumer 
was so confused that she rejected all Prakrut!” 

Tany grinned. "And what about any confu- 
sion in the mind ofthe BMs?" she asked. 

“Naturally,” said Shiamak. "It all lies in 
the genesis of brand imagery. If you 
have to carry away your consumer, 
you have to get carried away also, no? 
Why do we do it to start with? By it- 
self, the green soap, herbal inputs, 
oval shape is not enough to keep a 
dialogue and interest going with the 
consumer. Take yourself as an indi- 
vidual: when do you talk non-stop? 
When either you are unable to make 
your point coherently or effectively, or 
when you want to retain the attention 
of the listener, who appears to be losing 
interest. That's what you do in marketing, 
but we use a nice word for that: hyper seg- 
mentation. Keep on changing your talk, keep 
changing the product, keep talking to different 
people using different cues, offer many variants. You 
dont like this? OK, try this. Not this too? Then try this... 

*In essence, it is the BM who keeps re-presenting the 
brand, keeps tweaking it till the consumer stops to buy. So all 
the imagery, where does it lie? In the BM's mind only. Ulti- 
mately, sabun is sabun, dikra!” 

Aman, who was only listening until now, said: “The neem 
soap example shows that real image difference can be created 
for a brand. The problem begins — as you rightly pointed out 
—when you begin to do brand variants and try and create the 
variations in brand imagery within the boundaries of the 
‘motherbrand’ or ‘masterbrand’. That's akin to creating differ- 
ences, but within a narrow limit. Sometimes the differences 
can be real, even if exaggerated. Take Prakrut Winter, which 
did have some cream base but was not adequate to render 
skin soft. So where does differentiation go when you have 
multiple variants? Isn't that what causes confusion?" 

Shiamak did a dancing movement with his whole body, 
and said: "Mmmm, this lad is too intense for Alto. He will 
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get us all into trouble!" Then offering him some supari, with 
a ‘sab dosti mein, hanh?’ he said: "You are right. The funda- 
mental basis of a brand lies in differentiation. However, when 
you create these minor variations (Rin Shakti, Rin Super, 
Hyper, Deluxe, Mega , Supreme, International) you are taking 
this very fundamental differentiation out of a brand. The 
variations thus created are minor, and are not perceived 
by consumers. 

"In reallife, consumers are hard pressed for time or are too 
lazy to make any effort to decode these differences. Does she 
even remember that Deluxe is better than Mega? Better still, 
will she leave the store without buying because Deluxe was 
out of stock? 

" Therefore, it is better to have one well-defined, sharply- 
focused masterbrand and keep the variants under it without 
creating those artificial differences. If these variants are really 
different in physical product terms and deliver different bene- 

fits, consumers will learn to differentiate them within the 
ambit of the masterbrand, without any need for im- 
age or target group differentiation created by 
marketing. But often these variants and their 
differentiation mostly exist in the BM's 
mind." Suddenly Shiamak grew wary: 
"Hey you two, don't go and quote me, 

mar jaoonga!" 

"TII think about that,” said Tany. 

"But then, doesn't a brand also col- 

lect floss by virtue of being part of an 
MNC? The added attributes of ‘we 
are a 100 per cent quality-company, 
hence brand Sargam is a Six Sigma 
brand’, or ‘we are a company that 
cares for our consumers, so Sargam 
cares for its users’. Are those differ- 

ences real or floss?” 

Shiamak pondered, then said: “Nice 
word, hanh, ‘floss’? Must use it in a pre- 
sentation... hmm. Six Sigma company, 100 
per cent quality company, ‘caring company’, 
‘ISO 2006 company’ exists for stakeholders like 
employees, statutory regulators, shareholders and the 
people who create the products, like marketing/technical 
people. Its relevance for consumers as stakeholders is debat- 
able. Yes, there is some relevance if a brand of masala says ‘ISO 
Agro mark’ or ‘ISI mark’ because this largely means ‘some 
quality’ to a majority of consumers, but stuff like ISO 2006 
or platitudes like ‘caring company’ and ‘ 100 per cent quality’ 
often mean nothing to consumers. 

“The other aspect is the commonality with which some of 
these corporate epithets are used. Like the ISO 2006’ mark or 
‘we care’ may mean something as a differentiator to people, 
when one or two brands are saying it. The problem arises 
when virtually every brand struts out some endorsement, 
stamp or slogan. Take toothpastes. First Colgate got the IDA 
stamp, and it was good and differentiating for the brand. Now 
every toothpaste brand has some endorsement from some 
dental or medical association. Now Anchor toothpaste says 
‘100 per cent vegetarian — approved by some London-based 
association. When everybody is singing the same song, you 
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don't dance to all of them, no?" . 

"True," said Aman. "Point is, consumers recognise quality 
or technical superiority via various means: product delivery, 
source, the production story told in ad communication, pack- 
aging, and lastly, the corporate floss. This is where we can see 
that corporate floss does not have too much role to play. Con- 
sumers do not understand six sigma, ISO 2006, nor do they 
care. Does Kokila behen in Pydhonie even have a concept of 
ISO? All she cares for is perceived superior product delivery." 

Shiamak picked up the phone: "Let's eat, food is good for 
thought. And we will also rope in Mihir Prasad, who is doing 
some interesting work on beauty." And they told Mihir their 
hypothesis that control messages that cue brand image re- 
sides with the marketers. 

“This is what they want and hope to create in the con- 
sumers minds via the messaging techniques amassed 
over the years. Otherwise, where is the brand?" repeated Tany, 
quoting Shiamak. 

“Hmmm,” began Mihir. “So, when does the image become 
the brand? Let's take something as simple as water. Suddenly 
everyone wants to drink water out ofa bottle. Some say health, 
some say it's cool, some say convenient... but it's water all 
along. Along time ago, people drank direct from pure streams 
and springs. Then we built societies and cities and then came 
iron pipes and underground networks that brought the water 
from distant Vihar Lake to my home in Navy Nagar. Some- 
where in between, the water with all that chlorination became 
something else. So now we put clean water in bottles and call it 
mineral water (MW). In all cases, it is not mineral water. Then 
we also see that man wants clean water and, using the cue of 
mineral, some play with the script and say 'fresh as' in small 
font and ‘mineral water’, in bigger font. Imagery? 


P to here is fine, if that water is clean and potable. 

But then comes the huge imagery. Sports person- 

ality, sweating and running, he looks healthy and 

smart, toned muscles and glowing body... and we 
say: ‘X drinks Amrit MW"! Now people want to drink MW to 
look like him. Then we say more stuff like: ‘good water, good 
insides, glowing skin — so MW is good for the complexion!' 
See what I mean? So now, Amrit is the water that gives you rip- 
pling muscles, glowing skin and peaches and cream complex- 
ion, ifthat's what you want! 

"That is how brand image is formulated by marketers. 
When you are launching a brand, depending on consumer in- 
sights and market clutter, you formulate a brand ideology 
which is expected to bring exclusivity. This exclusive imagery 
helps consumers recognise the brand easily amid the clutter, 
and if the genesis is in a strong consumer insight, it will be able 
to harness market share quickly and substantially.” 

“This is theory, right?” asked Aman.” And it assumes that 
amid the clutter, my brand has a certain exclusivity which 
amid all the noise you wont notice unless I add imagery. But- 
today we are in a market where brands tend to equalise. There 
isn't any brand ideology to start with. If there was, then you 
will, in fact, create a tangible, real exclusive proposition. And 
that proposition is not mere words (‘whitest wash’), but expe- 
rienced in the product delivery. Which comes back full circle 
to the question: do you know your product well enough to say 
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i that it does wash the whitest? Or, are you working backwards 


and using a consumer insight such as ‘I like detergents that 
give me the whitest wash' into the brand's imagery? An insight 
is just a consumer's way of expressing an earlier preferred ex- 
perience. If that experience replicates in the brand, then she 
can say this brand brings that same experience. 

“Are you getting my drift? I am trying to show that brand 
building, with abstracts like insights, is nothing but building a 
desirable image based on what the consumer expects and not 
what the product delivers or is capable of delivering. In a situa- 
tion of parity, if P&G and HLL and Henko and XYZ were all to 
do blind focus group discussions, like you do blind taste tests, 
then every woman present in that room will home in on near 
identical insights, regardless of the brand. The final test of de- 
livery lies in the respective brand' inherent ability.” 

Mihir nodded, “The image is definitely a brand. Let's take 
the same water example. Fundamental logic tells you, as do 
beauticians, that drinking lots of water clears the skin. So now 
I say, bottling water and selling it as water is passé. A consumer 
for drinking water has a menu of choices. So I create a brand, 
Skincola, and say: ‘here is Skincola — oxygenated, fortified 
water which is expected to give good skin. 

So, if I use my mineral water example and wildly extend 
that idea to market it as a skin cleanser/refresher, this is how I 
would do it: 

ll Design a great product for skin — which is not a pill 


i ma 
4221 





nor a treatment. Something which the consumer can use 
easily, conveniently, as part of the daily schedule, not like 
a medicine. 
ll Look at water. People keep drinking water, and water is 
good for skin. Can we look at 'skin water'? 
ll The team says: ‘Yes, it could be fortified with minerals, vit- 
amins and fruit extracts.’ 
ll A brighter team man says: ‘Yes, but skin water is so boring, 
let us add some punch to the positioning. How can we make 
the product a lifestyle? We want it to be used by people while 
jogging, in office, at home, in the car, carried in a hip pocket 
and picked up from a dispenser. How do we make skin water 
as hip and happening as a cola?' He is now creating imagery. 
lll A consensus from all is reached. Why not skin cola? Let us 
oxygenate it for a soda effect and position it as more hip and 
happening than regular water. Skin cola is closer to Pepsi and 
Coke than to boring mineral water... Let's borrow the 'hip' 
image from the black colas and create a new one with the 
benefits of healthy, glowing skin. So our bridged positioning 
would be great skin in a hip way. Let us make people look at 
us like the healthy cola. Like the joy of cola in a healthy pack! 
"That's how brand imagery is conceived. But, nuts and 
bolts is that, it is essentially water fortified with miniscule 
quantities ofthis and that the quantities in which they are pre- 
sent will not make a difference. So, now you have Skincola, a 
prescription for lovely glowing complexion, fortified with 'ac- 
tive oxygen' for the skin to ingest. And any ofthe old tag lines 
will fit: tandurusti ki raksha, kitni fair and lovely, kya roop 
nikhar aaya hai dulhan ka, yeh to maa ka30 saal se bhi purana 
raaz hai, the real McCoy. Name it. You can go on and say that 
Skincola washes away toxins (any water does that), flushes the 
system (more words), hydrates the skin (nothing new)... so in 
essence you are building imagery for drinking water as a habit. 
You can add something like:’ good for diabetics — no sugar.” 


MAN looked very uncomfortable. “I feel a bit weird 
saying all this; it’s not as if these issues have not 
occurred to you all before. Tany, last week you said 
something about consumers having become 
bargain hunters. Now, Mihir and Shiamak are talking 
about imagery. There appears a certain comfort in this 
charade. My take is, consumers are going to get very aggres- 
sive. In western countries, the issue of what manufacturers 
claim about their products is a hot button. Indian companies 
are going scot-free. Right now, yes, the consumer is rapidly 
opting for price- offs — but I don't think she has given up 
quality in the bargain. Price is key because in a country like 
India, every paisa counts for most homes. But then, that is 
exactly why, I feel, it is the responsibility of companies to 
offer credible, solid, quality products at a decent price. And 
raise the bar! Not lower the bar with bad products because 
they are low-priced, or products that are not what they allow 
the consumer to imagine.” 

Shiamak’s jaw dropped. “Arre dikra, you should be on the 
board!" Aman smiled a wan smile, as Mihir said: “No Shiamak, 
change needs to happen at this level. Tell you what, you know 
Puru Lal, the ex-technical man? He has started some con- 
sumer awareness group called ‘Right To Know’. Let's check 
him out, if you guys are free on Saturday?” E 
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At Marico, we have a unique way of thinking. And 


it has helped us every step of the way. 


Where most companies were trading in commodity 
oils, we created a branded coconut oil: Parachute. Today, 


the world's largest packaged coconut oil brand. 


Where others saw a market in edible oils, we saw 


a future in health: Saffola. 


Then we went a step further - delivering higher 
value-added products to our consumers with healthier, 
more nourishing blends: Saffola Gold and Parachute 


Sampoorna. 


We moved up the value chain from hair care 


products to skin care services, and changed the 
paradigm for an FMCG enterprise - with Kaya. 

By carefully studying consumer habits, we identified 
new unexplored categories, and became a dominant 
player in each of them. Both Revive Instant Starch and 
Mediker Anti-lice Oil enjoy 100% market shares. 

Over the years, we've found, uncommon thinking 
yields uncommon results: 

We've built a powerful franchise of 10 crore loyal 
consumers. Our brands enjoy a leadership position. 
And our turnover continues to grow - year on year. 
Read that as a thousand crores. 


Turnover 

Profit After Tax 

Economic Value Added 
Dividend Per Share (Rs.) * 
EPS (for Marico Ltd.) 


Year ended Year ended Growth 
31.3.2005 31.3.2004 % 
Rs. in Crore Rs. in Crore 
1013 888 14 
70 59 19 
48 39 20 
5.35 4.25 26 
IL 9.6 S A 


* On enhanced equity capital of Rs 58 crore 


- SUPERNET 
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UNCOMMON SENSE 











brands? 


The author is president and CEO, 
Celsius100, which coaches marketing 
teams to create and execute powerful 
ideas that differentiate brands. 





ICHAEL Eisner, during his 

tenure as the CEO of Dis- 

ney, once said: "The word 

brand is overused, sterile 
and unimaginative." If we look around 
the market place, we will find ample evi- 
dence of this. Aman Bhargav' cynicism 
is certainly not misplaced. We live in a 
surplus society that has a surplus of 
similar companies employing similar 
people, with similar educational back- 
ground coming up with similar ideas, 
producing similar things with similar 
prices and similar quality. So, when the 
consumer is presented with similar 
products, how will the consumer dif- 
ferentiate? That is the question that 
all marketers like Shiamak Wadia 
struggle to answer. 

The origin of the word brand 
had to do with ownership, when 
animals were branded with the 
insignia of the owner. So every 
marketer attempts to burn the in- 
signia of their brand in the con- 
sumer's mind. In today's over-com- 
municated society, finding the mind 
space and retaining it is the most diffi- 
cult job for any marketing person. When 
everyone promises to satisfy the same 


need, we start moving away from needs 
to creating wants. Take the example of 
the neem-based soap, something that 
anyone in that business can produce 
and sell. If there are one or two brands 
competing with each other in the mar- 
ket, it is quite simple to link the emo- 
tional benefit with the core product 
value. The problem starts when we run 
out of ideas that keep it simple. We begin 
to look at all the ingredients in the prod- 
uct and try to make the core value at- 
tractive. Then we start moving outward 
using deductive logic to ‘buy’ emotional 
benefits. When we start creating these 
layers on the brand, we expect the con- 
sumer to decode these layers in exactly 
the same way that we created them. Un- 
fortunately, that never happens. 

For instance, the real need for bot- 
tled drinking water is driven by our con- 
cern for health. But we live in an era 
where there are so many different 
brands of bottled drinking water that 
the consumer does not care forit as long 
as it is bottled by a credible bottler. The 
logic for creating 'skin cola' is based on 
some obscure connection of water with 
beauty! “Water is good for skin,” say 
beauticians, and cola places it in the cat- 
egory of beverages! The logic is: good for 
skin and it quenches thirst. 

Do you think of how you look when 
you are thirsty and you want to drink 
water? It’s only the simplest connections 
which work. Sometimes these connec- 
tions are outside the product. For exam- 
ple, it could be to do with availability. 
When you want water, the last thing you 
want to do is to search for it. That's an in- 
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sight on which a brand can be built. Isn't 
Dominos equity built on delivery? 

If branding is a means of differentia- 
tion, then the question we must answer 
is: differentiate what? The product or 
the consumer? This is where conven- 
tional marketing falters! If we try to dif- 
ferentiate the consumer on the basis of 
demographics, and socio-graphics, all 
marketers will end up with the same so- 
lution. The real art of branding lies in 
understanding motivations, attitudes 
and behaviour, and using that under- 
standing as the basis for segmentation. 

Take the case of the neem-based 
soap. The universal truth is, all con- 
sumers want clean skin. If we go a little 
deeper into the consumers's mind, we 
may find the interpretation of clean is 
‘healthy and glowing. If we mine even 
deeper, we may find the interpretation 
of ‘healthy and glowing’ as ‘younger 
looking skin’. Now, who among all con- 
sumers would want young skin? It 
would probably be an older woman. 
Now if we see what we have in the prod- 
uct that makes the skin look young, and 
create a connection for the consumer, 
we have the genesis of the brand. A 
brand manager cannot do this exercise 
by simply having a fertile imagination! 

It needs the active participation of 
the consumer and R&D to create this. 
R&D uses the consumer insight to cre- 
ate a formulation that embeds the idea 
that connects with consumer desires. 
It's then the job of the brand manager to 
make that connection charming, sensu- 
ous and inviting so the brand develops 
an emotional equity with the consumer. 

The ideas generated for the soap and 
the water are far too obsessed with the 
product and lose sight of the universal 
truths in the respective categories, as 
well as real consumer insights that are 
relevant for positioning a brand. 

In real life, brand managers are 
given a fait accompli with the 
product formulation because 
manufacturing drives marketing. 
The brand manager gets sucked 
into a thinking process that leads 
to an imaginary USP built on de- 

ductive logic. Brands built in this 
way are designed for irrelevance. 

Haven't we all heard of cases such as 

lime-based soaps which have no lime, 
or better nappies which are supposed to 
make children more intelligent? x 
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TROUSERS 


‘LOOKS FORMAL. FEELS CASUAL! 


Manufactured and Marketed by Gangotri Textiles Ltd., 473/2, PK.D. Nagar, Peelamedu. Coimbator 
Ph: 91-422-2576643, 2571253, 5397870 / 71/72 Fax: ! 2-29/6/42 Email: info@tibre.com 
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The author has been head (marketing) at 
Pantaloon Retail since 2003 and has 
worked in marketing for 16 years with 
companies like HLL, Godrej Soaps, P&G, 
Revlon and Balsara. 


RAND managers are responsi- 

ble for taking a product and 

transforming it into a brand. 

However, I do not agree that 
building a sustainable long-term brand, 
without knowing the underlying prod- 
uct, category and the consumer needs is 
possible. It is true that a brand manager 
can manipulate a consumer's mind to 
influence purchase of a product that 
does not deliver. But getting consumers 
to try is a small victory. Ensuring repeat 
purchases and building brand affinity is 
a longer process, which cannot be de- 
void of product deliverables. 

Life goes beyond mere product 
detail and imagery. It is not just the 
marketers' creation. Let's look at 
what a consumer is looking for 
when she is buying a brand. 

There are two things the bra- 
nd delivers to her: tangibles and 
intangibles. The consumer does 
not consciously break down her 
reason for choice in this terminol- 
ogy, but sub-conscious decision mak- 
ing is based on both these parameters. 

The consumer faces the bleak world 
of reality day in and day out. Not all are 


affluent. Not all can be beautiful. Not all 
have time enough to care. Not all can 
stand out in a crowd. A consumer likes 
to create a world of make believe that 
takes her away from the routine. In our 
lives, cinema leads in creating this world 
of fantasy, albeit for a limited period. 

These consumer desires can be ful- 
filled by brands through imagery be- 
yond basic product attributes — the 
brand experience created by imagery 
built through advertising. This experi- 
ence is within reach and can be part of a 
consumers life for a longer period. 

Whena mother buys a Johnson baby 
product, she is telling herself that she 
cares for her child. When a man buys a 
Gillette Mach razor, he is looking be- 
yond getting the closest shave. He is re- 
assuring himself that he can buy the 
best a man can get. When an executive 
gets an Apple iBook, he is not just look- 
ing at a computer that lends him com- 
puting power, but making a statement 
that he is tech savvy and has style.So, the 
question to be asked is: is this world of 
unreal fantasy simply created by the 
brand manager to push his sales? 

If the product delivers on the tangi- 
ble attributes that a brand claims to 
offer; if the imagery built around the 
brand is socially responsible (exclude 
the Marlboro man please); if it is the 
Onida devil creating envy (intangible) 
and not Spiderman scaling vertical 
walls (a disproportionate amount of 
emotional quotient), then yes, the 
brand manager is justified. 

In a competitive environment, the 
brand manager (read: business man- 
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ager) is under pressure to improve the 
brand performance (read: corporate). 

But does responsibility end there? What 
about product development? Today, 
products have parity. There is hardly any 
differentiation. Though there are a few 
breakthrough ideas, this similiarity cre- 
ates hyper-segmentation. A recipe for 
failure, possibly because product devel- 
opment did not deliver! 

We also have brand managers who 
will ask product development to dose 
the product with the minimum amount 
of an ingredient required to make the 
claim, but actually not deliver any con- 
sumer benefit. The brand is unlikely to 
succeed because brand creation is de- 
void of the basic principles of brand 
building. At the same time, the '100 per 
cent vegetarian' claim by Anchor tooth- 
paste, which is based on sound con- 
sumer insight without any product dif- 
ferentiation, gives the brand a first 
mover advantage and allows it to oc- 
cupy a certain high ground. Only when 
MNCs copied the idea did the claim be- 
came parity. But then, Anchor has 
gained the consumer mind space on 
this particular attribute. This is a case of 
knowing your consumer and product 
well enough to catapult a side benefit 
into a differentiating feature. 

In categories where product differ- 
entiation is little, like apparel, imagery 
does take a front seat. However, differ- 
entiation built in the product experi- 
ence, coupled with imagery, gives a 
value-added consumer offering. Fash- 
ion imagery created by celebrities and 
models creates desire and aspiration 
that goes beyond the finer product de- 
tails and often can overshadow the 
product completely. 

The question is: who will draw the 
line? What's the right emotional quo- 
tient? What prevents a brand man- 
ager from stepping beyond the real 
into selling a blatant lie? The con- 
sumer herselfis the check mecha- 
nism. One after another, we have 
seen claims that are not built on 
solid ground being demolished 
by smart consumers! 
In short, imagery does lead to a 
value-added experience. However, 
imagery should have its genesis in a 
particular consumer need or desire. In 
all cases, it is important that the product 
attributes live up to the claims. E 


: Disclaimer: vey e effort has. been made isl ensure the accuracy of rai the information th this. section. me ue 
provided here. is intended to-help you undétstanid the general issues. However, the reader is Advis 
NE finándiat tax or legal profession before taking any significant investment decision. 
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HE cash transaction tax and | 


the fringe benefit tax (FBT) 
stood out as sour points in 
finance minister P. Chidam- 
baram’s otherwise much-ac- 
claimed Budget. The cash 
transaction tax has now been restricted 
to current accounts, following protests 
from all quarters. The FBT, however, 
stays, albeit with some modifications. 

The finance minister's rationale for 
introducing the tax was that it would 
bring under the tax net all the disguised 
benefits given by employers, thus mak- 
ing tax evasion more difficult. The truth, 
however, is that while it is the employer 
who will pay the tax, the indirect fallout 
will be on the earning class. 

In its modified form, charitable in- 
stitutions and Hindu Undivided Fami- 
lies (HUF), as employers, have been 
been excluded from the ambit of the 
FBT. The proportion of expenses for 
levying the FBT on entertainment, hos- 
pitality, employees' welfare, sales pro- 
motion, conference and guest houses 
have been reduced from 50 per cent to 
20 per cent. Also, most advertising ex- 
penses have been excluded from the 
ambit of the FBT. 

Sectors such as software, pharma- 
ceuticals and construction have been 
provided further relief on travel and ho- 
tel costs (only travel in the case of con- 
struction sector); the FBT will be levied 
at 5 per cent of the total expenses for 
these industries. 

Basically, the government has 
adopted a two-pronged approach for 
the taxation of fringe benefits under the 
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Income-tax Act. Perquisites, which can 
be directly attributed to an employee, 
will continue to be taxed at his hands as 


per the existing provisions. Where bene- | 
fits cannot be attributed to an individual | 
employee and in respect ofcertainspec- | 


ified items of expenditure, FBT will be 
levied on the employer. 


surcharge and education cess) on the 
specified percentages of the cost of 
fringe benefits provided or deemed to 
have been provided to the employees. 


Following the proposed introduc- | 
tion of the FBT, an amendment in the | 


perquisite valuation rules has been no- 
tified. Certain benefits such as car ex- 
penses, payments for use of clubs, gifts, 
etc., which were being taxed at the 
hands of the employees, will now be 
taxed at the hands of the employer. This 
would also mean that those items 
would automatically be taxed at the 
highest rate as against the graded rates 
applicable to individual employees. 


Henceforth, every employer would 


be required to factor in the additional 
FBT cost when providing fringe bene- 
fits. If the fringe benefit can be directly 


_ identified to a particular employee, the | 
employer might be inclined to add this | 


additional cost into the employees" 
salary cost. Of course, the employer 
would still be saddled with the FBT lia- 
bility on some of the specified business 
expenses, such as entertainment, travel, 
sales promotion, etc. 

There is an alternative view prevail- | 
ing in certain quarters that the govern- 
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ment only intends to tax fringe benefits 
of a collective nature provided by an 
employer to employees. This view is 
based on the Budget speech of the 
finance minister. If such a view were to 
be taken, the interpretation of the FBT 
legislation would be significantly nar- 


| | rowed down and corporates would 
FBT will be levied on the employer at | 
the rate of 30 per cent (plus applicable | 


barely be impacted. 

However, the overall tenor of the 
FBT legislation does not support this 
view entirely. The deeming provisions 
are broad enough to include even those 
expenses which are purely for business 
purposes and are paid to third parties, 
and where no benefit remotely arises to 
an employee, such as provision of hos- 


| pitality to clients and sales promotion, 


including publicity. 

As for the impact of the FBT on the 
existing components of the employee 
compensation package, the employer 
would need to consider the following, 
among other things: 

ll Bifurcation of the components of 
employee compensation, which will 


continue to be taxed at the hands of 


employees as perquisites and at the 


hands ofthe employer as FBT, to ensure 
appropriate compliance in respect of 
TDS (tax deductible at source) liability 


and FBT liability. 


- M The need to restructure the compen- 


sation-and-benefits package for the 
employees, addressing flexibility, tax ef- 
fectiveness and administrative conve- 
nience; and 
RE Preparing suitable communication 
forthe employees. 

So how will it pan out for you asan 


Personal finance 


9: 





employee? What benefits will be taxed? 
Will the company pass on the tax bur- 
den of providing a gym in the office, of 
giving you a chauffeur-driven car, pay- 
ing your credit card bills, and so on. 

As your company figures out ways to 
restructure your compensation pack- 
age, here are the answers to some of 
those questions troubling your mind: 


B Will all employers come under the 
FBT net? 

Yes, all employers, whether in man- 
ufacturing or services, will fall under the 
FBT net. However, employers that are 
individuals/Hindu Undivided Families 
(HUF) and certain charitable trusts 
/funds/institutions are excluded. 

There is concessional treatment 
prescribed to certain sectors, such as 
the valuation of deemed fringe benefits 
for expenses on conveyance, tour and 
travel (including foreign travel) in the 
case of employers in construction, 
manufacture or production of pharma- 
ceuticals/computer software, at 5 per 
cent of such expenditure. For other em- 
ployers it is 20 per cent. 


ll How will the FBT regime affect me if 
I work as a consultant to a company? 
Theliability to pay FBT is on the em- 
ployer. Further, the employer is liable 
for FBT on even deemed fringe benefits, 
which are not necessarily provided to 
employees. Hence, expenditure on 
deemed fringe benefits, even for con- 
sultants, will fall under the FBT net. 








B Will the FBT be applicable if my 
company gives me a leased accommo- 
dation, or provides a car? 

The benefit of leased accommoda- 
tion will continue to be taxed at the 
hands of the employee. The rules for 
valuing leased accommodation per- 
quisite have been revised with effect 
from 1 April 2005, and it will be valued 
at actual rent paid, limited to 20 per cent 
of salary. Expenses on cars will now 
fall under the FBT regime. The valuation 
of deemed fringe benefits for repair, 
running (including fuel) and mainte- 
nance of cars and the amount of depre- 
ciation is 20 per cent of such expendi- 
ture. Hence the effective tax rate for a 
company on motor car expenses is 6.73 
per cent, that is, 33.66 per cent (the tax 
rate applicable) of 20 per cent (the valu- 
ation specified). 


Bi I work with an export house and of- 
ten need to travel abroad to represent 
my company in exhibitions and con- 
ferences. I get traveller's cheques for 
meeting official expenses during these 
tours. I also get cash advance for meet- 
ing personal expenses. Will these also 
fall under the FBT net? 

As all these expenses are in the 
nature of travelling expenses, they 
would come under the FBT net. An 
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important point to note is, if you make 
and retain any savings from the cash 
advance, then it would be taxable as 
your salary income. 


Bi How will employee stock options 
betreated? 

Employee stock options may be cov- 
ered under the definition offringe bene- 
fits as it is a privilege, service, facility, or 
amenity provided by an employer to his 
employees. However, it is arguable inter 
alia that the company does not incur 
any cost on ESOPs and, hence, there is 
no specified FBT valuation provided for 
ESOPs. Senior tax officials have also 
stated in public forums that it is not the 
intention of the government to bring 
ESOPs under FBT. However, the govern- 
ment needs to clarify this as it could lead 
to litigation. 


Bi Will the employer's contribution to 
the superannuation fund and to the 
Employee Provident Fund (EPF) also 
come under the FBT net? 

Employers contribution to the su- 
perannuation fund is specifically de- 
fined to be a fringe benefit and will 
come under the FBT net. 

Contribution under statutory oblig- 
ations is specifically excluded from em- 
ployee welfare as defined by the FBT leg- 
islation and, therefore, the employer's 
contribution to the EPF will not be cov- 
ered under the FBT net. 

Also, contributions made by em- 
ployees to any fund or scheme is not an 
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expense incurred by employer and will 
not be subject to FBT. 


E My company sends me to foreign 
trips, or gives holiday packages, or dis- 
counted coupons whenever I surpass 
my sales targets. Will that continue in 
the post-FBT regime? 

Travel expenditure falls under the 
FBT net. In any case, personal holiday 
travel was taxable at hands of the em- 
ployee even prior to the introduction of 
the FBT. It would depend on your com- 
pany’s policy whether it would continue 
sending you on such trips. 


E I work for a call centre, which pro- 
vides us free pick-up and drop from 
home to office. It provides free meals 
for a nominal amount of Rs 200 per 
month. We also have in-house recre- 
ational facilities like a health club, day- 
care facilities for kids, and an annual 
function to which our families are also 
invited. Will the company start charg- 
ing me for these now? Will these also 
come under the FBT net? 

The expenses on providing con- 
veyance facility will be covered under 
the FBT net. However, concessional/ 
free meals provided by the employer to 
his employees in the office or factory 
will not be liable to FBT. 

The expenditure incurred by your 
employer in providing the health club 
and similar facilities will be covered un- 
der the FBT net. 

It would, however, depend on your 
employer whether they would want to 
charge you for the services or bear the 
FBT element on such fringe benefits. 








Personal finance 


B If a company provides fee-conces- 
sion for pursuing higher studies, will it 
also become taxable for the company? 

The fee-concession could fall under 
the FBT net, under the head of em- 
ployee welfare or scholarships. 


WE There are a lot of temporary em- 
ployees who are on the pay rolls of a 
temp company, but work for their 
client companies. If this client provides 
benefits such as free lunch, free pick- 
up and drop, will such benefits attract 
the FBT? 

The exemption for concessional/ 
free meals is only for employees. Em- 
ployees of third parties will not be cov- 
ered by this. Conveyance facility to and 
from office could be covered by the FBT 
as explained earlier. 


E Our company conducts annual 
training programmes/workshops in 
far-off places, away from office. Will 
this also be deemed a fringe benefit? 

Though an employee or an em- 
ployer may not consider it as fringe ben- 
efit in reality, such expenses may fall 
under the category of conference ex- 
penses. Under this category, there is a 
specific exclusion for fees for participa- 
tion by the employees in any confer- 
ence. Travel and hotel expenses for at- 
tending conferences are also classified 
as conference expenses. 


ll ifacompany reserves a quota for its 
employees' children in schools, hospi- 
tals, recreational places such as cin- 
ema halls, or celebrity shows, what will 
be the status of such benefits? 
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Such benefits, too, will be covered 
under the employer welfare category 
and may be subjected to FBT. 


E Some companies also provide for 
corporate club memberships or run 
their separate, independent clubs for 
employees. Also, most of the compa- 
nies issue corporate credit cards for 
meeting expenditures such as for din- 
ner/lunch for clients, and so on. Will 
these also come under FBT net? 
Expenses incurred by employers for 
use of club facilities are sought to be 
covered under FBT. Where corporates 
have their own clubs for employees, 
they may fall under the employee wel- 
fare category. Expenses on credit cards 
for business meals may fall under the 
entertainment/ hospitality category. 


il What about government employees 
who are provided with accommoda- 
tion, servant quarters, etc? 

Accommodation provided to gov- 
ernment employees is taxed at the 
hands of the employees, based on the li- 
cence fee set by the government. 


E My company provides loans to em- 
ployees at concessional rates. Will this 
fall under the FBT? 

Concessional loan will continue to 
be taxed as a perquisite at the hands of 
the employees. Hence, they will not be 
covered under the FBT. 


@ Currently, I am reimbursed car ex- 
penses by my company for my own car. 
How will such reimbursements be 
treated under the EBT regime? 

Motor car expenses now fall under 
the FBT regime. Previously, it was taxed 
at the employee's hands at the actual 
amount reimbursed by the employer, 
minus Rs 1,200/ Rs1,600 per month de- 
pending on engine capacity. It is possi- 
ble that the FBT will be more beneficial 
inthis case as, effectively, the tax rate will 
be only 6.73 per cent. d. 


The author is tax partner, BSR & Co. 
Additional inputs by Farhad Choksi, 
assistant manager, BSR & Co. 

To post your comments or queries, log on to 
www.businessworldindia.com 
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AUSTRALIA was the first country to 
introduce the fringe benefit tax (FBT) in 
1986. Today, over 50,000 Australian 
companies pay FBT. How have the 
Australian FBT laws evolved? What 
changes have been introduced by com- 
panies in their compensation methods 
after it was introduced? Rosheen M. 
Garnon, who is partner, International 
Executive Services, KPMG Australia, and 
head of its tax practice for the Asia-Pac 
region, shares Australias FBT experience 
in an email interview with BW. 


@ What kind of taxation system existed 
in Australia before the fringe benefit tax 
was introduced? 

W Before FBT was introduced, non- 
cash benefits were only taxed in the 
hands of the individual taxpayer and 
only those non-cash benefits which 
were easily convertible into cash were 
taxed. The legislative provision to tax 
the benefits was largely ineffective as 
the taxable benefit was calculated as 
the value of the benefit to the taxpayer. 


@ How was the FBT structured, what 
was its scope and the tax rates? 

lll FBT was set up so that all fringe ben- 
efits are subject to the FBT legislation. 
The legislation is exhaustive. One must 
first determine if a fringe benefit has 
been provided and then calculate the 
taxable value. Prescriptive rules are pro- 
vided to calculate the taxable value. For 


example, the taxable value of a motor- 
car provided (which is leased) as a ben- 
efit is based on the notional lease cost 
of the car. A home leave visit benefit for 
an expatriate employee is valued at 50 
per cent of the home leave visit. When 
preparing an FBT return, care must be 
taken to ensure that the correct rules 
have been used to arrive at the taxable 
value. Then, one will look as to whether 
there are provisions that will reduce 
the taxable value or exempt the 
benefit from tax. At that time, FBT was 
non-deductible and was imposed at a 
rate of 46 per cent. 


E How did the companies cope with it? 
E Companies were not receptive to the 
change given the additional cost of the 
tax to the business. It led to them imple- 
menting a total cost of employment 
approach, whereby any FBT paid by the 
employer, in respect of fringe benefits 
provided to any employee is effectively 
charged back to the employee's remu- 
neration package. The other impact 
was a number of benefits were phased 
out and companies limited the types of 
fringe benefits provided. 


8 What have been the long-term bene- 
fits of FBT to the salaried class, the gov- 
ernment and the companies? 

E The impact on government is 
increased tax collection and a reduction 
in collection costs. It has also made it 
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easier for the government to conduct 
an audit programme. 

The long-term benefits to employers 
is ease of administration, given they 
only complete one return rather than 
providing details to each employee. 
Where doubt existed previously about 
the taxation of certain benefits, the 
comprehensive and exhaustive nature 
of the legislation means that greater 
certainty has been provided. It has also 
provided a level playing field between 
employers as to the types of benefits 
provided and their tax treatment. 

The benefits for employees are that 
they are not subject to tax on fringe 
benefits and this makes compliance 
easier. Also, they are more aware of the 
total cost of their employment to the 
employer and this makes it easier to 
compare salary packages. 


B What do you think of the Indian FBT 
laws in the current form? 
W The Australian FBT system was 
introduced to tax fringe benefits pro- 
vided to employees as part of their 
employment arrangements. Today, this 
means that fringe benefits are effective- 
ly taxed as if the employer had provided 
additional salary to acquire the benefit. 
In comparison, the Indian FBT sys- 
tem is designed to be a tax on certain 
categories of business expenditure, not 
all of which result in benefit to employ- 
ees. Thus the scope is far larger. 
Further, contributions to superan- 
nuation funds are specifically exempt- 
ed as against specific inclusion under 
the Indian law. Australian law also 
specifically excludes ESOPS, but such 
exclusion is missing [in India] and, 
hence, there is danger of ESOP benefit 
being brought under the FBT net in 
India. Then, unlike Australia, there are 
different rates applicable to different 
categories of expenses in India and this 
may cause some litigation on classifica- 
tion. The Indian law also proposes to 
give concessional treatment to the IT 
and pharma sectors, and thus discrimi- 
nates against other providers. z 


For full text of the interview 
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HE amelioration announced 

by the finance minister 

notwithstanding, the fringe 

benefits tax (FBT) is cause for 

concern. Ostensibly intended 

to tax the untaxed benefits em- 
ployees supposedly enjoy, it brings un- 
der the tax net legitimate business ex- 
penditure that cannot qualify as 
employee benefits under the most cre- 
ative definition of that term. It turns the 
definition of income-tax on its head by 
taxing expenditure. 

The tax applies to actual and 
deemed benefits provided by an em- 
ployer to an employee. In the case of ac- 
tual benefits such as company contri- 
butions to a superannuation fund, the 
taxable fringe benefit will be all of the ex- 
penditure. In the case of deemed bene- 
fits, arbitrarily determined valuation 
rules apply. The tax will impose not only 
a financial but also an administrative 
burden on employers, and will make 
matters more complex for them. 

The list of expenditures that qualify 
as fringe benefits covers nearly the en- 
tire selling, administrative and general 
expenses of an employer. The only ma- 
jorones excluded are rent, insurance, le- 
gal and audit fees! In responding to fears 
about the tax, the finance minister as- 
sured the nation that legitimate busi- 
ness expenditure will not be taxed. But 
the amendments he has brought do not 
support this assurance. 

Although a form of income-tax, FBT 








is not an appropriation of profits. It is an 
expense (as it applies also to businesses 
that do not have taxable income for the 
year), but is non-deductible in comput- 
ing taxable income for purposes of in- 
come-tax! 

The tax cannot have come at a less 
opportune time for India Inc., which 
continues to experience high costs im- 
posed by poor infrastructure, a corrupt 
bureaucracy, and spotty law and order. 
Add to this the ever-increasing de- 
mands of tax (not a year passes without 
anew impost — the service tax, the edu- 
cation cess and surcharge, the securities 
transactions tax, and now, the FBT) and 
the situation looks grim. 

Indian businesses have, in recent 
years been, investing significantly in hu- 
man resources. More than ever, busi- 
nesses need capable and productive 
employees and innovative and inspiring 
leaders. Unfortunately, the FBT will 
dampen employers' appetite for em- 
ployee-related investments. 

Employers will now have to carry out 
a detailed assessment of their expense 
management processes alongside their 
compensation programmes. The relief 
in the valuation of the deemed benefits 
(from 50 per cent of the expenditure to 
20 per cent in most cases) will reduce 
the impact on the employer. The addi- 
tional costs will vary from employer to 
employer and would depend, inter alia, 
on the size of the deemed benefits, the 
employee strength and the current 
compensation programmes. 

Already, companies have begun to 
respond to the new impost. Some are 
contemplating stopping superannua- 
tion contributions and paying cash in 
lieu. More could follow. This would be 
unfortunate when we do not enjoy so- 
cial security and when we need large in- 
fusions of long-term funds to upgrade 
our infrastructure. Under FBT, superan- 
nuation gets taxed twice — when the 
amount is paid into the fund and, again, 
when it is withdrawn by the employee. 
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opportune tax 


In cashing out benefits to reduce the 
impact of the FBT, employers must take 
care that it does not impact the after-tax 
take-home pay of the employees. Em- 
ployers will also have to review their ac- 
counting systems to make sure they are 
capable of generating the requisite in- 
formation to value fringe benefits and 
compute tax on them. 

Perhaps, the only positive thing 
emerging from the FBT would be accel- 
eration in the trend among employers 
to review their compensation pro- 
grammes and move from a benefits- 
and perquisites-laden structure to a 
transparent, cash-based, cost-to-com- 
pany approach. But it would be wholly 
erroneous to welcome the FBT on the 
basis of this gratuitous redeeming fea- 
ture! If indeed this is considered a desir- 
able objective, the FBT must apply to 
government employees. But the gov- 
ernment, as an employer, is exempt 
from the tax! 

Moreover, not all expenses subject 
to the FBT can be cashed out. One ex- 
ample is business travel. This is a busi- 
ness expense, not disguised employee 
remuneration. In such cases, employers 
would hope they can pass on the addi- 
tional cost to their customers. If they 
cannot, the shareholders will be poorer. 

Tax management is an interminable 
war of wits between the government 
and the tax-payer. It is the tax-payer's 
turn now to respond to this challenge! 
We could see him devise ingenious ways 
to outsmart the authorities. 

Who will gain and who will lose? The 
gainers, apart from the government, will 
be compensation consultants, tax ac- 
countants and lawyers. The losers: em- 
ployers and employees, and Indian 
business in general. 

Indian business must continue to 
press for the withdrawal ofthe FBT. Ni 


The author is country head, Mercer Human 
Resource Consulting. The views expressed 
are his own and do not represent those of 
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IGH demat costs are often cited 
by experts as one ofthe reasons 
for India's small retail investor 
base. In January this year, for- 
mer Sebi chairman G.N. Bajpai 
reviewed dematerialisation costs and 
scrapped some charges that investors 
pay depository participants (DPs). It 
turns out that the new rules havent 
made demat investor-friendly, after all. 

According to the Sebi rule, from 1 
February 2005, no custody, account 
opening and buy-transaction charges 
were to be levied on new demat ac- 
counts. Even for the existing accounts, 
buying charges were to be removed im- 
mediately, while custody charges were 
to be removed from April 1. But the total 
cost of operating a demat account hasn't 
changed much because the DPs have 
increased other charges. 

Take IL&FS. It revised the charges 
from 1 May. And in the revision it raised 





maintenance charges from Rs 99 to 
Rs 136 a quarter. UTI Bank, on the 
other hand, doubled the charges to 


Rs 400 from 7 March (See ‘No Material 


Change’). 

The amounts may look small, but for 
investors who dont trade frequently the 
changes will hurt a lot. That’s because 
it’s the fixed component costs (as op- 
posed to the variable transaction-linked 
ones) that have been raised signifi- 
cantly. Ironically, the objective of reduc- 
ing demat costs was to create an equity 
cult of ‘buy and hold’ investors, who can 
lend stability to the Indian bourses, 
which are now too dependent on for- 
eign institutional investors. 

But the opposite has happened: the 
heavy annual account maintenance 
charges are making long-term investors 
wary of investing in equities altogether. 
Not only do these high charges alienate 
the genuine long-term investor, it 
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favours day traders who can amortise 


- such annual charges c over hundreds of 


transactions. - 
Investor bodies like the Tamil Nadu 
Investors" Association | (TN IA) have 


been making representations. to Sebi 


about the high DP costs for ovër two 


years now. "Notwithstanding the bene- 


fits of a demat environment, DPs have | 
been investor-unf endly since the day 
demat trading kicked [» ^ claims A. K. 





< Narayan, president, TNIA.- 


An internal group. of Sebi had pre- 
pared a ‘Report on the reduction in de- 
mat charges’ in January 2004 and rec- 
ommended a slew of changes. But only 
a few of them have been implemented. 


Apart from removing custody charges, 


the report suggested that account 
maintenance, share demat, and ac- 
count closing charges be removed. It 
also categorically stated: “DPs charge 
under various heads and there is no 


uniformity across the DPs. Sometimes it 


appears that there are excessive charges 
on certain heads. Therefore, there is a 
need to rationalise this structure as 
much as possible." 

In this light, it seems that the new 
norm is half-baked. "Sebi could have 
taken a holistic view. Its own internal 
paper had revealed the entire spectrum 
of issues, but only some recommenda- 


tions were implemented arbitrarily," 


points out a market participant. 

Even the regulator knows that the 
notice didn't have the desired effect. A 
senior Sebi official acknowledges that 
the regulator has received complaints 
from several investor associations. The 
finance ministry is also aware of the 
problem. A senior ministry official re- 
cently asked some market experts why 
demat costs haven't come down, de- 
spite the Sebi circular. | 

It's necessary for investors to take 
regular reality checks, at least till the reg- 
ulator does something materially sig- 
nificant aboutdemataccountcosts. Bi 
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VANITA KOHLI-KHANDEKAR 


HRIPAL Morakhia is not easy to 
interview. He is difficult to meet. 
He says ‘madam’ in a particu- 
larly irritating tone. And it is 
clear throughout the interview 
that hís mind is not always on what you 
are saying. Get past it all if you want to 
know the answers to the questions that 
have been plaguing the Indian film 
business for over five years. Morakhia 
was the man in the middle of the 
changes that swept the film industry in 
2000, when dozens of corporate houses 
invested money in the business, with 
the dream of taking it global. 

That is when Morakhia, 
group chairman of SSKI Secu- 
rities and Sharekhan.com, 
set up iDream Production. 
It has gone on to sell and 
produce some of the 
most profitablefilmsin | 
the early years of film 
corporatisation — © 
Monsoon Wedding, 
Bend it Like Beckham and 
16 December. 

Now, Morakhia wants 
more. This week his first direc- 
torial venture, Naina, will be 
out in the Indian theatres. 
Naina, played by Urmila Ma- 
tondkar, is about a girl who 
loses her eyesight at the age of 
five. She gets it back only 20 
years later with a cornea trans- 
plant. But now Naina sees 
strange things. 

Critics like Taran Adarsh, 
who have previewed the film, 
are gushing about it. If it works 
at the box-office, it would have 
answered the question we 
asked at the beginning. From stock bro- 
ker to investment banker to film com- 
pany head to director, Morakhia 
would’ve proved that he makes the 
smoothest transitions. 

Morakhia was an unlikely investor in 
the chaotic world of films. He has been a 
hard core money man all his life. After 
an MBA from the US in 1979, Morakhia 
stayed back to become the executive as- 
sistant to the then president of NYSE. 
After he came back in 1982, he kept do- 
ing odd things, like setting up a finance 
company, to avoid getting into the fam- 




















broker of 
reams 





ily business of stockbroking. In 1994, 
when foreign brokers were allowed, he 
took charge of SSKI. By the late 1990s, 
SSKI was ‘the place’ for finance guys. 
The salaries were on par with foreign 
broking houses, the atmosphere was 
charged and the deals big. “It was a very 
divisive kind of place. Morakhia is very 
fickle, but he paid very well so you 
couldn't complain,” recalls an invest- 
ment banker, who worked with SSKI in 
2000. That is when the first few media 
deals happened. Ashish Bhatnagar, now 
CEO, iDream, was one of the first few 
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analysts to track media, with 
Zee Telefilms in 1993. 
Morakhia used the stock- 
broking operation to shift 
gradually to financial consult- 
ing and investment banking. 
SSKI researched and con- 
sulted with the first few organ- 
ised entrants into media, Zee, 
UTV, and ETC, says Bhatnagar. 
But the crowning moment of 
Morakhia’s life as an investment banker 
came in 2000. In the face of interna- 
tional competition and scepticism, SSKI 
managed to sell 10 per cent of Sony En- 
tertainment Televisions promoter's 
stake to Singapore-based Capital Inter- 
national for a whopping $250 million — 
a valuation of $2.5 billion. It is a deal 
that, even today, bankers and media 
owners mention with a glazed look in 
their eyes. No Indian media company 
ever got that valuation again. "He was at 
the right place at the right time and had 








i Shripal Morakhia proved that stock 
brokers can run film companies. Can they 
make films too? Naina will tell... 


the tenacity to swing the deal,” says Ku- 
nal Dasgupta, CEO, Sony. 

If his investment banking days were 
about the high of a deal, they soon 
changed to putting together a good film 
Today, it is about waiting to release 
Naina. “I always had a passion for being | 
associated with the film business," says 
Morakhia. He had wanted to make a 
childrens film in 1995 or so but did not 
because "SSKI depended on me" 
iDream was floated around that time 
but never did anything. It was while he 
was parked in Los Angeles for the Sony 
deal that Morakhia studied film studio: 
and wondered if a venture-capital firm 
forfilms would work in India. 

Hecame back and restarted iDream. 
But the venture capital route did not 
work. That is when Morakhia and Bhat- 
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nagar decided to plunge into produc- 
tion. They started with 16 December. 
| Then iDream bought the India rights to 
two of its biggest hits — Monseon Wed- 
ding and Bend it like Beckham. These 
created the space that local multiplex 
films like Jhankaar Beats or Page Three 
now occupy. 76 December was asurprise 
low-budget hit and other films — Agni 
Varsha, Jajantaram Mamantaram — 
followed. iDream was on its way. 

. Morakhia, however, is pessimistic 
about the changes that are sweeping the 
industry and about Indias future as a 
global force in cinema. He thinks that 





leakages i in theatre collections and the 


star system hold us back. "They (Holly- 
wood) do 100 times the business we do 
on a film, simply because there are no 
nd and they leverage the film 


i ation options, choosing between 
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across media. In buone rn shelf life is 
just one weekend and then it's over," he 
says. To him, the lack of proper scripts 
and piracy are the bane of Indian films. 
"In Andhra Pradesh or Tamil Nadu, 
piracy doesn' hit a film's revenues be- 
cause of the fan clubs. Why can't we have 
that model all over?" he asks. But aren't 
multiplexes ushering that change? “All 
multiplexes have changed is the audio- 
visual experience,” thinks Morakhia. 
Nhat. about storming the global 

markets? Indian films cannot market 
internationally because, “we do not 
have the muscle to market”, he notes. 
True, but neither have the major studios 
shown any interest in picking up Indian 
films. That, he thinks, is because we 
aren't always making good films. “Our 
last two films (Samay and King of Bolly- 
went sour because we did not 
compel the audience to come to the 
theatre and see the film. I hope Naina 
ges that,” says Morakhia. 

Wait then for Naina to know if 
Morakhia’s instincts as a director are as 
sharp as his instincts as an investor. $W 
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Ninad Karpe 
Managing director 
Computer Associates (India) 


I HAVE just finished reading the 
ALEXANDER trilogy by Valerio Mas- 
simo Manfredi and have gone on to 
read ALEXANDER THE GREAT'S 
ART OF STRATEGY by Partho Bose. 

For all his achievements, Alexan- 
der remains shrouded in mystery. 
Manfredi's well-researched book 
takes the reader through his trium- 
phs, travails and tragic end. Boses 
book analyses the strategies empl- 
oyed by Alexander as he went from 
one amazing success to the next. The 
relevance he draws to modern-day 
management is an eye opener. 

I read everything from Edward 
de Bono to treatises on the Bhagvad 
Gita. That includes fiction like 
The Da Vinci Codeto philosophical 
fables like The Alchemist. My current 
favourite author is Paulo Coelho. Wi 


ALERT 

How To Make Money Trading 
Derivatives 

By Ashwani Gujral 

(Vision Books) 


A trader shares his 
eight years of market 
experience in this 
book, which goes far 
beyond mere textbook 
knowledge. Yet, even 
Gujral says that 20 per 
cent of a trader's 
success comes from knowledge 
and 80 per cent comes from 
discipline. So, though novices 
should read this book, they 
shouldn't view it as a short cut 
to success. 

















AMITAVA SANYAL 


INGUIST and educator Mario 
Andrew Pei reported that in the 
1920s, fascinated by the Frig- 
idaire, some Amazonian tribes 
named their daughters after it. 
In Nyasaland, now Malawi, a 
tribe chose names from a pub- 
lisher’s catalogue they had 
found; one chief appar- 
ently dubbed himself 
Oxford University Press. 

Whether you put it as 
asingular lack of original- 
ity or the pervasive ubiq- 
uity of brands, you would 
agree that naming hu- 
mans is a daunting task 
— there are simply too 
many ofus. The challenge 
has already spawned a 
publishing sub-genre in baby- 
naming books. One wonders why some 
fathers like William Gates II never took 
their counsel. 

Buthis son, William Gates III, faced a 
greater challenge when he set about 
naming his new company, the one that 
would one day make him the richest 
man on earth. Legend has it that Unlim- 
ited Limited and Unincorporated Incor- 





SELECTION 


Subtle shades 
of innovation 


REATIVITY is becoming the only 
i differentiator in a world where 


any edge in technology is quickly 
lost. To stay ahead, both companies 
and individuals need creativity. Compa- 
nies, for example, are finding that 
identifying, recruiting and holding on to 
creative people — while maintaining an 
environment that will nurture their 
creativity — could make all the differ- 
ence between success and failure in the 
world of modern business. 

But how do you really get a handle 
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porated were some names he toyed 
with. Microsoft-headed, you might say. 
But truly, naming a company or a 
product is no child's play. It's a challenge 
far graver than naming a baby because 
such a name can form or foil the com- 
pany’s fortune. Research suggests that 
in the late 1990s, US-based mutual 
funds experienced a 
substantial 28 per 


-| THE MAKING OF 
| A NAME 


i The Inside Story Of 


ee s The Brands We Buy 


By Steve Rivkin and 
Fraser Sutherland 


Oxford University Press 
3 Pages: 275; 


price: $28 


cent difference in 
their inflows by just adding or deleting 
hot words like ‘value’ or ‘growth’ in their 
names, without any actual change in 
performance. Our own stockmarkets 
are littered with names from an IT bub- 
ble burst long back. 
It's a greater challenge because a 
company and its products need to stand 
apart in a crowd. A fast-growing crowd 


on creativity? That is one question that 
has fascinated humankind for cen- 
turies. Is creativity nature or nurture? 
Volumes have been written about it, but 
we haven't moved much forward. 

Alan J. Rowe's Creative Intelligence 
is yet another step forward in human- 
ity's continuing quest to tame creativity. 

Unlike most other writers on the 


CREATIVE LI | 

INTELLIGENCE C RE ; T lV E | 

By Alan J. Rowe | S.N TELLIGENCE 
| in Ourselves and Others 

Pearson Education — b / v 

Pages: 173; 

price: Rs 499 








... BOOKMARK 


is the real game 


at that. Forget the burgeoning basket of 
products in age-old categories like auto- 
mobiles, shoes and soaps. The past two 
decades have witnessed the birth of 
personal computing and the Internet. 
Someone or the other has had to name 
more than 250,000 software packages 
and more than 5 million websites in 
the US alone. 

Today, that someone is less likely to 
be a corporate bureaucrat. There are 
specialists — including Rivkins own 
consultancy — at the task. The book 
turns a merciless eye on the names of the 
namers themselves. It notes that names 
like ‘Rivkin & Associates’ fail to convey 
much about the company’s services. 

But the services of such firms are be- 
coming more sought after as companies 
try to find names that would click in eth- 
nically and linguistically diverse global 
markets. After all, no one would want to 
repeat the mistake Coca-Cola commit- 
ted while entering China. After choosing 
a name that sounded phonetically clos- 
est to the English original, the company 
printed thousands of signs in Mandarin 
with something that translated as ‘bite 
the wax tadpole’. When the folly was 
spotted, it hastily shifted to something 
that roughly meant ‘make man mouth 
happy’. But mind you, the services of a 


subject, Rowe goes about the process of 
analysing and identifying creativity in a 
methodical way. He has developed a 
useful ‘Creative Potential Profile Test In- 
strument', which will help identify one's 
creative style: intuitive, innovative, 
imaginative, or inspirational. 

The book is also a pleasure to read, 
as it includes case studies of creative 
people like Einstein, Edison, Shake- 
speare and Katherine Hepburn. And did 
you know that the primitive people 
who painted figures of animals on 
caves in France used subtle shading 
and perspective — proof that the need 
for creativity is a natural instinct? If 
nothing else, those examples are bound 
to inspire the reader to be more creative 
in every day life. he 


S. UNNIKRISHNAN 





the solitaire 





naming firm can come at a hefty price. 
US Air, for one, spent $70,000 just to add 
ways at the end ofits name. 

Today, more and more companies 
seem less mindful of the cost. Too much 
depends on the name. By denoting a 
meaning or connoting a quality, aname 
can go much beyond just identifying a 
company or a product. When Logitech's 
new scanner, Scanner 2000, fared badly 
after launching, the company renamed 
it ScanMan. In 18 months, without any 
extra spend on advertising, sales more 
than doubled. Also, the 80-20 rule today 
fits a growing number of product cate- 
gories. It proposes that companies 
make 80 per cent of their profits from 20 
per cent of their brands. Hence the need 
to concentrate on building the few win- 
ners that will earn the bread. 

The book, however, maybe held cul- 


Celebrating 


EW people get to see a 
F Ganesh Pyne. If you 

have the right kind of 
friends, you might see a Pyne 
print in their homes — it's usu- 
ally the businessman, diplomat or the 
art collector who owns an original. Pyne 
is one of India's finest artists and his 
canvases command the highest prices, 
after Hussain, of course. 

Pyne is known for his tempera paint- 
ings that are distinctive for the mythic 
and haunting quality of his figures and 
the fascinating texture of the canvases. 
The artist himself is obsessively reclu- 
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STEVE RIVKIN is the proprietor of 
the successful US naming consul- 
tancy Rivkin & Associates and 
co-author of books on branding, 
among them /deaWise, The New 
Positioning and Differntiate or Die. 


FRASER SUTHERLAND (right) is 
the author of 11 books. As an 
editor, he's been involved in major 
dictionary projects. 











pable of an odd 80-20 pattern. More 
than 80 per cent of the cases cited in it 
are from the US, which today accounts 
for less than 20 per cent of the new 
trademarks registered. Figures from the 
World Intellectual Property Organiza- 
tion, which tallies trademark activities 
in 95 nations, say that China is fast 
catching up with the US in terms of new 
trademarks. But the book only pays lip 
service to the needs of this, and many 
other growing markets. 

By listing exhaustive naming re- 
sources at the end ofa thorough bibliog- 
raphy, the authors have made the book 
more usable than the loosely bunched 
heap of anecdotes it would have been 
otherwise. But one wonders whether 
they got the first thing right: the name of 
their book. Thirteen words and a colon? 
They must be kidding! E 


sive. He is known to be shy 
and resentful of all intrusions 
into his privacy. He is be- 
lieved to have avoided meet- 
ing even the great Hussain. 
He does not hold solo exhibi- 
tions and appears to detest 
all commercialisation of art. 
Shiladitya Sarkar does 
more than sketch this con- 
troversial artist in THIRST OF 
A MINSTREL: The Life and Times of 
Ganesh Pyne (Rupa). He fills in details 
that have been missing in the hazy pic- 
ture of Pyne as an artist, young man and 
celebrity. Although the voice of Pyne is 
heard all too rarely in these 88 pages, it 
is difficult not to be delighted by the 
quality of this book, which has 20 colour 
pages of Pyne's works along with evoca- 
tive photos of the artist in his youth. Il 
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FTER Enron went bankrupt, Bechtel and 
GE acquired its equity in Dabhol Power 
Corporation (DPC). Now, therefore, Bechtel 
owns 74 per cent, GE 10 per cent and Maha- 
rashtra Power Development Corporation 
14 per cent. Under the Power Purchase Agreement made 
in 1993, the owners were entitled to arbitration in London 
in the event of a dispute. Bechtel asked for arbitration. 
The panel ruled on 3 May that the Maharashtra govern- 
ment and its subsidiaries had expropriated Bechtel and 
GE's share in DPC, and awarded the latter $125 million. 

This award will leave some red faces in the Central 
government. It will be recalled that when Bechtel called 
for arbitration, the government began looking frantically 
for a new solicitor. But it had 
spoilt its reputation so much 
that no one was ready to take 
on the mantle. Finally, it did get 
a solicitor. But in the mean- 
while it had dismantled the 
team of lawyers that was han- 
dling Enron affairs for the NDA 
government; so it had no one 
with the competence to brief 
the counsel. The nation has 
paid a price for this govern- 
ment's partisanship and in- 
competence. 

This damaging award will 
immediately activate eager 
beavers in the governments in 
Delhi and Bombay who will get 
down to working out how to 
avoid paying. They do not have 
to work hard. Almost ten years ago, the Maharashtra gov- 
ernment under chief minister Manohar Joshi of the Shiv 
Sena repudiated the agreement with Enron. It was hard 
for him, for Rebecca Marks had established excellent rela- 
tions with his supremo, Bal Thackeray, and Dabhol had 
his blessings. He did so on the basis ofa report ofa Cabinet 
subcommittee headed by the deputy chief minister, 
Gopinath Munde of the BJP, which alleged lack of trans- 
parency, absence of competitive bidding, inflated costs, 
underhand deals and potential environmental damage. 
The Central government can start with that report. 

Ifthe Central government finds the Shiv Sena-BJP gov- 
ernment's repudiation of the contracts with Enron em- 
barrassing, it can go to Bombay High Court, which had 
given an order in June 2003 restraining DPC from taking 
recourse to arbitration proceedings in London. Having 
acquiesced in the arbitration, the Central government 
willlooka bit silly ifit now goes to Bombay High Court and 
asks to be rescued. But consistency has never been its 





Procrastination and 
obstruction have saved India 
much money on Dabhol, but at 
the cost of disrepute 
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weakness. The Maharashtra government had also rushed 
to the Supreme Court last month asking it to hear the DPC 
case expeditiously; the haste seemed to suggest that it 
feared an adverse ruling in the London arbitration. Ifsuch 
a thing were to happen within the country, the Supreme 
Court would take a dim view of an appellant who goes 
about jurisdiction shopping. But attorney general Milon 
Banerjee had darkly hinted in his pleadings at a conspir- 
acy of ‘leaders of the capitalist world’. Obviously, the gov- 
ernment expects Indian courts to fight in its corner 
against its foreign adversaries. 

However, each of these would be a subterfuge and a 
postponement of the inevitable. The government must 
ask itself what it hopes to get from these manoeuvres. Im- 
mediately, it will be able to put 
the efforts at settlement back 
in the hands of its financial in- 
stitutions. Their heads go every 
once in a while to Singapore 
and other exotic places, talk to 
creditors and shareholders of 
Enron without reaching any 
solution, and come back. They 
can go on having some more 
fruitless and enjoyable trips, 
and waste a few more years be- 
fore starting the plant. 

At the end of those wonder- 
ful delays, the best the govern- 
ment can hope for is not to 
have to pay foreign equity 
holders and creditors any- 
thing. That will save it a sum 
equal to about 1 per cent of its 
foreign debt and 0.1 per cent of its total debt. 

That is not an insignificant sum. The bankrupt Maha- 
rashtra government in particular would appreciate any 
relief, But the capitalists who get Mr Banerjees goat will 
then go abouttelling everyone that the Government of In- 
dia went back on solemn agreements and cheated them. 
We in this country know how unfair, unreasonable andin- 
iquitous the Dabhol agreement was; even the World Bank 
told us so. But when those foreign moneybags chat about 
Dabhol, they are not going to circulate amongst them- 
selves the report of the Cabinet subcommittee of the 
Mahrashtra government; nor will press statements from 
Delhi go far enough to right the balance. Further, the Dab- 
hol plantis on Indian soil and cannot go anywhere. Maha- 
rashtra is reeling under a massive power shortage and 
needs power from Dabhol. The earlier it takes over the 
plant and gets it working, the better. That requires paying 
off the foreign investors in Dabhol. If, in the process, our 
global reputation is also improved, so much the better. Bi 
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HOW DO YOU BUILD 
NEW TECHNOLOGY? 





START BY BUILDING A NEW TECHNOLOGY COMPANY. 


On April 30, two leading PC companies became a single global technology powerhouse. 
IBM's former Personal Computing Division, maker of ThinkPad" notebooks and the leader in 
enterprise PCs, joined forces with the most well-known brand in China, the world's fastest-growing 
PC market. The result is a new company. 


We'd like to introduce ourselves: we are Lenovo™ 

It's the company you'd build if you could start over. Without starting from scratch. A company 
with the scale, infrastructure and customer base of a Fortune 150 behemoth. A company with 
the freedom, innovation and entrepreneurship of a start-up. All focused on one clear mission: 
to put more innovation in the hands of more people so they can do more amazing things. 


Innovation: the difference. 

Some in this industry claim that innovation doesn't matter, that commodities are "good enough." 
But when everything you have riding on your computer matters, we believe innovation matters. 
So we're going to put that innovation within the reach of more people. 


ThinkPad: our standard. 

Our goal is clear: Make the world's best PCs, like ThinkPad. Leverage new economics to make 
the best technologies and design in the industry available to a wider audience. Continue the 
ThinkPad legacy of trust that our customers have in our products, our support and our name. 


IBM*: a heritage of trust, innovation and quality. 

Half of the new Lenovo's 19,000 employees will be from IBM's former PC Division: ThinkPad 
designers and engineers, customer reps and support people. People you know. People you trust. 
Now, Lenovo people. 


Lenovo: a new spirit of entrepreneurship and agility. 

A 20-year history and a driving culture of entrepreneurship and efficiency have earned Lenovo the 
position of best-selling PC brand in China for eight consecutive years. From industry design awards 
to world recognition in manufacturing, Lenovo brings to the table a challenger's spark. 


The new company: best of both worlds. 

Lenovo's expertise in consumer and small business products complements IBM's reputation 
among enterprise customers. Lenovo's strength in desktops complements ThinkPad's stature in 
notebooks. Customers will still have access to IBM's trusted sales network, financing, service and 
support. Soon, they will also begin to benefit from Lenovo's tradition of world-class economics. 


Welcome to the future. 

We've set our sights high: to build the best, most innovative PCs in the world and make them 
accessible to more people. It's an exciting time. It's a huge challenge. It will take breaking new 
ground and old rules. We wouldn't have it any other way. lenovo.com/new 


lenovo 


' € 2005 Lenovo. All rights reserved. ThinkPad is a trademark of Lenovo. IBM is a registered trademark of International Business Machines Corporation and is used under license. 
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Choose from a range of 10 stunning NotePCs. 
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Quality Watch 
In the mad rush to dominate 
the entertainment market, 
quality has given way to 
quantity. Why isnt anyone 
bothered about the falling 
standards of programmes 
aired on these so-called 
premier channels? Poor research, half- 
lies and distorted facts cripple most of the 'exclusive 
stories on the many news channels. In addition to getting TV channels 
in order, it is time for the government to ensure that the content on 
offer is accurate and, hopefully, somewhat meaningful. 


Arvind K. Pandey, via email 










































A DISCERNING, DIGITAL NATION | These shows provide explicit details 
A digital network in India is inevitable, | of crimes and the ways and means of 
and once it happens, the consumer will | committing them. How does it do 
have the last word. Remember when | anyone any good to hear the grisly 
the government made broadcasting details of how a father-in-law raped his 
Doordarshan channels mandatory? daughter-in-law? They glamourise 
Despite that huge boost, the network crime and provide fodder for criminals. 
became obsolete and lost its viewer- All of these channels try to make 
ship because it did not upgrade itself. | mountains out of molehills and all the 
Something similiar will happen news is stretched too long with too 
when digital TV arrives. Though stat- little substance, obviously to fill up as 
ions will fight for the first ten channel much time as possible. But viewers do 
slots, with all the new choices available, | have their own mind, and there isa 
only those with quality programming limit to their patience. Let's see what 








and upgraded coverage will survive. | happens when it is exceeded. 
Amit Tivedi, posted on BW website | MAC. Joshi, via email | 
CRIMINAL CONTENT |, CORRIGENDA 





It was wrong of BW to include Door- In ‘Barbhaiya’s new baby’ (BW, 23 May 
darshan’s popular serial Karamchand 23) N. Srinivas, former senior vice-pres- 
in the category of crime shows on TV ident, Dr Reddy's, was mistakenly re- 
news channels (‘When Crime Pays, ferred to as K. Srinivas. K, Srinivas is 
BW, 9 May). Karamchand was a fiction- | president, API business and generic 
based detective thriller. The present alliances at Alembic. | 
crime shows, by and large, are In ‘United We Fail’ (BW, 23 May), th 
publicising crime by presenting photo which ran along with the story 
magnified and sensationalised was erroneous. The man in the photo is 
reconstructions of real incidents. Ramesh Ramanathan, former 

CEO of Foodworld, not K. Radha- 
krishnan, chairman, ECR, as the 
caption mentioned. 

In ‘India, In A Nutshell’ (BW, 23 
May), Teva was inadvertantly re- 
ferred to as a genetics company. It 
is a generics company. 

We regret the errors. 


Write in at | 
editor@bworldmail.com | 
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DILEEP PRAKASH 


COVER STORY | Reforming Farming 


There is new hope for the Indian farmer. Winds of change are sweeping the sector. The government is putting 
emphasis on high-value agriculture. And commodity exchanges and companies are trying to cut the middle- 
men out of the procurement of farm produce. A look at India’s second agricultural revolution in the making. 











Sebi Raps UBS The Spectrum War 


The regulator has rapped UBS for the 17 May 2004 crash. But. | The arguments and the 

the order is only about non-disclosure of information. | counter-arguments as the 

| GSM and CDMA lobbies slug 
it out over the Trai's latest 


J 





Securities Law The Securities Appellate Tribunal 
has been issuing orders. But does it have the legal mandate? 
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ber of such companies to four. Is an 
alternative to the cable operator 


recommendations. : 
IT whyisntentrylevel pay rising, despitetheboom? | Dayanidhi Maran: “Thank > | SEEN Be - 
» | God there's no licence raj" | 
DTH Lastweekthegovern- | DILEEP PRAKASH 
^ ment allowed two DTH service com- Bimal Jalan The former RBI governor and current 
= panies to operate, taking the num- Rajya Sabha member speaks about his new book. 


Clinical Research There are very few training 
institutes to meet the demand of this fast-growing industry. 








finally emerging? 
4 Jaipal Reddy: The I&B minister | Interview Dennis Gillings, father ofthe clinical re- 
has made the move at last | search industry and chairman of Quintiles. 
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IN VOGUE 


s2| A Good Sport 


Harvard B-school professor Rosa- 
beth Moss Kanter on leadership 
and her research in sports, politics 
and business. Using examples from 
the world of sports, the best-selling 
author outlines the qualities that 
mark successful leaders. 


Rosabeth Kanter: Top leaders » 
have to face up to mistakes 


62 | Bookmark Two new books are trumpeting 
the commodity markets, but may be saying too much, too 
late. Plus, a critical look at the genre of bureaucrat memoirs. 





COMMENT 


44. Ashok V Desai Companies can find 
enough independent directors if they want. But 
then, the whole exercise is a futile one. 





MY VIEW 


50 Prasoon Joshi Tv infomercials use 
our inherent desire for a magic wand — not to 
mention lack of sleep — to make their pitch. 


U ARBOR MENTIS 


58 | Subroto Bagchi indian companies 
are fully capable of competing with China, as 
long as they have dedication and innovation. 
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. ESE 
All about linkages 


NDIAS services exports started taking off in the 1990s, 
when a telecom and IT revolution made it possible for 
its skilled manpower to be connected to the big 
markets of the West at low cost, efficiently. Decades of 
heavy-handed regulation and creaky infrastructure 
prevented a similar upturn in manufacturing. 

In agriculture, it seems the linkages between farms and 
markets are getting much stronger. If things work out well, 
this could be the beginning of a revival. First of all, there are 
the commodities exchanges that allow prices to be 
communicated to growers more efficiently. Along with a 
nation-wide system for warehousing and grading 
commodities, and banks that are willing to extend loans to 
farmers who store their goods in designated warehouses, this 
could alter the terms of engagement between growers and 
traders, and allow the farmer to 





m 
retain far more value. . | 

A farmer who gets better | Businesswor Id 
value for his crops is also one m TOR 
who can take bigger risks and i 


diversify into more value-added 
products. For quite some time 
now, it has been clear that 
India's middle classes are 
changing their food 
consumption pattern. They are 
consuming less foodgrains and 
more vegetables, fruits and 
meat. This should ideally have set the stage for Indian farmers 
to move up to more value-added products, but inefficient 
markets and supply chains have prevented that so far. 

New linkages between the farm and the market could 
upset the inefficient mandi system. Especially since there are 
also measures being taken to let companies enter into 
enforceable contracts with farmers directly. As the retail 
industry expands, expect it to improve supply chains from the 
farm to the storefront, reducing wastage. True, we don't know 
how quickly momentum will build up. There are also many 
other issues, such as irrigation, that need attention. 

"If we get it right this time, we could see both a more 
prosperous rural India and a new breed of companies who 
make big money in agriculture-related activities: seed 
companies, logistics companies, processing companies...," 
says principal correspondent M. Rajshekhar. No wonder, 
quite a few business groups have already put agriculture on 
their radar screen of new opportunities. 
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BPL MOBILE BUSINESS 
Will he give up? 


AJEEV Chandrasekhar's 

troubles with his family con- 

tinue. And in the balance 
hangs the future of BPL's mobile 
business. Speaking to BW, an in- 
vestment banker confirmed that 
most of the value for the business 
lies in the Mumbai circle. The en- 
terprise value of the other three cir- 
cles — Kerala, Tamil Nadu and Ma- 
harashtra, — is relatively small 
when compared to Mumbai. 

In all, BPL has a 6.5 per cent 
market share in India (April 2005 
figures), and a subscriber base of 
2.5 million. Recently, it has man- 
aged to increase its growth rate 
considerably. BPL Mobile Commu- 
nications, the company that holds 
the Mumbai circle, grew its operat- 
ing profit by 25 per cent in 2004- 
05 and BPL Cellular, the company 
that holds the other circles, grew by 
77 per cent. 

Even though companies like 
Hutchison-Essar, among others, 
have shown interest in BPL's mobile 
business, none 
of them are likely 
to pick up a 
stake in the 
company till 
Chandrasekhar 
sorts out issues 
with his father- 
in-law T.PG. 
Nambiar. 

The dispute 
between Chan- 
drasekhar and Nambiar is before 
the Company Law Board and a de- 
cision is expected in a month. Does 
any of this mean that Chan- 
drasekhar is going to finally exit the 
mobile business and take a back 
seat? Not at all, insist sources 
close to him. Says a close associ- 
ate: “He is emotionally very con- 
nected to the cellular business. He 
is looking for a strategic partner- 
ship and not a sell-off.” E 

RADHIKA DHAWAN 
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EMEMBER Manic Monday? 

The BSE Sensex had a heart- 

stopping, 840-point, intra-day 

dip on 17 May 2004, just after 
the United Progressive Alliance (UPA) 
unexpectedly swept into power. Fi- 
nance minister P Chidambaram prod- 
ded a reluctant market regulator to hunt 
out the wrongdoers. 

A year later, on 17 May 2005, Sebi 
has, in an order against UBS Securities 
Asia, given the first rap on the suspected 
entities knuckles. UBS is one of the 
largest foreign institutional investors in 
India and is alleged to have accentuated 
the market crash a year ago. Sebi's order 
bans UBS from issuing offshore deriva- 
tive instruments (like participatory 
notes) on Indian securities to its foreign 
clients for a year. 

The order has been timed well, but is 
it really all it is made out to be? Sebi 
chairman M. Damodaran himself is 
modest about what the regulator has 
done. In an interview to a television 
channel, he said: "This is not an order 
which in its sweep covers every devel- 
opment that took place on that day." 
UBS had been served with a show-cause 
notice on 24 November 2004 on two 
counts: its market activities on 17 May 
2004 and its refusal to disclose informa- 
tion to the investigating officer during 
the probe. The current order is restricted 
to the latter charge alone. 

There is another issue worth consid- 
ering. Sebi has been investigating UBS 
since June 2004. By September, Sebi al- 
ready knew that UBS was guilty of not 
meeting Indian disclosure norms on the 





MANIC MONDAY PROBE 


Intriguing 





issue of derivative instruments. In the 
case of US-based Caxton International, 
UBS didn’t disclose them as the ultimate 
beneficiary of these derivative instru- 
ments for months. It was only in Octo- 
ber 2004, on Sebi’s prodding, that UBS 
admitted these serious reporting lapses. 
The regulator had ample legal powers to 
act against UBS Securities right away. 
Yet, Sebi continued to hold personal 
hearings with UBS till as recently as 5 
May 2005. Sebi has charged UBS under 
the draconian Section 11 (4) and 11 (B) 
that give the regulator overarching pow- 
ers, but are to be used only in an emer- 
gency. In other words, Sebi rushed 
through its 60-page order against UBS 
in the last 12 days leading to the an- 
niversary of the market crash. Why? 


SECURITIES LAW 


The quorum question 


T’S been three months now since 

two of the three members in the 

Securities Appellate Tribunal 

(SAT) retired. Originally a one- 
man tribunal, the SAT was reconstituted 
with three members in 2003. However, 
the newrules were silent on the need for 
a quorum for the tribunal to function. 
So the tribunal’s presiding officer, Ku- 
mar Rajarathnam, has been holding fort 
alone — and has delivered 20 orders on 
his own already. 
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However, a closer scrutiny of the tri- 
bunal's rules reveals that the SAT's cur- 
rent functioning may be questionable. 
Section 15P of the Sebi Act, which deals 
with filling up of vacancies in SAT, es- 
sentially says: “If any vacancy occurs in 
the Securities Appellate Tribunal, then 
the Central Government shall appoint 
another person in accordance with the 
provisions of this Act to fill the vacancy. 
The proceedings may be continued be- 
fore the Securities Appellate Tribunal 


judgement 


M. Damodaran says: 
“It is one of the 
best speaking 


orders that has 

been passed by 

the regulator.” Is 
it really so? 


By many accounts the order is differ- 
ent. This is the quickest order in all the 
big market probes Sebi has conducted 
before. Unlike other recent orders for 
similar crimes, where Sebi has preferred 
to impose severe fines on market partic- 
ipants, ithas banned UBS and its associ- 
ates from issuing derivative instru- 


ments on the Indian market. Delivered | 


during the early stages of the overall in- 
vestigation, it also sets the tone for the 
other 11 entities under the scanner. 
Show-cause notices to eight of those 
have been sent only in February 2005, so 
the final orders may take a long time to 
come. The UBS order will goad the other 
entities to respond to Sebi's requests for 
information with far more diligence. For 
example, one large Mumbai-based bro- 





from the stage at which the vacancy is 
filled." This clearly means that the SAT’s 
proceedings cannot continue unless 
the vacancies are filled up. 

Curiously, the finance ministry has 
still not appointed any replacements for 
the members who left. But the SAT con- 
tinues to function. Legal practitioners 
who are SAT regulars say that before 
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ker under investigation, has declined to 
share recordings of its dealing room 
phone conversation with Sebi. Some 
others are said to have submitted docu- 
ments running up to 10,000 pages. 

50, is this the first sign of change in 
Sebi under the turnaround specialist 
Damodaran, who helped the govern- 
ment bail out UTI and IDBI? 
Damodaran claims this is one of the 
best "speaking orders" ever passed by 
Sebi. Though Sebi's order scores on 
speed and reasoning, leading lawyers 
feel that the regulator's market under- 
standing still needs to improve. 

For instance, while establishing the 
order's background, Sebi says "it was 
suspected that the steep fall... could 
have been triggered as a result of UBS... 
accentuating the selling pressure for no 
reason linked to the fundamentals of 
scrips or their performance". At one 
point, the order says that UBS made a 
net profit of Rs 41.83 crore by trading in 
the cash and futures market on that day. 
But it fails to illustrate how much its en- 
tire Rs 2,956-crore (as on 14 May 2004) 
portfolio fell by, in notional terms. It 
may be that UBS' investors may have 
just wanted to cut their losses when the 
market fell so abruptly. 

Sebi's stock as an effective regulator 
will only go up ifthe rest of the orders to 
come in the 17 May probe can elaborate 
more on how exactly the wrongdoers 
manipulated the market downward... 
and if it justifies the need to use its 
TADA-like powers under Section 11 
more explicitly. E 

VIKAS DHOOT 





each trial the presiding officer has been 
asking both Sebi and the appellants if 
they are okay with a single member tri- 
bunal. So far, no appellant has ex- 
pressed any concern as it would mean 
his or her own appeal getting delayed. 
But oddly, neither has Sebi done so. 
Maybe, Sebi is keeping the 15P weapon 
handy in case it wants to appeal against 
a SAT verdict in the Supreme 
Court. If the tribunal itself 
was functioning outside 
the law, maybe Sebi's 
lawyers could argue 
that it's verdicts also 
arentlegitimate! W 
VIKAS DHOOT 
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NEWS CAPSULES 
Sethusamudram 
gets Cabinet nod 


HE Sethusamudram Ship Canal 

Project (SCCP) has finally got 
the Cabinet approval. Managed by 
the Tuticorin port, SCCP would give 
a big push to trade in Tamil Nadu 
and neighbouring states by creat- 
ing a direct passage for ships to the 
Bay of Bengal. The ships, which, so 
far, had to circumnavigate Sri 
Lanka, will now save about twenty- 
four hours of sailing time. 

Despite active support from 
Union shipping minister T.R. Baalu 
and finance minister P Chi- 
dambaram, the Rs 2,000-crore pro- 
ject met with vehement protests 
from environmentalists. The protes- 
tors charged that the massive 
dredging of the strait involved in the 
project would endanger marine life 
in the region, thereby threatening 
the livelihoods of thousands of fish- 
ermen along the coastline. I 


ICICI acquires 
Russian bank 


CICI Bank has bought Russia's In- 

vestitsionno-Kreditny Bank (IKB), 
to mark its entry 
into the stringent 
Russian banking 
market. In Russia 
applying for a fresh 
banking license 
and then getting $ 
the mandate to tap 5 
the retail deposito- 2 
ries are time-con- : 
suming processes. ` 
The acquisitions gives ICICI an op- 
portunity to circumvent these rules 
and enter the market straight off. 
IKB has total assets of $4.4 million. 

Reports quoting ICICI Bank's 

deputy managing director Kalpana 
Morparia said the company would 
focus on the corporate sector in 
Russia for the moment. However, 
as the market matures, it could ex- 
plore retail options there. 2 





Did it get 
off lightly? 


AS Reliance Infocomm been 
let off the hook too lightly? 
While the company has 
consistently maintained in 
public and to the telecommunications 
ministry that re-routing international 
. callsaslocal ones is legal, the latest indi- 
cations are that it may have been aware 
all along that it was operating on the 


E; fuzzy edge of the law. 


According to reports, the then CEO 
(corporate development), Akhil Gupta, 
a key confidant of Mukesh Ambani, had 
written emails to him suggesting that 
the practice may not be in keeping with 





UCH seems to be brewing at 
M Electrolux Kelvinator (EKL) 

these days. First, there are 
questions over CEO and managing di- 
rector Rajeev Karwal’s future there. 
Speculation is rife that he has put in 
his papers. Karwal dismisses it as an 
“unsubstantiated rumour”. Anders Ed- 
holm, spokesperson for AB Electrolux 
(ABE), EKĽs Swedish parent, says: 
“Rajeev Karwal and his team have 
done a tremendous job of turning 
around EKL.” He adds that ABE is 
happy with Karwal’s performance. He, 
however, adds that whether Karwal's 
three-year term (it ends in December 
2005) is extended would be a matter 
between Karwal and the EKL board. 

Karwal's performance appears to 

have come under scrutiny. ABE is re- 


A) Electrolux 











the spirit of the law. However, he had al- 
legedly been overruled. (Gupta recently 
left to join a US venture fund.) 

At the time, when state-owned call 
carriers BSNL and MTNL claimed their 
fees (access deficit charges, or ADC) for 
landing international calls, Infocomm 


had argued that its calls fall under a cat- | 


ELECTROLUX KELVINATOR 


At the 
crossroads 


portedly reviewing its Indian opera- 
tions, which is still making losses. To 
Karwal's credit, however, he has stem- 
med the haemorrhage. 

An insider says that while in 2004 
the EKL's losses were around Rs 117 
crore, in the first quarter of 2005, they 
are down to Rs 14 crore. In other 
words, annualised losses for 2005 
should be in the range on Rs 56 crore. 
Meanwhile, sales have risen from Rs 
345 crore in 2004 to Rs 108 crore in 
Q1 2005 (annualised Rs 432 crore.) 

It is not exactly clear how the 
ABE management is looking to 
build on this tumaround, if at all. In- 
siders say that ABE's new chairman 
Michael Treschow has put out a fiat 
globally to improve profitability. This 
could turn up the heat on EKL, im- 
provements notwithstanding. 

Earlier, in a meeting with BW in 
June 2004 in India (See 'Can Kar- 
wal Pull This Off?, BW, 12 July 
2004) ABE senior vice-president 
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egory called home country direct (HCD) 
service under the International Telecom 
Union (ITU) rules and, thus, it does not 
have to pay ADCs as per the Indian defi- 
nition. An HCD call is one where a tele- 
com operator in country A initiates a 
process in county B, by which a sub- 
scriber in the latter can directly access 
country A's telecom network. In fact, the 
12 cents per minute one would pay to 
connect to India from the US through 
Reliance Calling Cards would not even 
cover the ADC! 

So, irrespective of what Infocomm 
may have argued, it is evident from 
Gupta's two emails written to Mukesh 
Ambani that he had raised the flag and 
Infocomm was just taking a chance that 
it would get off lightly, if caught. After 
BSNLand MTNL threatened to cut it off, 
Infocomm paid only what it owed the 
state-run companies. Shouldn't the 
penalty have been heavier? $a 

T. SURENDAR 


Johan Bygge had said: "If we are un- 
der-represented in India... as per our 
global market share (20 per cent), 
that would not be acceptable." That 
comment came a year-and-a-half af- 
ter Karwal took over. 

One theory doing the rounds is 
that EKL would stop manufacturing in 
India and remain just a trading outfit 
selling imported products. But Karwal 
says there is no plan to shut the Shah- 
jahanpur (Rajasthan) and Warora (Ma- 
harashtra) plants, and EKL is thinking 
of shifting the top-loading washing 
machine division of its Butibori (Maha- 
rashtra) plant to a tax-free location. 

But that may not be possible given 
that Harish Kumar, managing director, 
Maharaja International, who owns 
about 5 per cent of EKL, has taken the 
MNC to court over issues pertaining to 
partnership. (Kumar held 26 per cent 
stake in Electrolux Kelvinator in 1999 
prior to the Electrolux Kelvinator-Elec- 
trolux Voltas-Intron merger). No plant 
closure is possible till they settle the 
suits with him. Interestingly, it appears 
that Kumar will be holding talks with 
ABE representatives some time during 
the week beginning 23 May. g 
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HOSE of us who have to suffer 

; sweltering afternoons without 

' electricity can perhaps take some 

. relief in the fact that China, too, 

| has a power supply deficit that is 

. about the same level as India’s — 

' 10-15 per cent below demand. The 
. key difference, as usual, is how the 
* two are going about it. China, says 
investment bank J.P Morgan in a 
new report, "has made every 
attempt to fix the problem" through 
. an ambitious push to build between 


< 60,000 MW and 80,000 MW a year- 


, of new generating capacity over the 
> next five years. India, needless to 


] gm Niranjan Rajadhyaksha 


: explosively at 51 per cent, because ] 
| of higher oil prices and faster 
| economic growth. 


We asked a few economists 


| whether the jump in the trade — 
| deficit is a random blip and whether _ 
| things would settle down soon. — | 
| While the exact numbers differ, 

, most of those we quizzed say that — |. 
| the trade deficit will widen this year. | 
| In fact, earnings from invisibles : 
| such as software and tourism will 

| not be enough to cover the trade 
deficit this year. Or, in other words, 


India could end 2005-06 with a 
current account deficit of between 





ENTRY-LEVEL WAGES IN IT 
Staying flat 


T wages at the entry level have re- 
| mained flat in the last couple of 

years. Those into routine bug-fixing, 
maintenance and software testing jobs 
get Rs 12,500-Rs 15,000 a month, same 
as a couple of years back. This is despite 
the industry's annual growth rate of 30 _ 
per cent, attrition climbing from single 
digits two years ago to 15-18 per cent, 
and job offers floating around. 

The future is less bright for theentry- - 
level employee. Says Puneet Jetli, gen- 
eral manager, global people function, 
MindTree Consulting: "I will be sur- 
prised if wages at the entry level for rou- 
tine tasks go up in future." Majors like 
Infosys, TCS, Wipro, IBM have margin- 
ally cut entry-level wages in some cases. 
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4 add, struggles on. 1 per cent and 1.5 per cent of GDP | The reasons 
=~ Curiously, the equities of India's This column has been saying for are not too far to ‘Unmatched! 


power companies have higher | some time that the rupee may slip 
eamings multiples than their peers a bit in the months ahead before it 


see, Billing rates 
have held steady 
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pai in China. Now why is that so? J.P. | resumes its long-term march up for low-end tasks 
-— Morgan says that China’s against the US dollar. The new at $18-22 per 
pars companies offer more known | trade numbers lend credence to hour. The de- 
Qc earnings growth because of all the | the assumption. _ mand for entry- | . 
ss 2 new plants coming up. Yet India, in | K level profession- pu 2003 — 2005 
we a way, is the more attractive market | als has increased | 


a i  Entrylevel pay 
— almost 60-65 | 3 
per cent new re- 


because "tariff policies are evolving 
«^ in the right direction in India against | 


.PRIL has been a cruel month 
for the around $1-trillion global 








« China”. India offers a return on 
go equity (ROE) of 14-16 per cent on 
#* its power plants. China has a 
** ^. confusing set of rules that differ 
4 € from grid to grid, and is between 8- 
' 4^ 10 per cent internal rate of return 
"= (IRR) on equity based on a "social 
w< average cost". 


> China’s power companies have 
© better cash flows today, but this 

€ could change if India privatises its 
», State electricity boards and brings 


e distribution losses under control. 


AS 


HE new financial year has 

started out with a sudden 
widening of the trade deficit. At 
$3.85 billion, it is far higher than 


« ^ average $2.2 billion over the 
“æ previous 12 months. Exports grew 


= ata smart clip — 17 per cent, 
, which came over last year's large 


à jid: * base. But imports have grown | 





| hedge fund industry. Many funds 
| have been nursing losses because 
| of rising short-term interest rates. ' 
| and the turmoil in the US corporate | 
_ bond market after General Motors’ 
! credit rating was downgraded to 
junk status. There have been 
rumours that some hedge funds 
have lost money in steel as well. As | 


a result, the industry hasbeen — - 


facing redemption pressures. 


This is bound to cause some 
ripples in Indian equities market, 
since hedge funds are a major 
player in the participatory note 
segment. The market regulator, 
Securities and Exchange Board of 
India, too, has been voicing its 
concems about hedge funds of 
late, and especially after the first | 
report on investigations into the 17 
May 2004 market crash was made 
public. Are Indian equities headed 


for choppy waters? B 1 
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cruits are freshers. $ 
But to meet the z} . E i 
growing needs 91,2003... 200, 


companies are 

even hiring graduates in physics, math- 
ematics, computer science or statistics, 
paying them about 10-12 per cent less 
than engineers. To keep the costs low, 
the share of non-engineers is likely to go 
up from the current 6-8 per cent. On the 
contrary, those with 4-7 years of experi- 
ence got an average wage hike of 14 per 
cent, which is supposed to reach 15 per 
cent this year. 

Among freshers, those with spe- 
cialised skills will find the hard work 
paying off. There is almost a 50 per cent 
premium for experts in ERB database 
management, design, as well as for sys- 
tem software developers, software ar- 
chitects and kernel level programmers. 
While these specialists mint moolah, 
the lazy ones would fix bugs, griping 
over their poor pay cheques. | 

SHELLEY SINGH 
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' BROADCASTING 


finally 


BROADCASTING 


Why Siti Cable 
bought ICN 


HAT would you call a com- 

pany that is one of India's 

largest broadcasters, 
owns a cable network and a direct- 
to-home (DTH) service, takes on 
lease several other cable networks 
and then goes and buys one? And, 
incidentally, this is the same media 
company that will be launching a 
national newspaper in partnership 
with a publishing house. Is Subhash 
Chandra's Rs 1,450-crore Zee Tele- 
films a ‘media monopoly-in-the- 
making' that needs cross-media 
regulation, or is it just a rapidly ex- 
panding company in a booming 
market? We would go with the latter 
keeping with our philosophy of mini- 
mum regulation. 

But the murmurs on Zee's grow- 
ing distribution clout just rose by 
several decibels thanks to its acqui- 
sition of Indian Cable Net (ICN, for- 
merly RPG Netcom), one of 
Kolkata's major cable networks. The 
Rs 48-crore buyout by Zee sub- 
sidiary Siti Cable last 
week takes the tally of 
the total homes Zee 
controls to over 7.7 
million. That is sub- 
stantial in a 55-mil- 


HEMANT MISHRA 


UR congratulations to Jaipal 

Reddy. He has taken a deci- 

sion on the business of tele- 

vision broadcasting, one- 

year after taking over as minister for 

Information and Broadcasting (I&B). 

Two direct-to-home (DTH) operators, 

Space TV and Sun TV, were given the go- 

ahead by his ministry last week. If every- 

thing goes as per schedule, there will be 

four companies offering televi- 

sion via DTH: Zee's Dish TV 

and DD Direct, besides two 

newcomers. Finally, the cable 
operator will see competition. 






lion home cable TV By conservative estimates, 
market that is DTH should get 10-15 per cent of 
choking. the 55 million cable homes or 


about 5 million-7 million homes. 
The fact is many consumers in SEC 
A and B homes are sick of their cable op- 
erator. And they can afford to buy a DTH 
service for Rs 5,000, as a one-time cost 
and Rs 200-1,000 a month. Expect these 
prices to fall drastically as four players 
fight it out. Dish has already dropped its 
prices, while DD'sservice is free. Also ex- 
pect a lot more variety in content, 
though no one is talking yet. All Space 
TV CEO Vikram Kaushik will say is that 
its package will not offer Internet. Sun's 
managing director Kalanithi Maran, as 
usual, was not available for comment. 
Space TV is an 80:20 joint venture 
between the Tatas and Star Group, while 


Even so, the mo- 
nopoly argument is probably just 
a lot of carping because cable re- 
mains a fragmented business. It 
just helps counter Zee's 'control 
the foreign broadcaster' lobbying. 
Zee's hunger for networks is driven 
by a more prosaic reason — money. 
In the first nine months of 2004-05, 
it made 48 per cent of its revenues 
from pay, compared to 46 per cent 
from advertising. Zee is not exactly 
winning the viewer sweepstakes 
and it shows. But if distribution can 
make up for it, so be it. Ww 

VANITA KOHLI-KHANDEKAR 
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Beyond cable: Star's Peter Mukerjea (L) and Sun's Kalanithi Maran 


Sun dominates the South. 

Besides giving more options to view- 
ers, this move will finally force cable op- 
erators to clean up their act. For over 
three years now, cable, the only way pri- 
vate TV can be distributed in India, has 
been choking on the hypergrowth of the 
Rs 15,000-crore industry. (See 'The 
Broadcasting Logjam, BW, 16 May 
2005). India's 35,000-odd cable opera- 
tors have sat on a monopoly, given bad 
service and got away with it. Cleaning 
up cable, by digitising it, will take years. 
Terrestrial broadcasting is a monopoly 
of state-owned Doordarshan. So having 
alternative systems is imperative. 

Both Reddy and communications 
minister Dayanidhi Maran have, for 
long, sat on decisions that could create 
alternatives. Dayanidhi has to allow the 
last mile that state-owned telephone 
companies like BSNL own, to be used by 
anyone to sell television, data or voice. 
Reddy has to allow investors into digital 
terrestrial and DTH without equity and 
cross-media caps. Plus, they have to al- 
low cable to offer voice. As everyone 
scrambles to offer everything, con- 
sumers will be the biggest gainers. 
Rough estimates say these three moves 
alone could bring in revenues of 
Rs 14,000 crore over 3-5 years. Allowing 
more DTH operators, therefore, is just 
the first step towards that. M. 

VANITA KOHLI-KHANDEKAR 
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— "Orange is something I did in the twen- 


> tieth century" 
n --- Canning Fok, managing director, 
Hutchison Group, commenting on the 
company’s plan to relinquish the 
Orange brand. 


ELL, France Telecom 
seems to think that Or- 
ange is something that 
Hutchison Essar is still 


| 
| 
| 
| 





losing track. When France Telecom 
bought over the business, there were 
concerns that Hutch would have to 
pump in huge amounts to re-establish 
itself. In a case study on the brand, the 
ICFAI Centre for Management Research 
said that France Telecom, the current 
global owner of the brand, made an of- 
fer to pick up a significant stake in 
Hutchison India, a proposal that was 
turned down and, subsequently, Hutch 


doing, a bit too started think- 
v^; much, even in HUTCH ing of a life be- 
* the 21st cen- yond Orange. 
," tury. The Or- I | [ | | Below is the 
ooy ange brand has S t e ture road map of 
switched own- the brand's 
ers so often, i. ) convoluted 
“that one could still Oral ge? history. m 
.; be excused for mo RADHIKA DHAWAN 





MPs and distributors improve Hands 
| awareness,” says Arpit Agarwal, head E 
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TATA TELESERVICES 


A change 
of guard likely 


NOTHER change of chair- 
Bs could follow Ratan 
Tata's decision to step 
down as chairman of Videsh San- 
char Nigam. Firdose Vandrevala 
might be replaced as the non-ex- 
ecutive chairman of Tata Teleser- 
vices, another group telecom firm. 
One name doing the rounds of 
Bombay House, the Tata group 
headquarters, as a likely replace- 
ment is that of Kishor Chaukar, 
managing director of Tata Indus- 
tries. Nobody in the company was 
available for an official comment. 
Tata Teleservices is also looking 
for a managing director. In the ab- 
sence of one, there are two people 


who have been involved in the 


company’s strategy and were re- 
sponsible for keeping the chair- 
man in the loop. One, of course, 
was Vandrevala. The other was 
Mukand Rajan, an executive offi- 
cer in the group chairman's office. 
Ratan Tata resigned last month 
as chairman of VSNL, to take a 
keener interest in the groups tele- 
com plans. 
RADHIKA DHAWAN 














(THAT'S 'GREATER RETURN ON INVESTMENT' IN SIMPLE ENGLISH.) 


What good is technology if it can't help simplify things and deliver an improved 
Return On Investment. Now you can streamline your processes, optimise your 
resources and improve integration with your suppliers, partners and customers 


with the Intel* Xeon™ Processor-based IBM eServer BladeCenter™ 








IBM eServer BladeCenter HS20 
64-bit Intel? Xeon” Processor 3.0 
1 MB L2 Cache/800 MHz 
Front Side Bus 


1GB PC3200 ECC DDR2 RAM 
2 Gigabit Ethernet Controllers 
3 year on-site warranty 








Rs. 1,35,135* 
IBM eServer BladeCenter HS40 





2 MB L3 Cache/400 MHz 
Front Side Bus 


1 GB PC2100 ECC DDR RAM 


4 Gigabit Ethernet Controller 
3 year on-site warranty 


Rs. 2,59,259* 











Posco chief Ku-Taek Lee: Tic-tac-toe? 


S the proposed 12 million tonnes 

per annum Posco steel plant in 
Orissa finally hitting home stretch? 

The sudden spurt in activity from 
both the government's and Poscos side 
seems to suggest so. High-ranking bu- 
reaucrats from Orissa, including chief 
secretary Subhash Pani, and a Posco 
team met finance minister P. Chidam- 
baram in Delhi last week. Meanwhile, 
Brazilian president Luiz I. Lula is sched- 
uled to visit South Korea in a month and 
Posco's proposed venture in Brazil with 





UNICHEM 


ICHE Generics, the UK arm 


Servier settles 
N of Mumbai-based drug- 
maker Unichem Laborato- 


ries, and French drugmaker Servier 
have settled a patent infringement 
lawsuit in an English court. As a re- 
sult of that settlement, Servier has 
dropped the lawsuit against Niche. 
The suit concerned Servier's block- 
buster hypertension drug Coversyl 
(generic name perindopril). Niche 
had jointly filed an application to 
sell generic or copycat perindopril 
with Hyderabad-based bulk drugs 
company Matrix Laboratories in 
Europe, including the UK. But even 
before the copy could get regula- 
tory approval in the UK, Servier 
sued. Few details are available 
about the case as all sides are 
bound by non-disclosure pacts. W 
GAURI KAMATH 





REUTERS 


POSCO 


Action time again? 


CVRD, the alternative to Orissa, is re- 
portedly on the agenda for discussion. 

While the finance ministry took an 
update on how far the negotiations have 
moved. It asked the company for a time- 
line for the project and bankable guar- 
antees on the investment. While the no- 
export clause is still firmly in place, a 
swap dealis likely to be worked out with 
the Korean steelmaker being allowed to 
exchange high-alumina iron ore from 
Orissa with low alumina ore, probably 
from Brazil, and blend it for its proposed 
blast furnace. The amount is still to be 
decided. What is still a crucial point un- 
der negotiation is the exact amount of 
investment Posco will bring in. Posco 
sources said it would be based on the 
technology. In this case, it would mean 
Finex, its proprietary technology, or the 
blast furnace route. 

In a related development, BHP Billi- 
ton, the Australian mining company as- 
sociated with Posco for its Orissa plans, 


HAT diamond shaped blue 

pill which holds out hope for 

men suffering from erectile 

dysfunction (ED) will soon be 
seen in the Indian market. No, we are 
not talking about the copycats that sell 
under various indicative names. This 
time it is the real thing. 

Pfizer, the company which is mar- 
keting the product, has decided to bring 
it to India at last. However, it is not 
known when it will be launched in the 


has confirmed that it will be part of the 
project once the MoU is signed. The 
principal MoU will be signed between 
the Orissa government and Posco after 
which the company is likely to sign a 
separate agreement with BHP-Billiton. 
Two other companies involved in 
agreements for the Orissa project are 
likely to be Itochu, one of the largest 
Japanese trading houses, and Donkuk, 
a steelmaker based in South Korea. 
Donkuk would play a part in utilising 
the offtake from the Orissa plant and 
using it for rerolling in Korea. Itochu is 
one of the largest traders of slab prod- 
ucts in the world, a likely finished prod- 
uct from Poscos Orissa plant. Interest- 
ingly, share prices of both BHP and 
Posco fell after news went out that BHP 
had pulled out, a move the mining com- 
pany denied, though part of the dip in 
price in BHP's case is being attributed to 
a drop in base metal prices. im 

PALLAVI ROY 





country. The total size of the market for 
sildanafil citrate, the Viagra drug, in In- 
dia is Rs 82.1 crore. 

The molecule sildenafil citrate was 
originally studied for angina pain in the 
UK when it was found to work positive- 
ly in men with ED. After research and 
studies, Viagra, the first-in-class mole- 
cule, was launched in the US in 1998 
with a $100-million advertising cam- 
paign. At present, it accounts for over $2 
billion in sales for Pfizer. Since it is a 
pre-1995 mole- 
cule, those sell- 
ing it in India 
now will not have 
to withdraw their 
products from 
the market. 





The name Vi- 








Wt | | Zydus-Cadila - 


agra is based on 
the idea of vitali- 
ty and vigour like 








the Niagra Falls. 





We would wait to 
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see what it does 
for Pfizer here. Bi 
GINA S. KRISHNAN 
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/ Japan, Germany and India, for per- 


. and four would be there on a rota- 


. statusin the UN. In other words, no 


NDIA'S hopes of sitting at the 
United Nations high table as a 
full member were dashed this 
week with the US and China 
virtually giving the thumbs down 
signal. Both Beijing and Washing- 
ton were unambiguous in their dis- 
approval ofa draft resolution circu- 
lated by four aspirants, Brazil, 





manent seats on the UN Security 
Council with full veto powers. 

The resolution calls for enlarg- 
ing the Security Council, from its 
present strength of 15 members to 
25, of which six would be perma- 
nent members with veto powers 


tional basis. 

The reaction from the US and 
China was swift and hard, both 
contending that the resolution 
would create discord in the com- 
munity of nations. The stance 
clearly suggests that the five per- 
manent members will fight tooth 
and nail to preserve their special 


veto powers to new members even 
ifthe Council were to be extended. 

India has been the most 
strident about getting the right to veto. 
External affairs minister Natwar Singh 
has already boxed New Delhi into a rigid 
position by repeatedly stating in Parlia- 
ment and outside that India will not 
accept a permanent seat in the Security 


- Council without the veto powers. 


To make matters worse, India has 


^; made a laughing stock of itself with 
. some flatfooted diplomacy with leaders 


of permanent member nations. Russian 





UN SECURITY COUNCIL MEMBERSHIP 





Chasing a 


pipe dream 





president Vladimir Putin, for instance, 
was put in an embarrassing position 
during his recent visit to New Delhi. 
Asked to give his views on the issue, he 
acknowledged the need to enlarge the 
Council in keeping with the changed in- 
ternational scenario, but candidly ruled 
out veto powers for new members. The 
next day, he had to eat his words after 
some heavy-handed pressure was ap- 
plied by his hosts. Putin kept the peace, 


but the incident left a sour taste in 
the mouth of the Russians. 

Then, during Chinese prime 
minister Wen Jiabaos5 recent visit, 
India jumped the gun by an- 
nouncing that Beijing supported 
India's entry into the Council with 
veto powers. Mindful of the impli- 
cations of this for Chinas strong 
opposition to Japans bid, the next 
day Wen refused to corroborate 
the statement. 

The harsh truth is that India 
stands isolated on its insistence on 
getting veto powers. The other 
three aspirants have communi- 
cated to New Delhi that they are 
willing to forgo the veto. Their ar- 
gument is to get in first and then 
mount pressure for full powers. 

Incidentally, there are indica- 
tions that New Delhi is deviating 
from the hardline. The draft reso- 
lution, which India also signed, 
concedes that the demand for veto 
powers should not stand in the 
way of expansion. 

The decision to enlarge the 
Council itself is fraught with dis- 
sensions. China has publicly op- 
posed Japan's bid. Italy has come 
out against Germany’s bid. Pakistan is 
against India joining the high table. And 
Africa is yet to decide which country the 
continent is going to vote for. 

So, now India can either put aside its 
hopes of getting the veto power and first 
concentrate on ensuring that the Secu- 
rity Council is enlarged, or lose out at 
first base because it’s too busy chasing 
an ephemeral dream. a 

ARATI R. JERATH 





_ Offbeat New rules, new avenues — 


e end of 2005, all listed com- 

Ys will have to appoint inde- 

pendent directors, according to 
the amended definition under Clause 
49 of Sebi's listing agreement. Esti- 
mates say that about 16,000 inde- 
pendent directors need to be ap- 
pointed. As firms sweat to find the 
people, Delhi-based Institute of Direc- 
tors (IOD), a body of company direc- 
tors, has sniffed an opportunity. 


It is offering a five-day course on 
Certified Corporate Directorship. So if 
you are a senior management em- 
ployee with more than five years of 
work experience and looking for a 
change, this could be your chance to 
be an independent director. 

The 10-module course, developed 
with World Council for Corporate Gov- 
ernance (WCCG), UK, will ground you 
in corporate social responsibility, Six 
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Sigma, strategic planning, balance 
scorecards, etc., for about Rs 35,000. 
The course is selling. Since the 

regulator extended the deadline from 
March to December, the number of 
registrations has doubled to about 35 
for the June 2005 batch. Going by the 
increasing demand, the business 
looks set to boom for corporate 
lawyers, senior auditors, head-hunters 
and independent bodies like Institute 
of Directors. E. 
RACHNA MONGA 
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ADVERTISING & MARKETING 


BW CHATS 


DIRECT Marketing (DM) is surely 
taking off in India. Companies are 
launching proprietary customer 
relationship management tools 
and global heads of DM arms are 
taking stock of the potential the 
Indian market holds. This is what 
brought Paul Davies (below), 
regional director (Asia-Pacific), 
and Tal Adams, chief strategy 
officer, of RMG Connect (Europe, 
Middle East and Africa), to Mumbai recently. RMG 
Connect is the DM arm of advertising major JWT. The 
duo shared their thoughts on the present and the future 
of DM with BW’s Pallavi Roy. Excerpts: 


On quantifying DM 


The simplest measurement is cost per response. You can 
narrow it down further to how these responses convert into 
new customers. Drill down further, and you get cost per 
every new customer. 

Unlike 15 years ago, direct communication also has an 
impact on brands. For instance, you take one group that 
has been exposed to the DM campaign and another that 
hasn't, and then compare the impact on the brand. 

Channel optimisation is an important aspect of mea- 
suring DM. The idea is to compare which channel is doing 
more to attract customers. 


On DM being ‘intrusive’ 

The only way to influence customers is through a relation- 
ship based on permission. The thing to remember is the 
most powerful element in DM is relevance. So finding the 
right target, a customer who is interested, is the key. 


On the stage of a brand’s life cycle DM works best in 








Branding a 
commodity 


T is time for a steely makeover. The 
decades-old stainless steel indus- 
M. try had been failing to keep pace 
l . with the changing aspirations of a 
globalised India. Upwardly mobile con- 
sumers were beginning to dump their 
sturdy steel household products for fragile and expensive 
bone china and glass. That's when steel hit back, with design. 
The industry associated with traditional kitchenware and 
home products, many of which are sold per kilo, took to so- 
phisticated brandingin India in 2000. This started with the in- 
troduction of matte finish, minimalistic steel products for the 
evolving urban consumer. 

First came Magppie, with designer steel for the home and 
office. It set up its Rs 5 -crore factory in 1994 near Sonepat to 
export designer products. Magppie is a classic old style man- 
ufacturer of household products. In 2000, when the designer 
products hit the Indian market, they created a stir and 
spawned competition within two years. The Rs 10,000-crore 
Jindal Steel saw it as an opportunity to reach high-end con- 
sumers. It came out with its artd'inox range through exclusive 
boutique stores (FCML, Tresorie, CSM) as well as chain stores 
like Ebony, Shoppers' Stop and Lifestyle. 
Today, it retails through 200 
stores in India. 

Both the companies 
have found a niche but 
appreciative market in the 
fastest growing segment 
among lifestyle products — 


















DM works well at all stages, some better than others. For ex- 
ample customer acquisition costs can be lowered if DM can 


work with advertising at this stage. These customers need 
to be nurtured. Here DM 
works better than mass me- 
dia as the message is more 
targeted and personal. 


On DM trends worldwide 
The real trend is the interac- 
tive space. Besides Internet, 
mobile phones and per- 
sonal video recorders are 
pushing DM. TheTiVO, 
which can record pro- 
grammes, has proved to be 
reallyhandyinthe US. W 





he CEO has just left and 

the COO has taken over. 
It was the surprise exit of 
Shishir Baijal that put Manoj 
Bhatia, 43, into the CEO's 
chair at INOX Leisure. The 
entertainment company 
from the Indian Oxygen 
Group got into multiplexes 
in 2001 on the advice of 
McKinsey and Co. Bhatias 
job is to continue ramping 
up the business from the 
current 25 screens to 100 in 
three years. That totals up to 
an investment of over Rs 250 
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crore. “The first task,” he 
says, “is to maintain what we 
have been doing.” 

For the future though, 
feels Bhatia, the Rs 60-crore 
INOX will need to think hard 
about the format. In cities 
like Mumbai, where it 
opened its five-screen multi- 
plex in the heart of the city 
last year, it bought the prop- 
erty. Ditto for Pune. But as 
INOX moves to smaller 


| towns like Vishakhapat- . 


tnam, so far unchartered ter- 
ritories for the multiplex 





home accessories. Says the artd'inox business head Sugata 
Bose: "We have broken even and grown 300 per cent in the 
last two years." The investment of Rs 6.5 crore in the factory 
has been recovered faster than expected. He refuses to share 
any more numbers, while Magppie has been impossible to 
contact. Both, however, are well-entrenched globally too. 

Magppie has a number of international designers be- 
sides an in-house design team. It has also set up its own of- 
fices in Denmark, New York and Italy. Similarly, artd'inox has 
signed on a Swedish design firm fora range of products for 
the European, US and the Indian markets. It has introduced 
combinations of steel and ceramic, steel and leather, steel 
and glass to its range to match Magppie's variety. 

Magppie has gone ahead by setting up its own design stu- 
dio, White Design, to reach global markets and has sold its 
designs to a German company called Le Crueset. Its design 
entry ofa bottle opener and paper knife was given recogni- 
tion by the prestigious Red Dot International Awards. 

For both Magppie and artd'inox, that are retailing under 
their own brands, clearly the edge has to come from design. 
The world is their oyster. " 
GINA S. KRISHNAN 








AROUND 
business, the same in many 


question of for- ways. “In ho- 
mat looms tels, the busi- 
large. So, for ex- ness is more 
ample, deci- sales-driven. 
sions on the n You have, say 
mixofscreen 2 500 clients and 
and cafeteria 5 you market to 
space, which 4 them. In mul- 
determine the tiplexes, 5,000 





profitability ofa multiplex, 
become even more crucial. 
Bhatia, who has been in 
the hotel industry for almost 
20 years, thinks the chal- 
lenges are different, yet, 


people could be coming in a 
day. Then there are vendors, 
so you are appealing to a far 
wider cross-section of peo- 
ple," he says. L3 
VANITA KOHLI-KHANDEKAR 


HE Rs 1,400-crore Star 

India is putting together 
a formidable back end for 
the relaunch of Kaun 
Banega Crorepati (KBC 2). 
The game show hosted by 
Amitabh Bachchan turned | 
around the fortunes of Star 
in 2000 and made it parent 
News Corporation's most 
profitable business in Asia. 
This time, the back end is 
what insiders call a “mini 
BPO operation”. When KBC 
2 launches on 5 August 
this year, BSNL would be 
geared to receive one 
million calls an hour from 
people wanting to get on to 
the show. Whopping as that _ 
sounds, remember that the 
last time complaints about 
getting through were very 
common. Ajay Vidyasagar, 
senior vice-president 
(marketing and 
communication) at Star 
India, agrees. For every one 
call that KBC 1 got, it 
missed 20. This time all it 
will take is a local call 
through a BSNL or MTNL 
land line. Star is also 
restricting ad inventory on 
KBC 2, there are only 85 
episodes against 300 
last time. Sponsorships 
are limited to eight and ad 
rates are 60 per cent 
higher than those for Star | 
Plus's prime time shows. 
Now wait to see if KBC 2 
can come out of the 
shadow of KBC 1. 


DTV's fourth brand, an 

infotainment news 
channel, will be launched in 
three months or so. The 
company, however, has 
been in the news for the 
resignation of managing ed- 
itor Rajdeep Sardesai. 
While almost every newspa- 
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| per and magazine is fo- 
_ cussing on Sardesai, most 


forget Sameer Manchanda, 
who left with him. He is, say 
insiders, the real loss. Man- 
chanda was the financial 

brain behind most of NDTV- 


| founder Prannoy Roy's 


moves — from the contract 
with Star News to the pri- 
vate equity deals to the IPO. 
His brother Sanjeev Man- 
chanda, incidentally, runs 


| Access Capital, a financial 


advisory firm that works 
with NDTV and Indian Ex- 
press, among others. Ap- 


| parently, Infosys founder 


and NDTV board member, 
N.R. Narayana Murthy has 
offered Roy help on the fi- 
nancial advice front for now. 





ETTER Interiors, Info- 
media's answer to 


| Inside Outside, is all right. 
_ It meets the basics of an 
interiors magazine, visually. 


The pieces are competent 
and the layout decent. The 


, Rs-50 monthly, however, 


does not have the depth or 
the passion for design and 
interiors that, say, Design 
Digest (now closed) had. 
Can we look forward to 
something better from 


| the long-delayed Outlook 
|. Homes? E 


VANITA KOHLI-KHANDEKAR 


depth 


A busy life at the top of the country's 
policy pyramid has not prevented 

, over the years, from 
writing prolifically and incisively 
about the issues facing the Indian 
economy. His new book, The Future 
of India: Politics, Economics and 
Governance, however, is quite unlike 
his earlier books. 

It is not about economic mana- 
gement alone. Jalan has taken a 
detailed and provocative look at 
areas as wide-ranging as coalition 
politics, the role of the civil service 
and the problem of corruption. This 
is a book about political economy. 

Jalan is well-placed to 
tackle such a complex set 
of issues. He has spent 
more than three decades 
in public life, retiring as 
the governor of the 
Reserve Bank of India 
(RBI) and is now a 
member of the Rajya 
Sabha. So, he has had a 
ringside view of the inner 
workings of the Indian 
government — both its 
achievements and its 
failings. 

If there is one fault to 
be found with this excel- 
lent book, it is that it fails 
to satisfy the journalist's 
hunger for gossip and 
anecdotes. Perhaps it 
could have been more 
autobiographical as well. 
Yet, Jalan, when asked 
about this, brushes aside 
the suggestion by saying 
that his life is too insig- 
nificant to be of interest 
to the wider public. 

Businessworld deputy 
editor 


V 


met Jalan 
one morning in early May, 
at his brother's elegant 
apartment at Kolkata. 
Excerpts from an hour- 


long interview, conducted over tea 
and biscuits. 


Dr Jalan, how has your experience as 
a parliamentarian been till now? 
Bi It has been mixed. One the one hand 
there is the satisfying feeling that the 
institution is a reflection of our nation's 
diversity. Outside, there are the cars 
with red lights and all the other para- 
phernalia of power. But inside Parlia- 
ment, you realise these are ordinary 
people like you and me. The issues 
they raise cut across the regional spec- 
trum and often touch the lives of the 
average citizen. 

But it is frustrating at the same 

time. The role of Parliament in policy- 
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making is shrinking. MPs don't have 
much say. They merely follow the party 
leader. Discussion is perfunctory. And 
small parties have power far beyond 
what is justified by their actual strength 
in Parliament. 


88 Is this the failure of parliamen- 
tarians or the parliamentary form of 
government? You mention Fareed 
Zakarias concept of illiberal democracy 


in your new book, though you also add | 


that the concept raises more questions 
than answers. 

W No, failure is too strong a word. I be- 
lieve in parliamentary- democracy. 
Nehru and the Constituent Assembly 
were IM in this respect. Neither do I 
believe that democracy 
has got out of hand in 
India. But we have to 
| evolveto a better work- 
| ingsystem. 

I have raised these 
issues in my new book, 
even though I don't 
have any final answers. 
Sometimes, it is impor- 
tant to raise the right 
questions. 


Bi So, would you say it is 
a failure of governance? 
W Over the past 10 


difference in the big 
things. Industrial lic- 


has been abolished and 
the power of the 
bureaucracy to harass 
companies has re- 
duced. But there has 
been very little progress 
in the small things that 
ordinary citizens are in- 
volved in — buying a 
house, paying stamp 
duty, getting a water 
connection. 





years, we have made a. 


ensing, for example, © 
| Bi In your recent writings on India’s eco- 
nomic growth, you mention not just the | 


Look at the way the number of 
agencies has multiplied. Do you know | 


| how many agencies would be involved 


in, say, setting up sports facilities 
for women students? There would be 
sports, social empowerment, land 
development, planning, finance, edu- 
cation... It’s a surprise if the girls get 
their sports facility at all! 


B Isn't a tenured civil service dcn of 
the problem? 

8 No, I wouldn't agree with you here. 

We don't need to move away from a 
tenured civil service. We need the 
IAS, the IFS and the other services. 
What we also need is a separation of 


powers between ministers and civil 


servants. Also, define the role of a civil 
servant. I cant understand why the tax 


inspector should be more important. 


than the taxpayer. 
Over the years, popular views on the 


future of India have swung from ex- 
_ treme pessimism to extreme optimism. 


We are now in the optimism phase. 
How justified is it? 

We made one jump in 1980, when 
the long-term growth rate increased 
from 3.5 per cent to 6 per cent. We have 
not beenable to make the second jump, 
to 8 per cent. 


B But is this second jump a feasible one? 
m Yes, it is feasible. There is wide- 
spread confidence in India's economic 
potential. 


need for further economic reforms but 


also the fact that India can benefit from 


new sources of comparative advantage? 
What do you mean by this? l 
© There are many changes here that 


have worked to India's advantage. We | 


traditionally believed that capital 


would be a constraint. It is no longer so 


because of increased mobility of capital 
across national borders. 


Interview with Bimal Jalan, Rajya Sabha member 


frustrating’ 
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! bereft of content. 


BI MAL JALAN 


Comparative advantage was once 
defined in terms of natural resources 
and labour. Now, skills are important. 
And distance, too, is less of a barrier be- 
cause of falling transport costs. 

Thats what I mean when I talk 
about new sources of comparative 
advantage. 


8i Economic reform has often been 
blocked by what you call distributional 
coalitions. What is the way out? 

W When employees go on strike against _ 
changes in labour laws, few realise that 
these are privileged workers. Only those 
who have jobs can go on strike, It is the 
millions who are without jobs who 


need real help. 


Or take the issue of user charges. 
People protest against reform because 
they do not want to pay their electricity 
bills. These are the sectional interests 
who are blocking reform. | 

You asked me what is the way out of 
this. It is the job of leaders to sort out 
these issues. The main point is that we 
should not give too much importance 
to the fact of people protesting. 


E You say in your book: "It is amazing 
how much of the economic and political 


_ debate on future strategy is still condi- 


tioned by the colonial legacy." 

H The economic strategy designed 
just after Independence was natur- 
ally influenced by the national move- 


| ments swadeshi ideology and the 


long fight against exploitation. All 
this led to the first policies that made 
us an inward-looking economy with 
high tariffs. 

The problem is that even today, in 
2005, the same issues seem to be crop- 
ping up. Should we allow imports? 
Foreign investment? The debate is still 
being fought in terms of issues that are 


| more than 50 years old. 


Anyway, I dislike the general de- 
bates on globalisation. We need a nu- 
anced approach. Take privatisation. I 
am not in favour of selling ONGC and 
OIL, but would definitely support the 
sale of a company like Jessop. We 
should consider which privatisation 
would, for example, make a difference 
in terms of poverty reduction and job 
creation. Instead, we have these 
general, heated debates which are often 
B 
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. electoral mandates in favour of the | nant 
| rst three general ` 9 
elections after Independence. How- | surprising 
ever, after one of the worst droughts ic sectariar 
in 1965, it was becoming increas-. 





. Congress during! thef 


ingly clear that India's development 
strategy and economic policies were 
not yielding the results and bene- 


fits claimed for them. While the el- | 
ectoral rhetoric still proclaimed the | 
. supreme importance of anti-poverty | 


programmes and self-reliance, the 
economic record of the government 
in achieving these objectives became 
less and less important over time. 
Against this background, a ques- 
tion that needs to be explored fur- 
ther is: if the economy ceased to be 
' a unifying political force among the 
national electorate after 1965, was 


there any other national issue of 


equal importance which could have 
played a similar role in determin- 
ing electoral outcomes? Two other 
national issues of abiding concern to 
all citizens of a country are, of course, 
foreign policy and defence. If some- 
thing extraordinary happens in 


these areas, then naturally the gover- — 


nment in office is likely to be affec- 
ted, favourably or adversely, during 
the elections. For example, the Con- 
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This explains the increasing impor- 
tance of regional parties and the 


reason why the electoral verdict has - 


become more divisive and fractured 


across the country. Ithas also changed 


the shape of the electoral agenda and 


the role of political parties and their 


leaders during elections. 
Sectarian and local issues, when 
seen in the national context, natur- 


An excerpt from The Future Of 
India: Poltics, Economics and 
Governance, printed with | 
permission fom the Epub tum 7 
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have begun to splays an increasing role | and: 
in determining electoral outcomes. 
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At the Centré, with the emergence . 
of coalition governments of various - 
shades with marked differences in 
ideologies and regional affiliations, 
accountability for actual: perform- 


ance has also tended to be weak, The 


expectation of a short tenure has 
added to the insensitivity of ministers . 
to the long term impact of the policies 


` espoused by them. Fiscal account- 


urther and fur- 





ther removed, as a failure on the 
fiscal front can always be attributed 
to the actions of the previous gov- 
ernment or to the unavoidable com- 
pulsions of coalition politics.. Big . 
promises for poverty alleviation or 


. employment. generation are. made, 
but it is expected that a new govern- 


ment would have taken office by 
the time the actual results of these 
policies become evident. In addition 


to political apathy and lack of ac- 


countability for economic perfor- 
mance, there is the growing ineff- 
ectiveness of most institutions — 
courts, bureaucracies and police... 88 
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A big push is on to reform Indias 
agricultural sector and the way 
farms and markets are 
connected. 







AWAHARLAL Nehru had once described agriculture 
as “India’s greatest living industry’. Yet, 60 years after 
Independence, the country is slowly coming to grips 
with the effects of having neglected agriculture all 
these years. Addressing a recent seminar on agricul- 
ture, Prime Minister Manmohan Singh said the situation 
was alarming. The Tenth Five-Year Plan (2002-07) had as- 
sumed that Indian agricultural production would grow by 
4 per cent every year. "But the reality is that in the first three 
years of the Plan, we have not been able to ensure even 1.5 
per cent rate of growth," he said. 

As Singh and his top team see it, if India has to grow by 
7-8 per cent every year, agriculture has to grow faster. After 
all, despite all the industrial development and Indias hi- 

tech image, the economy remains overwhelmingly agrarian. Unlike the 

| West, where agriculture provides just 3 per cent of the jobs, two out of 

| three Indians earn their livelihood directly or indirectly from agriculture. 
) e The situation on the ground is alarming. Around 10 per cent of India's 
"! farming households are landless. Another 67 per cent own less than one 
hectare of land each. Eleven per cent have 1-2 hectares of land. Yields 
have been stagnant. Irrigation facilities remain inadequate. Mechanisa- 
tion is low. So is the use of farm inputs. 

Fixing all this is not easy. But in the last one year, Manmohan Singhs 
government has put comprehensive reform of Indian agriculture on top 
of its agenda. Managing such a systemic change on such a huge scale is 
daunting. Especially when agriculture is a state subject. 

The changes are far too many and far too complex to be addressed in 
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one go. 5o in the pages that follow, we have picked out a few issues and at- 
tempted to understand what is being done. 

One big factor hobbling Indian farmers is the 7,000-strong mandi sys- 
tem — the large agricultural produce markets that have aggregated and 
dispatched grains, fruits, vegetables and the rest from farms to towns for 
ages now. A big effort is on to develop an alternative mechanism that will 
connect farmers more efficiently to mar- 
Ww kets. Competition, it is hoped, will disci- 
Le. pline the old mandi system and also give 

farmers their due share. 

But mere efficiency won't help. Today, 

most Indian farmers don’t think enough 
mots about what the market wants before they 
choose their crop. The government is, 
therefore, trying to also bring in anew 
market orientation. Its new National Horti- 
culture Mission — and its focus on high- 
value agriculture — is part of this drive. 
Opening up foreign direct investment in 
retail could also allow big retailers to deal 
directly with the farms. 

All these big shifts require huge invest- 
ments in building hard and soft infrastruc- 
ture — something that the government 
alone is in no position to bear. The Prime 
Minister has already talked about replac- 
ing publicly funded R&D in agriculture and rural infrastructure with a 
new private participation model. But the private sector will not step in till 
the larger environment itself is conducive for it to function smoothly. That 
is why a more favourable environment is being created — largely through 
an overhaul of several antiquated laws. 

Today, there is renewed optimism among private sector firms. In the 
next two to three years, most people reckon a lot of these changes will be- 
gin to fall into place. And it could once again kick-start a new cycle of in- 
vestment and growth in "India's greatest living industry”. 

But first, let us get a clearer sense of what's changing— andwhy  W | 
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Middlemen have been 
the bane of the Indian 
farmer. Now, he is going 
to have more choices. 


x. Kharak Singh 
Mehra grows 
hybrid cabbage: 
on his 2.5 acres 
in Niglat, near 
Nainital. RU e| LE 


traders, he com- 
plains, delay 

aM payments and 
never tell him 
the.right prices 
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HE next time you sit down for 
dinner, take a look at what is 
on your plate. There will pro- 
bably be some rice or rotis, 
dal, a couple of vegetables, 
curd, paneer or a meat dish. 





There might even be some 


fruits. Even a couple of decades ago, the 
plate would have looked different. Indi- 


ans today are eating less cereals, and | 


more vegetables, fruits, meat, eggs, fish 
and milk (See "What's On Your Plate...’). 
New food habits are one of the many 
factors forcing dramatic changes across 
the Indian agricultural landscape. 





Photographs: DILEEP PRAKASH 


Some of the changes would have 
certainly caught your eye. Every once in 
a while, the newspapers have carried 
stray bits of news, announcing the re- 
cast of important laws governing the 
sector, the rise in commodities trading 
volumes, the setting up of new ware- 
houses, and the growing share of organ- 
ised food retail. What is the reason for 
these changes? How do they add up? 

Interestingly, unlike during the 
Green Revolution, the government 
won't be the main driver of the change. 
says Nachiket Mor, executive director, 
ICICI Bank: "There is no master plan 
shaping all the work being done in this 
area." Instead, government will be the 
enabler and the catalyst. And a motley 
group of private companies, coopera- 
tives, NGOs and farmers will learn to 
work together for their own self-interest 
to gradually revamp Indian agriculture. 


What Is Changing? 


Two years ago ICICI deputed PH. 
Ravikumar to set up the National Com- 
modity and Derivatives Exchange 
(NCDEX). The Indian farmer, he says, 
carries a huge load of risk on his shoul- 
ders. He plants his crops not knowing 
what the harvest will be like, or how 
much it will fetch in the market. Many 
things can go wrong between sowing 
and harvesting. His is a nervous exis- 
tence, at best. 

A large white server hums a floor be- 
low Ravikumar’s office in Mumbai's Ba- 
ndra-Kurla Complex. About the size of a 
refrigerator, it is the heart of his com- 
pany. It is connected to 6,000 trading 


terminals in 400 Indian towns. Today, 36 | 


commodities — 33 of them agricultural 
— are traded every day in this exchange. 
That translates into a daily turnover of 





Will group farmers 





Will buy directly 
from farmers 
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around Rs 2,300 crore. 

So far, most of this turnover comes 
from companies and speculators. The 
companies want to hedge what they 
buy. Day traders and speculators bet on 
how much a commodity like wheat 
might cost three months later. They look 
at the spot price, the cost of warehous- 
ing the produce, followed by cost of the 
capital, and accordingly trade on fu- 
tures of these products. 

In the long run, that server below 
Ravikumars office will cut farmers’ risk. 
The first thing it will do is improve the 
way farmers decide what to grow, says 
Ravikumar. Now, they decide that on the 
basis of last year’s prices. If a particular 
crop gets good prices one year, every- 
one sows it the next year. The result: at 
harvest time, there is a glut in the market 
and prices crash. 

Commodity futures serve as a better 
barometer for consumer demand when 
sowing time comes. Here is how it will 
work. Let us say that the mandi offers 
the farmer Rs 650 for a quintal of wheat, 
while the exchange suggests that prices 
will climb to 750 in three months. The 
farmer decides to wait. To hedge his risk, 
he picks up a future, committing to sell 
at this price three months down the line. 
Right now, however, there aren't many 
farmers looking at the exchanges. Says 
Madan Sabnavis, chief economist of 
NCDEX: "The actual presence of the 
farmers (in the exchange) is very low. We 
only have a few large farmers." 

Some months ago, NCDEX ran a 
small experiment with the cotton farm- 
ers of Gujarat. It told them about the 
benefits of hedging forward. The farm- 
ers were not interested. "What if prices 
rise?" they had asked. The answer to 
their question lies in options. 
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This is howit works. In the earlier ex- 
ample, the farmer picks up an option on 
the future he holds. Three months later, 
if prices in the mandi are still at Rs 650, 
he will sell. On the other hand, if spot 
prices move up to Rs 850, he can decide 
not to go ahead with the sale, pay his 
disappointed buyer a small penalty, and 
take his stock to the mandi. 

In fact, that is how the exchanges will 
fix the mandis; not by competing for 
procurement, but by helping farmers 
time their visits to the mandi better. In 
the meantime, as A. Hari Prasad, man- 
aging director and CEO of National Col- 
lateral Management Services (NCMSL), 
says, futures and options will keep the 
farmer safe if prices drop suddenly. The 
futures lock him into a price — ensuring 
his safety even if the market tanks. The 
options leave him free to gain if prices 
surge elsewhere. 

Right now, says Sabnavis, 
NCDEX is holding seminars 
for traders in large towns, and 
telling its brokers in smaller 
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are 10,000-odd information kiosks in 
the country. “Even if each of them 
reaches out to five villages each, that is 
50,000 villages. But India has over 
600,000 villages. Even if we ignore the 
very small villages, we will still be left 
with about 4 lakh villages. The kiosk in- 
frastructure will have to increase eight 
to nine times to give an adequate 
reach,” he says. 

Also, before anything can be traded, 
it has to be graded and valued. But there 
is no grading infrastructure in the coun- 
try. “For screen-based trading to work, 
we cannot have independent assess- 
ments of quality. We need standardised 
quality parameters," says C.H. Han- 
umantha Rao, the chairman of Hyder- 
abad's Centre for Economic and Social 
Studies. Mandis follow a very subjective 
practice. The auctioneer will just look at 
a handful of grain from every farmer's 


Plans B, C and 





harvest, and set a base price. 

Another issue is the cost of 
warehousing. Farmers often 
need the money from their har- 
vests immediately to finance 
their next crop. 

Cut to Hardoi, a small town 
in central Uttar Pradesh. This is 
wheat country. Here, Gyanesh 
Guptaji is busy solving both 
those problems. He works for 
NCMSL. The company, an off- 
shoot of NCDEX, is setting up 
warehouses across India. Gup- 
taji says these will be “open to 
any farmer who wants to hold 
his produce after the harvest 
instead of selling it immedi- 
ately. Prices always fall just after 
the harvest. He can sell when 
prices improve’. 

When the produce arrives 
at the warehouse, it will be 
graded into one of three cate- 
gories: premium, standard or 
discounted. All the details are 
captured in an account that 
can be traded. 

Ifa farmer needs money ur- 
gently, he says, the company 
can give as much as 75 per cent 
of the value of the crop as a 
loan. The stock lying graded, 
packed and valued in 
the warehouse will 
easily serve as the col- 
lateral. Right now, he 





towns to do the same. Yet there 
are more barriers. For exam- 
ple, people who want to trade 
have to pay Rs 30 lakh to be- 
come members of the exch- 
ange. Small farmers cannot 
afford that. They will have to 
become clients of existing 
members. Also the minimum 
trade has to be 10 tonnes. To fix 
both problems, NCDEX is try- 
ing to reach out through coop- 
eratives, banks and NGOs. 
“We need someone who can 
aggregate, and explain the fi- 
ner details like margining,” 
says Sabnavis. 

Awareness is not the only 
hurdle. According to Mor, the 
core question is reach. How 
does one get the prices across 
to Indian farmers? Today, there 



























O we need alternatives to agri-businesses? 
They will invest in areas where returns are 
highest. This is an economic rule that governs 
all companies. For example, Pepsi buys grain from 
Punjab, Haryana and Madhya Pradesh; but not 
from Uttar Pradesh. Due to the land holdings, its 
transaction costs would shoot up. But the result of 
that is skewed development. Then, cartels can form 
as readily among agri-businesses as in mandis — all 
you need for cartels to form is great buyer clout. 
One options is cooperatives. They will boost the 
bargaining clout of farmers. In areas where the 
private sector hasn't entered, they can market the 
produce. But so far, few cooperatives have really 
worked. Also, can they compete with a private 
sector enterprise? The latter will have deeper 
pockets and, perhaps, be more efficient as well. 
Another way, says Pravesh Sharma of the World 
Food Programme, would be to get a government 
body to aggregate farmers, and then represent 
them before private companies. 
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says, the company can make 
this payment in a weeks time. 
But over time, as the banks 
and other parts of the jigsaw 
fall into place, farmers will get 
their money immediately. 
Today, NCMSL has about 
100 warehouses across the 
country. It is planning to scale 
that up to a 1,000 by 2007. In 
another two years Ravikumar 
says: “There will be an 
NCDEX-accredited ware- 
house after every 40 km." Gup- 
taji himselfis in charge of Uttar 
Pradesh. He tours the state, 
talks to warehouse owners 
and persuades them to sign up 
with NCMSL. So far, he has se- 
lected five warehouses in 
Hardoi and its neighbouring 
districts of Shandila, Shahja- 


hanpur and Kanpur, and sent the appli- 
cations to the head office in Mumbai. 
Nothing like this has ever been done 
before, says Guptaji. But he is sure farm- 
ers will come because they are dissatis- 
fied with the trade. The argument that 
farmers should hold their produce till 
prices improve is intuitive. Such deriva- 


tives have existed in the traditional | 


channel as well. A large trader might 


agree in advance to buy from smaller | 


ones. The minimum support price is 
nothing but an option. 


A Collaborative Approach 


Radha Singh, secretary, department of | 


agriculture and cooperation in the min- 
istry of agriculture, has a tough job on 
her hands. She runs the department at a 
time when the consensus in the govern- 
mentis veering to the view that the pub- 
lic sector cannot manage Indian agri- 
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AGRICULTURE 


Bhawan Singh, 
from Bhowali in 
Uttaranchal, 
grows vegeta- ` 
bles, fruits and 
flowers. on his 
five acres. The 
challenge is to 
get more farm- 
ers to make 
the shift to 
horticulture 


culture on its own. 
Hints of how that will pan out can be 
seen in the National Horticulture 





Mission that her ministry set up last | 


year. India, she says, grows about 146 
million-150 million tonnes offruits, veg- 


etables, flowers, nuts and spices. The | 


government wants to raise that to 360 
million tonnes by 2011. 

This is an opportunity for the poor- 
est farmers. Says the father of India's 
green revolution, M.S. Swaminathan: 
“High value agriculture is deeply impor- 


tant if you want to make any kind of | 


meaningful dent on the poverty num- 
bers of India." That shift will not happen 
unless the linkages between farms and 
markets are in place. 

So far, the onus for creating these 
linkages has rested with a Gurgaon- 
headquartered institution called the 
National Horticulture Board. 
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It has an awful track record. In the 
last five years, it has managed to help 
(with a 20 per cent subsidy) 2,997 farm- 
ers who wanted to move to horticulture. 
Remember, India has 110 million farm- 
ers. Then, in the last six years, the mis- 
sion has supported (with a 25 per cent 
subsidy) 1,354 cold storages. And has 
spent all of Rs 11.91 crore on 1,200 train- 
ing and development projects. 

50 far, says Swaminathan, none of 
the government's agriculture missions 
have fared well. While these are sup- 
posed to look at the entire chain from 
seeds to the market, they always inter- 
pret their role much more narrowly. 
Even the present NHB, he says, is more 
subsidy- than quality-oriented. 

The government itself is disap- 
pointed with the NHB, says Singh. She 
plans to convert it into a technical sup- 
port unit that will evaluate states' pro- 
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posals on horticulture, and so on. 

From now on, the push to horticul- 
ture will come from many directions. 
The government has started using local 
NGOs to ready farmers for horticulture. 
Capacity building is essential, says 
Swaminathan. When Korea was moving 
into high value agriculture, he says, it set 
up farmer schools and methodically 
trained half a million farmers every year. 


This support system had been in | 
| from the private sector. We can make 


place during the Green Revolution. 
Back then, the government gave price 
incentives to farmers. That gave them 
social security, and the confidence to 


take a chance. As the Prime Minister | 


said in a speech this year: "There is a 
problem as the move from a subsistence 
economy to an economy which uses 
more of commercial inputs and is de- 
pendent on selling its output in the mar- 
ket, risks are bound to increase. 

Says Pravesh Sharma, a special se- 
nior adviser for the World Food Pro- 
gramme: “Backin the 1970s, after realis- 
ing that Maharashtra's small holdings 
meant it could not become a cereal-pro- 
ducing state, Sharad Pawar pushed it 
into horticulture." He covered all farm- 
ers switching to horticulture under the 
state's employment guarantee scheme. 
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Wheat brought in 
by farmers gets; 
graded at the ITC 
hub in Hardoi, UP. 
Standarised 
grading is an 
area that needs 
attention if trad- 
ing is to take off 
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Replicating that across the country | 


will call for huge investments. As will the 
investments in the supply chain, which 
will be needed to transport the fruits 


| and vegetables swiftly to the market. 


This time, the government will not 
make those investments. Too much 
money is needed, says Singh. The gov- 
ernment's budgets will just be a drop in 
the ocean. Instead, she says: "I would 
like to see all the investments coming 


catalytic investments, at best." 


The Tide That Lifts All Boats 
That is easier said that done. The first lot 


of companies that entered the Indian | 
agricultural scene got badly singed. Take | 


Satnam Overseas. Some years ago, the 
export house tried to buy basmati rice 
directly from farmers. In the first year, it 


| offered Rs 1,350 for every quintal. Un- 


fortunately grain prices stayed low, 
opening at Rs 1,150 and never moving 
above Rs 1,250. Satnam ended up over- 
paying. When it tried again, says Sanjiva 
Rishi, general manager (brand and mar- 
ket development), it tried to mimic 
mandi prices by offering farmers the 
previous day's closing price. But that 


year, prices were climbing fast, and the | 
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farmers refused to honour their con- 
tract. The company could not buy even 
1 per cent of what it had hoped to. 

All companies that entered Indian 
agriculture have horror tales to tell — of 
facing a competition that paid no taxes, 
of farmers who tore up contracts, of 
working under a policy that appeared to 
penalise large players, a market that was 
not willing to pay a large premium for 
quality. The Essential Commodities Act 
forbade companies from carting pro- 
duce from one state to another. Thanks 
to the Agricultural Produce Marketing 
Committee (APMC) Act, farmers could 
sell only at the mandis. The Food Adul- 
teration Act had banned entire cate- 
gories of products, like blended rice. 

“When India was suffering from 
food scarcity, it made sense to ensure 
that people wouldn't build storage facili- 
ties that might lead to hoarding,” says Vi- 
jay Sardana of Centre for International 
Trade in Agriculture and Agro-based In- 
dustries. But now, these regulations 
make no sense. They just prevent the 
creation of a level playing field for com- 
panies. Admits Singh: “After the mid- 
1980s, the context for agriculture should 
have changed. But nothing was done.” 

Since the beginning of this decade, 
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the government has been taking a re- 
look at a number of laws in this seg- 


E able. One, they can enter into contracts 
E with companies. The draft has mooted 
| the appointment ofa local arbitrator to 
B decide on any disputes between a com- 
| panyand the farmer. Then, it has sug- 
B gested anew route — direct marketing. 
T Farmers can sell directly from their 
B farms, butafter the harvest. This is a dis- 
| tinction that has been lost on compa- 
B nies so far. Contract farming, as the Sat- 
E | nam Overseas experiment shows, 
E doesn't work very well for crops where 
prices can see-saw wildly. 
~ Then, a new Integrated Food Law, 
_ which will allow a new range of prod- 
E. ucts, has been placed before the Cabi- 
B net. Says Sardana: "Companies had 
| been lobbying for this ever since the 
E | post-WTO imports began entering In- 
B dia." The Centre has also rethought the 
E | ColdStorageActand the Essential Com- 
B moditiesAct, which now lets companies 
E move farm produce across states. The 
B Contract Regulation Act, 1952, has been 
| overhauled toallow options. But itis un- 
| clear whether the stock or forward mar- 
| ketregulators should regulate options. 
oe Having said that, the mandis are for- 
| midable competition. Creaky or not, 
| they do control agricultural trade in the 
| country. They enjoy enormous clout. 
| Try this, so far, only Karnataka and Ma- 
| harashtra have ratified the new APMC 
| Act. The rest, dependant on their mandi 
| cesses, are dragging their feet. For its 
S part, the Centre has borrowed a lesson 
S from the World Bank and is linking fu- 
| ture aid to agriculture reform. Similarly, 
| the Integrated Food Law is shuttling 
| between ministries. — 

The big impetus could also come 
from organised retail. In the West, sup- 
| ply chains were modernised after the 

| food retailers grew up — they consoli- 
| dated orders and brought in scale. To- 
B day, in India, food retail is slowly starting 

E to scale up. The process should speed 

= upeven more once FDI is allowed in re- 
| tail. Itwillalso accelerate the movement 
E towards quality. "The promotion of 
B quality is something that the private 
| sector has to drive. But for that, you 
| need large buyers, so that the industry 
| sees the point in grading its stuff be- 


ment. Take the draft APMC Act. It frees — 
farmers from having to sell only through | 
the mandis. There are two options avail- _ 





. The missing piece: 


. small farmer - 


HE piece diat: seems to be: 


What about the small farmers | 


| who constitute 78 per cent of 


Indias. farmers? 


i Take Shiv Prasad, who owns2 | | 
| bighasoflandinLalbalpur near . | 


Hardoi in Uttar Pradesh. When - 
BW met him, he and his family 


— wifeandtwosmallkids— . i 


were harvesting their wheat. The 


the end, unseasonal rains 
resulted in a sudden cooling. The 
grains are smaller. 

Last year he had got eight 
bags of wheat from the land. This 


| year, itwill fill just five sacks. “It 


might just last us till the next 
harvest, ” he said. “But it will be 
close for the last month or two." 
The government is betting on 


horticulture to help such 


farmers. Its logic: a farmer who: 
switches to & growing a vegetable 
or a fruit will earn more. But 
small farmers are hesitant to - 
make the shift. If anything goes 


] wrong, they fear, they will not 4 
| even have anything to eat. Most 
| askforallied businesses in dairy 


or poultry i instead. 
“The big question in all this i is 


| what happens to the smalland . | 
| medium farmers,” says Nachiket E 
| Mor, executive director, ICICI 

|! Bank “Organisations like SEWA 

| and Amul have successfully 


aggregated large groups of 
producers. However, such 
movements and mechanisms are 
not present everywhere. We 
would need to fill those gaps." 
Earlier attempts like 

the small farmer agri-business 
consortiums have also not 


gone anywhere. It's a worry. 
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missing from all the actionin | 
| B the agricultural sector, so far, | 
| isthe small farmer.Allthe work — | 
| that is currently being done will - 
| help only those farmers who- 
have a marketable surplus. 


: | . general : managet, ICICI Bank 
|  sametime, we will see the rise ofnew in- 






cause there is demand for it,” says 


^. NCMSLs Prasad. When that happens, 
- . thebigquestioni is: will there be enough 
TN farmers whocansupply? . 


Cut to. Jayant. Bansal at Ambala. He 


p ‘works for an. NGO called. Rashtriya 
| Kisan Sangathan. Over the past few 
months, it has. pulled 1,500 farmers to- 
| gether into a local cooperative, In-the 

| long run, it wants to help them migrate 


from staples towards high-value crops. 


E . Itis now training them i in horticulture. 
"This, however, is not atransition that the 


farmers are eager to make. 
They are baulking at the » thodght of z 
getting into higher-value agriculture 


unless the NGO can undertake selling 


what they grow. So Bansal and his team 
are getting into unfamiliar waters. They 
are trying to find buyers. He has been 


| talkingto corporations like Pepsi, which 
harvest has not been good. Ithad | now wants the NGO to grow and 


| been shaping up well but, right at - l | 


process tomatoes. 

This is a win-win. The farmers need 
a buyer. Pepsi cannot talk directly to 
1,500 farmers; the transaction costs will 
be too high. Then, the farmers might 
ignore the deal the moment prices go 
up. But they cannot do. that with the 
NGO, as they are dependent on it for in- 
put loans, future deals, and so on. 

The stage has beenset. Most of these 
changes should bring about alevel play- 


ing field — for the farmers and the pri- 
vate sector — over the next 2-3 years. 


The possibilities are immense. The ex- 


changes will bring about a convergence 


in prices as the traders learn that if they 


quote toolowa price, farmers will calcu- 


late their prices backwards from the fu- 
tures, subtract the cost of warehousing, 
and then decide to sell orhold. » 

As the agricultural supply chai gets 
restructured, the traditional intermedi- - 





3 aries will have to change. their roles, 
2 comments! Brahmanand Hegde, deputy 


. At the 





termediaries — the warehouses and the 
exchanges are just that. A whole array of 
agriculture-based companies are miss- 
ing in India today. We will see new com- 
panies come up =~ in trading, food pro- 
cessing, commodity warehousing, 


| grading, logistics and retail. 


So, wait and watch. | [- 
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ANUP JAYARAM 


HE stage seems set 
for another big 
battle in the coun- 
trys mobile tele- 
phony market. In 
the fray are the 
GSM-based (Global System 
for Mobile) cellular services 
and the CDMA (Code Divi- 
sion Multiple Access) ser- 
vice providers. It all began 


Authority of India (Trai) talk- 
ing of bringing out its recom- 
mendations on spectrum- 
related issues in December 
2004. Six months later, its 
142-page recommendations 
are finally out. And the GSM 
and CDMA lobbies have 
started to raise the pitch. 
Last time, the two-year 
court battle between the two sides 
ended with the introduction of CDMA- 
based mobile services. This time round, 
the stakes are much bigger. That is be- 
cause, in the interregnum, the mobile 
subscriber base has shot up from a mere 


ANAND SINHA 
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with the Telecom Regulatory IX 


15.5 million in May 2003 to 53 million | 


now. That is where having adequate 
spectrum is critical. It can make or break 
the launch of 3G (third generation) ser- 
vices in the country. With 3G, operators 
can offer a bouquet of services like video 
streaming, mobile television, video call- 
ing and visual radio to subscribers. 
At first sight, the recommendations 
look quite equitable. There is no one- 
time spectrum charge for existing oper- 
ators. Trai has reduced the ceiling on an- 
nual spectrum charges from the current 
6 per cent to 4 per cent of annual gross 
revenues. It has also suggested a dra- 
matic hike in spectrum allocations — 20 
MHz for GSM and 14 MHz for CDMA 
operators. That will put spectrum avail- 
ability in India in line with global norms. 
It is far higher than what the GSM oper- 
ators (6.2 MHz-10 Mhz) and the CDMA 
operators (2.5 Mhz-5 Mhz) currently 
have. Trai chairman Pradip Baijal points 
out that in 1995, no one thought that the 
sector would grow so fast. Today, with 
adequate spectrum, one can envisage a 
200-million mobile subscriber base. 
Why is spectrum so critical today? 
Spectrum is all the more important now 


DILEEP PRAKASH 


d 


ZC 


e 


because telecom companies are look- 
ing to launch 3G services. But as com- 
munications minister Dayanidhi Maran 
points out, what we need is to ensure 
that people in rural areas get access to 
basic mobile communications. 


The problems start with some ofthe | 


Trai recommendations. It has suggested 
providing additional spectrum to 
CDMA operators in the 800 MHz band 
within a month of the recommenda- 
tions being approved. However, the 
spectrum in the 1800 MHz band will 
beavailableto GSM operators in a time- 
bound manner, not later than Decem- 
ber 2006. Currently, CDMA networks 
are in no way congested. The Trai paper 


itself mentions that out of the 20 | 
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Fight for 
frequencies 


p 


/^ Thé wratigling over 
spectrüm can stunt 
India's telecom erowth 





networks that need additional spec- 
trum immediately, 18 belong to GSM 
operators. CDMA operator Reliance 
Infocomm needs extra spectrum only 
in Uttar Pradesh (west) and Madhya 
Pradesh. However, the 900 MHz band 
(used by GSM operators) is already 
packed, while the 1800 MHz band is 
also crowded. 

Says T.V. Ramachandran, director 
general, Cellular Operators Association 
of India (COAD: “ The additional spec- 
trum will allow CDMA operators to roll 
out 3G services. They will have a first- 
mover advantage.” However, S.C. 
Khanna, secretary general, Association 
of Unified Service Providers of India 
(Auspi), argues that the advantage does 
not exist since there is no equipment in 
CDMA that is compatible with both the 
800 MHz and the IMT 2000 bands. 

But congestion of networks is lim- 
ited to just 30-odd cities. The other issue 
is that the area under mobile networks 
cover only 20 per cent of the popula- 
tion, as opposed to the 77 per cent 
global average. 

Does that warrant immediate dis- 
bursal of additional spectrum? Not re- 
ally, considering that all along, CDMA 
operators have been tom-tomming the 
spectral efficiency of its technology. In 
“Today we can envisage a 200-million 


mobile subscription base," says Pradip 
Baijal, chairman, Trai 





fact, as part of the written submissions 
by the then Association of Basic Tele- 
com Operators (ABT) before the 
Telecom Disputes Settlement Appellate 
Tribunal (TDSAT), it provided a presen- 
tation by Qualcomm (which first devel- 
oped CDMA as a proprietary technol- 
ogy) comparing CDMA and GSM. It 
said: "Even though a conservative 
guardband was used for CDMA and no 
guardband was used for GSM, the ca- 
pacity of CDMA is still much greater. For 
a high-mobility application in a 10 MHz 
spectrum allocation, the capacity of 
CDMAis4.8 times the capacity of GSM.” 
Baijal, however, argues that CDMA is 
efficient where usage is low. When the 
usage intensity increases, both GSM 
and CDMA are equally efficient or inef- 
ficient — something that no one men- 
tioned while talking of spectral effi- 





ciency all these years. 

The recommendation for setting up 
a group of ministers to draw up a step- 
by-step programme to identify alterna- 
tive bands has been trashed. Says 
Maran: "Sometimes Trai has a tendency 
to go beyond its terms of reference." 
Baijal refuses to respond to that. 

The one issue that seems to have 
been buried is the allocation of the 1900 
US PCS band to CDMA operators. If al- 
located to CDMA operators, it would ef- 
fectively kill the 2G and 3G services of 
GSM operators. With defence authori- 
ties categorically refusing to vacate the 
spectrum, it is a victory for GSM opera- 
tors. So, Trai has suggested that GSM 
and CDMA players share the IMT 2000 
band for 3G services. But CDMA players 
contend that globally its services are 
provided in the 800 MHz and 1900 MHz 


Bones of contention 


T.V. Ramachandran, COAI 
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. CDMA operators | The problem lies in 
to CDMA players . always argue that their high-usage areas. 
beyond 5 MHz. | technology is spec- | There, both technolo- 

| | $ trally more efficient. gies are similar. 
Allocation of spectrum The spectrum will . It is accidental that 
to CDMA operators in allow CDMA operators there is extra spec- 
the 800-MHz band — to set aside a sepa- trum available in 800 
within a month of . rate frequency for 3G MHz. 
accepting Trai'S rec- services. Provide GSM | 
ommendations. . spectrum too. | 
Setting up of a group Spectrum has to be 
of ministers on the decided by Wireless 
spectrum debate. Planning and 

. Coordination (WPC) ^ 
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wing. 
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This would violate 
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! S.C. Khanna, Auspi 


Allocation of spectrum Globally spectrum is 
on number of Trai's responsibility for given on a technologi- 
efficient use of cally neutral platform 


subscribers only. 








Not providing 1900 It is good as there will This is going to hit us 
MHz US PCS band to be no overlap as far badly. Globally the 
as our 2G and 3G ser- 1900 MHz band is 


CDMA operators. 


| vices are concerned. with CDMA operators. 
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bands. Any decision to give the 1900 
band to CDMA players would have iso- 
lated India's 42 million GSM subscribers 
from the rest of the world — by interfer- 
ing with uplinking of GSM services. 

As ifall this was not enough, another 
sub-plot broke out with Ratan Tata writ- 
ing to Maran offering to pay Rs 1,500 
crore for the spectrum. Logically, if all six 
mobile operators (Bharti, Hutch, BSNL, 
Idea, Reliance Infocomm and Tata Tele- 
services) pay Rs 1,500 crore each, the 
government rakes in Rs 9,000 crore. It is 
not clear what provoked Tata to suggest 
this despite that fact that during Trai de- 
liberations, Tata Teleservices had sought 
spectrum to be provided free of cost. 

However, Tata seems to be the lone 
ranger here. Says Sunil Bharti Mittal, 
chairman and group managing direc- 
tor, Bharti Enterprises: “I completely 
oppose that. We do not want to raise the 
cost of infrastructure projects in the 
country. We need to make the cost of in- 
frastructure as low as possible.” He says 
that money can be used to build 5,000 
base stations instead. Adds Maran: “I do 
not want overpriced spectrum and 
make it more expensive for the con- 
sumers. India’s telecom industry is 
growing because of its low cost, low tar- 
iffs.” Baijal, too, points out that once the 
growth happens, it can provide much 
more revenue in the form of service tax. 
Itseems unlikely that there will be a one- 
time fee for spectrum. 

For now, the ball is in the court of the 
DoT (department of telecommunica- 
tions) and its WPC (wireless planning 
and coordination) wing. Going by what 
Maran says, it seems unlikely that he will 
toe the Trai line. (See 'DoT Is The Final 
Authority, page 42). That could decide 
how quickly the growth in the Indian 
mobile sector continues. 

The other googly is that over the last 
couple of years, state-owned BSNL 
(Bharat Sanchar Nigam) and MTNL 
(Mahanagar Telephone Nigam) have, 
between them, notched up 10.64 mil- 
lion GSM subscribers. If Maran wants 
his target of 200 million mobile phones 
by 2007, one of the big drivers will be 
BSNL’ mobile service. It plans to add a 
million subscribers a month from Sep- 
tember 2005. 

For that to happen, it will need spe 
trum fast. Or else, Maran's dream may 
simply remain just that. n 
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“DoT is the final authority" 


Communications and IT minister 
Dayanidhi Maran hopes to have a 
200-million mobile subscriber base 
by 2007-end, up from just 100 
million plus subscribers now. That 
seems tough, considering the 
present rate of growth. Availability of 
spectrum will be critical for the 
mobile subscriber base to grow fast. 
With the latest recommendations by 
the Telecom Regulatory Authority of 
India (Trai) on spectrum, it is on top 
of Maran's agenda. The minister 
spoke to Businessworld's Anup 
Jayaram to explain the path forward 
for India's fastest growing sector. 


BW You are talking of a 200-million mo- 
bile subscriber base. But growth has 
slowed down to just about 1.5 million 
new subscribers a month. How do you 
plan to add 4 million-5 million new sub- 
scribers every month? 

Bi It will pick up. After the 74 per cent 
FDI announcement, people are trying 
to restructure. They are still trying to set 
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their houses in order. BSNL 
has set targets. We will drive 
the market. Wherever 
BSNL moves, the industry 
seems to move in that di- 
rection. BSNL will imple- 
ment 14 million lines by the 
end of this year. They are 
going to open an order for 


The process has started. 
This will set the momen- 
tum and private operators 
will follow suit. 





B You have opposed the 
sharing of BSNLs mobile in- 
frastructure? Dont you 


think sharing of the 
network could speed up 
mobile growth? 


Dayanidhi Maran, 
Union minister for 
communications and 
information technology 


E BSNLset up its towers for its own pur- 
pose. These towers are for one operator. 
How can you share them? It is not tech- 
nically feasible, because the frequencies 
will start overlapping. BSNL has spent 
its money and the deep coverage is its 
unique selling proposition. What pre- 
vents the private operators from going 
there? BSNL had started its services in 
rural India. Now that they have invested, 
they benefit from it. So why should 
everyone ask BSNL to share? I think that 
is being very unfair. I do not believe in 
stripping down BSNL piece by piece. 


B What about providing access to pri- 
vate operators for a price? 

E Not now. The USO (Universal Service 
Obligation) fund, which was for provid- 
ing phones in rural areas, was only for 
fixed lines. Now we are saying that 
money can be used to set up towers, 
which can be shared. These towers are 
specifically made for sharing. So 4-5 op- 
erators can share these towers. 


E What is your opinion on the Trai rec- 
ommendations on spectrum? Do you see 
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40 million phones soon. | 




















the present recommendations leading to 
another court battle? 

W In 2003, the ministry had sought Trai's 
suggestions. I believe that technology 
should be the driver. DoT (Department 
of Telecommunications) will take the 
appropriate decision based on technol- 
ogy. And we shall take international 
standards. We should not go into a situa- 
tion where equipment and handsets be- 
come more expensive. 


Bi Trai has suggested that spectrum be 
provided to CDMA operators (like Re- 
liance and Tata) in a month and to GSM 
operators (like Bharti and Hutch) by 
end-2006. Your comments. 

W That is not the term of reference for 
Trai. We had specific terms of reference. 
Sometimes Trai has a tendency to go 
beyond its terms of reference. WPC 
(Wireless Planning and Coordination) 
will be now holding consultations with 
people concerned in the field and with 
all the operators. I won't be taking inde- 
pendent decisions. We have to go with 
the operators. It is for the 
national interest. Spec- 
trum is a national asset. 
Trai's recommendation is 
justasuggestion forus. It is 
up to us to accept it or reject it. The DoT 
is the ultimate authority and no one else 
can come into their play. We hear every 
player. It is a continuous process. We 
have to ensure that we manage spec- 
trum wellto reach the targeted numbers. 


E What do you have to say to Ratan 
Tata's statement on paying for spectrum? 
W We know that frequency is a very 
scarce resource and we should not 
make it into another licence raj. We are 
out of licence raj. Let's not go back to it. I 
do not want overpriced spectrum that 
makes it more expensive for the con- 
sumers. Indias telecom industry is 
growing because of its low cost, low 
tariffs; And the policy should be 
towards that end. 

I think the competent authority is 
DoT and its WPC wing. WPC has a his- 
tory of 50 years. It has been non-contro- 
versial in taking decisions on spectrum. 
They have been spectrum managers for 
such a long time. We know what we 
want. Low cost, no monopoly, no 


-licence raj. Thank God, we do not have 


licence raj. E 
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If Sebi were 
intelligent 
and 
serious, it 
would put 
the five 
biggest 
portfolio 
share- 
holders of 
every 
company 
on its 
board 





aby ashok v. desai Ž 


Mirage of 








independence 


N the recommendation of the 
Kumarmangalam Birla commit- 
tee on corporate governance, 
Sebi asked stock exchanges on 21 
February 2000 to insert a new 
Clause 49 into their listing agreements with 
companies. It had about 2,000 words. Then it 
appointed another committee under Nara- 
yana Murthy; following it, Sebi revised Clause 
49 in 2003. Then in October 2004, it sent yet an- 
other version to the stock exchanges; this is 
about three times as long as the original one. 

Company managements have put off im- 
plementing the crucial feature of the 2000 
model Clause 49: that half of their boards must 
consist of “independent” directors, with the 
proviso that an independent chairman would 
count as a third of the board, whatever its size. 
An independent director is defined negatively 
as one who has no material pecuniary relation- 
ship or transactions with the company or peo- 
ple and businesses related to it, is not related to 
promoters or senior managers, is not a vendor, 
customer, lessor or lessee of the company, does 
not own more than 2 per cent of its shares, and 
has not been an executive in the company or 
firms of its auditors, consultants and legal ad- 
visers for the last three years. Companies say 
that it is difficult to find so many independent 
directors at such short notice, and that there is 
going to bea great shortage of them. 

This contention is untenable: if a company 
cannot find three independent directors in five 
years in a country of a billion people, most of 
whom have no pecuniary relationship beyond 
their employer, shopkeeper and moneylender, 
it has simply not tried. So the companies' con- 
cern is something inexpressible: they have 
some qualification that is difficult to combine 
with all the sterling features above. What is this 
rare quality they are looking for? 

Take two extreme cases. A company may be 
in the business of building roads in Bihar; its 
promoter may be worried that an independent 
director will expose the bribes he has to pay to 
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local strongmen. Or a company may be 
squeaky clean; its promoter may worry that an 
independent director will ask him to give deal- 
erships to people of his choice and collect 
bribes from them. I once asked an executive in 
one of the latter companies ifit had never paida 
bribe. He said that sometimes it paid for un- 
avoidable potential nuisances to visit places of 
pilgrimage, just as George Fernandes did for 
Justice Phukan. No company in India, however 
clean, can avoid dealing with such nuisances; 
what a promoter does not wantis to have them 
on the board. Any business that survives in In- 
dia works out a business model; the promoter 
wants directors who accept the model, and do 
not sabotage it. 

I believe they can find such directors; they 
only have to look amongst teachers, pilots, doc- 
tors, cricketers — and journalists. It is not nec- 
essary that independent directors should have 
no pecuniary relationship with any company, 
just that they should not have it with the com- 
pany they direct. The problem is eminently sol- 
uble; all it requires is creation of a database. 

But I also think the whole exercise is futile. 
As I said, any promoter can find enough 'inde- 
pendent’ yes-men by exercising some dili- 
gence. But even if he cannot or will not, he has 
nothing to fear from independent directors. 
There was a time when promoters’ share in 
their companies’ equity was small. In the last 
decade, however, they have raised it consider- 
ably; today most own controlling equity in their 
companies. In the circumstances, independent 
directors can have little influence on their con- 
duct. Just look at Anil Ambani; after an eight- 
month campaign, what has he achieved? 

If Sebi were serious and intelligent, itwould 
make just the opposite rule: it would make all 
companies give a seat in the board to the top 
five shareholders other than the promoter, and 
ensure that these independent directors have 
at least 5 per cent of the stock. But our Sebi is 
too much under the thrall of Sarbanes-Oxley; it 
has no space for common sense. zx 
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ERE'S another industry that 


graphics, among other things, 





ical research. This is the critical 
part of drug discovery where new mole- 
cules are tested on human cohorts 
numbering 10 to several thousands. 


to thank for its fortunes — clin- | 


| 


has Indias humongous demo- | 





And that's where India’s large patient | 


population covering a wide range of dis- | 


ease profiles helps. 
No wonder, about 20 Indian and for- 


eign clinical research organisations 





(CROs) have set up shop in the country | 
in the past four years. Clinical trials list- | 


ing service Centerwatch says that, ata | 


conservative scale, the business oppor- 
tunity in outsourced clinical trials for In- 
dia would be worth nearly $300 million 
(Rs 1,350 crore) by 2010. 

But, ironically, the same industry is 


now hobbled by another slice of the | 


same Indian demographics. One of the 
biggest problems facing this fledgling 


industry in India is the lack of enough | 
research associates. Apart from investi- | 


gators, a role donned mostly by physi- 
cians, clinical trials need chemists con- 
versant in complex chemical synthesis 








(as trial monitors, project 
managers, quality assur- 
ance experts and medical 
advisers). It's not that In- 
dia doesn't have a num- 
ber of trained chemists. 


mands hands-on experi- 
ence and, importantly, a 
thorough knowledge of 
good clinical practices 
(GCP), the internationally 


DILEEP PRAKASH 


accepted scientific and | 


ethical code for designing, conducting, 
recording and reporting clinical trials. 
And that's where the crunch is. 

"The biggest problem we are facing 
today is in trained clinical research asso- 
ciates," says Arun Bhatt, president and 
CEO, ClinInvent, a Mumbai-based CRO. 

As a result of this shortage, poaching 
is rampant. It's not just home-grown 
CROs and global majors like Quintiles 
(for an interview with the company's 
CEO, Dennis Gillings, turn to page 48) 
who are in the hunt for similar talent. 
Joining them are big pharma compa- 
nies like Eli Lilly and Pfizer, who have 
been conducting in-house clinical trials 
in this country since the mid-1990s. 
Merck and Bristol-Myers Squibb have 
just recruited medical directors to start 
clinical trials in India. They would all 
need talent similarto what Bhatt is look- 
ing for. And all sorts of people — indus- 


| try members, academicians and even 


entrepreneurs — are finding an educa- 
tional opportunity in this shortage. 

The first move came from the indus- 
try itself. Pfizer and Suven Pharma col- 
laborated with the Bombay College of 
Pharmacy to set up the Academy of Clin- 
ical Excellence (ACE) in 2002. It started 
by offering short-term and weekend 
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But clinical research de- | 








Lack of trained researchers may 
thwart India’s clinical research 
opportunity. But precious little 
is being done about it 


courses for clinical research profession- 
als, and has just started a full-time 
course spanning six months. 

The shortage of professionals also 
struck an early chord among some aca- 
demicians in Pune. Indira Ghosh, direc- 
tor of the Bioinformatics Centre at the 
Pune University, organised a short pro- 
gramme on clinical trials in December 
2003. That excited, among others, Prof. 
A.S. Kolaskar, the university's vice-chan- 
cellor. He gave Ghosh the mandate to 
start a full-time, university-accredited 
programme. After being scrutinised by 
the faculty, the curriculum committee, 
the government department of biotech- 
nology and the Indian Council of Med- 
ical Research (ICMR), a single-semester 
certificate course in Clinical Research 
and Data Management was finally 
cleared by the academic council of the 
university on 2 May 2005. 

The same shortage struck as an op- 
portunity to entrepreneur Shiv Raman 
Dugal. He set up the Institute of Clinical 
Research India (ICRI) in 2004, with cam- 
puses in Mumbai and Dehradun. "We 
started this institute because we had an 
opportunity to conduct a patient trial 
for a molecule for prostate cancer, and 
there weren't enough qualified people 
in India," says Dugal. He roped in S.K. 
Gupta, former head of pharmacology at 
the All India Institute of Medical Sci- 
ences, as the dean of ICRI. The institute 
now has 103 students in Dehradun, and 
73 in Mumbai. The two-year course is 
affiliated to MGR Medical University. 

Are the courses offered by the Pune 
University, ICRI or ACE any good? The 
jury is still out on that, because of two 
reasons. One, there is no single govern- 
ing body evaluating the courses. Two, 
the first batches from these courses are 


yet to hit the job market. "There are no 
standards to compare with. And I do not 
have data on performance after the 
training," says Urmilla Thatte, head of 
the department of clinical pharmacol- 
ogy at Mumbai's Nair Hospital, who is 
visiting faculty at ACE and ICRI too. 

In the US and UK, clinical research 
can be taken up as a module in full-time 
chemistry and pharmacology courses. 
But its not so here. The three courses de- 
tailed above are the only full-time ones 
in India. Even when they start churning 
out trained researchers, the numbers 
would not be enough. “We are not train- 
ing enough people. We need more insti- 
tutes offering such courses," says Vijai 
Kumar, president of Neemans Medical 
International, a company that manages 
clinical research sites for CROs. 

Its not that the basic need for com- 
petencies has been ignored completely 
by the government. The Central Drugs 
Standard Control Organisation and 
ICMR have been conducting work- 
shops on GCP But it's too little, too late. 
And, nobody can yet assure that all-im- 
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portant hands-on experience. “Because 
of the secrecy associated with such tri- 
als, internships with CROs cannot be 
given,” explains Bhatt. 

As a result, most CROs train the re- 
search associates by themselves. The 


best way of ensuring quality at present | 


seems to be the intensive audits spon- 
soring pharma companies carry out on 


, each personnel before the trial. 


Neither the Drug Controller General 


GCP-trained i investigators. 200-250 
20-25 -600 

4,000-5,000 50,000-60,000 

120-150 


CLINICAL RESEARCH 


—— 
1.500-1. | 


of India nor 
the ministries 
of human re- = 
sources and health are responsible for 
the institutes as of now. The industry 
doesn't really mind that. Officials con- 
tend that the good institutes will invari- 
ably follow the best practices, and the 
bad ones will get weeded out. But for 
that natural selection to happen, we first 
need enough institutes, don't we? 
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DENNIS Gillings, founder and 
chairman of Quintiles 


 Transnational, can be credited with 


having started the clinical research 
services industry. A professor of 
biostatistics at the University of 
North Carolina earlier, Gillings set up 


Quintiles in 1982, now the largest 


clinical research organisation in the 
world. He was recently in India when 
his company set up a data 
management centre in Bangalore. 

P, Hari talked to him about his 
company and the industry. Excerpts. 


B Why did you move from academics to 
the industry? 

8 The pharmaceutical industry asked 
me to consult in the mid-1970s. In the 
subsequent 5-7 years, I learned a lot 
about the industry. I was in so much 
demand that 1 started thinking about 
incorporating a company. I set it up in 
1982 thinking that it would be $5 mil- 
lion or something. But the company 
kept on growing, and in 1986, I left my 
professorship. I then realised that many 
of the internal processes of Big Pharma 


were expensive and outsourcing could - 


play a role in driving their costs down. 
But throughout the 1990s, the driver of 
outsourcing was not cost reduction or 


more efficiency. It was actually the- 


resource to get all these products in the 
market. Now we are going back to my 
original idea that this business will help 
pharma become more efficient. 

Then, the industry began to grow 
and we were in part leading that growth. 
But it didn't come from efficiency; it 
came from me-too drugs. In the second 
half of the 1990s, we had a platform of 


30, 40 or 50 approvals a year, while previ- 


ous to that it was 20 or 30. Now, it has 


gone back to 20 or 30, but we see it rising 3 
and overtaking the numbers of the Jate 


1990s ultimately. 


8i Do you really think so? Hasn't there 


been a lot of concern recen tly about de- 
clining productivity? 

E I do. It might take a few more years — 
the pipeline is gaining strength. But it is 
a complicated issue. Productivity 
[going down] in terms of product 
approvals, yes; but in terms of clinical 
research being done, I dont think it is 
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| we are beginning to see it edg- 


- one about whether to spend all : 


. that have a market of more... | 


will cause phase II not to in- 
crease so much. But since the n 


| data analysis? 


‘late stage clinical, which is 


| declining. We generate far more data 
than we used to. That it hasnt led to 
more products is because there is also 
increasing regulatory scrutiny, increas- 


ing safety concerns. Clinical research | 


needs to answer more questions now. 
Clinical research is not less productive, 
but the whole system is less productive. 


@ Are you handling more new molecules 
these days? 

i It depends on which phase 
you are talking about. Ifyou are. _ 
talking about the pipeline to 
get into human beings, it con- = 
tinues to increase. If you are — | 
talking about phase 1 and - 
phase II, those are also increas- 
ing. The surprising thing is that 
phase III is not increasing, but 


ing up. That makes sense - 
because you probably get a lag | 
in phase III edging up. ft | 
involves much higher invest- — 
ment. It is not merely a deci- 
sion about the drug, it is also 


that money. | 
And | think Big Pharma now a 
has a bias towards products ` 


than half a billion dollars. That . | 


pipeline! behindissostrong— - 
and ithas been building up for. - 
4-5 years — we will see phase | 
Iti beginning to increase again. 


Is it leading i to more intense 
There is no abrupt change. - 
But where we do see an - 


increase is in what we call the — 


around the time of launch ofa - 
drug, just before or after the 


launch. We see a lot more demand for | 
those sorts of studies. We expect that | : 
i clear-cut situations where the gene is 


part of our business to grow sharply in 
the next 4-5 years. 

Itisnotanentirely new business, but 
it is becoming more strategic. It may 
make decisions that cause the risk 


attached to blockbusters to decrease — | 


understand exactly who should be get- 
ting the drug, where to put the market- 
ing, and where not to. 
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E Are you talking about pharmaco- 
edel 

8 Not yet. TE (the sci- 
ence of correlating the genetic make- 
up of an individual to his drug 
response) takes it to another level. I 
suspect we will be able to take the 
genetic code and determine the dose of 
the drug and the safety profile. I think 
we will get there, but I do not know how 
quickly that transition will take place. 1 


INTERVIEW / DENNIS 
GILLINGS, FOUNDER AND 


CHAIRMAN, QUINTILES 
CORPORATION 





think pharmacogenomics will, for at 
least for 5-10 years, be used in the more 


very well known. I think the more diffi- 
cult situations, the multi-gene control 
situations, will take far longer to come 
under this umbrella. | 


E Is pharmatogenoinics a part of your 


clinical studies now? | 
@ Increasingly. Certainly, i in | phase I we 








take more genetic data. But there isn't | 


any genetic profiling in any meaningful 
way to accept patients for clinical trials. 
There is more and more emphasis on 
collecting this genetic data so that 
we could look back on the data and 
make a correlation. 


How much of your business will be | 
done in India in the future? 
@ At the moment, it is about 1.5 per 


cent of our business. I can believe it will | 


grow to 5 per cent in 5 years. But it does 
rely on things like whether our global 
data management centre (in Bangalore) 
is accepted by our customers. It also 
depends on the Indian pharmaceutical 
industry and the biotechnology indus- 
try wanting to develop products of their 
own. But there is no reason why India 
cant be 5 per cent or even 10 per cent of 
our business. 





What is the problem about data from | 


India being accepted by regulatory agen- 
cies elsewhere? 

B It is a quality auditing problem. 
Once the regulatory agency is con- 
vinced that the data coming from a cer- 
tain country and investigator has the 
same reliability and validity they are 
used to, then they become more 
accepting. What happens in the early 


| Stages is that because the US Food and | 





Drug Administration has not received 
data from a particular country before, it 
may subject it to increased scrutiny, 
which may delay things. 

So you build this negative feedback 
loop. Once the confidence grows, that 
negative feedback loop disappears. We 
are in a stage now where that negative 
feedback loop is decreasing, and I think 
in the next few years it will disappear 
altogether. 
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CLINICAL RESEARCH 


Is it becoming more difficult to enrol 
patients for clinical studies in the devel- 
oped countries? 


| E I don't think so. For physicians, being 


part of clinical trials is being at the lead- 
ing edge of medicine. Patients, on their 
part, would like to see doctors who take 
part in clinical trials, because they 
would be studying the latest methods. 


What business models do you have in 
the industry? Are you beginning 
to share intellectual property 
and the risks of drug develop- 
ment? 

E That depends on whether 
you are a service provider or a 
partner. The majority of our 
business is as a service provi- 
der. But an increasing part of 
our business is derived from 
partnering. It is hard to partner 
unless one allows an intelligent 
examination of the intellectual 
property. 

Sharing the risks happens 
more in the field of biotechnol- 
ogy. Biotechnology companies 
do not have the resources to do 
everything that Big Pharma 
can do. There is also more pres- 
sure on them to bring drugs 
into the market, because they 
are only spending cash rather 
than bringing in revenue. 
And the only way of doing that 
is either to go to the capital 
markets or share your intellec- 


tual property. 


What is your experience of 
regulations in India? What are 
your expectations? 

i With the latest Schedule Y [of 
the Drugs and Cosmetics Act], I 
am reasonably comfortable. 
What I understand is that now 
one can be part of multination- 
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| al trials in India at the same time as it is 


starting in the US. Previously, the trials 
had to take place first in other countries 
and then in India. You could do trials in 
parallel only through a regulatory 
exception. I don't think it was good for 
India. Doing phase I trials requires a lot 
of skill. Since there are more molecules 
being developed outside India than in 
India, it was likely to prevent that skill 
from developing in India. &E 
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creative director, South 
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HE extensive travelling that I do 
often keeps me awake and 
involved in some nocturnal 
activity — that of surfing TV 
channels at inane hours. And these 
days, one cannot help but get a good dose of 
‘teleshopping’ — in other words, interactive 
home shopping. A distribution channel to mar- 
ket innovative appliances, which are usually not 
available in traditional outlets — that is what the 
marketing definition would, I presume, say. If 
you delve a little deeper, various other versions 
will come up. y 

Infomercials have been sometimes referred 
to as an annoyance and, many a time, been 
charged with duping people into believing that 
salvation lies in the product. In India, although 
a relatively recent phenomenon, it might gen- 
erate similar sentiments sooner than later. 

Let us look at the products endorsed: from 


health to beauty to memory boosters to house- 


hold goods — a common factor of unabashed 
exaggeration runs through each of them. A 
steam tent in which one can sit comfortably 
under, promises weight loss. Machine belts 
plugged around the waist promise to work 
‘those muscles’ while one goes about ones reg- 
ular (in)activity. An apparatus to squeeze out 
all fat from the food. A beauty lotion promising 
fair skin. A device to make our naturally wavy 
hair poker-straight, a wonder drug for diabetes, 
super-slimming capsules... the list is endless 
and growing. 

What are the techniques, the modus 
operandi of selling these products via the 
TV screens? 

The first is timing: often either late at night 
or in the afternoons. At this time, one is not at 
one's sharpest best. Or maybe, not much is 
happeningwith life at that moment, and boom! 
Somebody and some magical thing promises 
to change one's life so quickly and easily. It is 
hard not to get tempted. 

Second is repeated reinforcement: instead 
of the regular 15-30 second commercial, what 
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Marketing our 
desire for magic 





gets beamed ad nauseam is a 3-minute hard- 
sell of the product in question, literally lulling 
you into believing. 

Next is the extensive use of testimonials, es- 
pecially by many has-been or not-so-happen- 
ing celebrities. What is disturbing is the use of 
celebrities, who are regarded as trustworthy by 
their screen image alone. 

But why is teleshopping met with such un- 
favourable reactions? Is it really an epidemic of 
massive proportions? After all, it is not some- 
thing totally new. It has been around for ages. 

One has always got such products in melas, 
the village fairs or at exhibitions — that magic 
potato peeler that can peel a dozen potatoes in 
less than half the time it normally takes, or the 
duster that will dust every crevice of the cas- 
sette rack, or the haldi stain-remover, or the 
soda maker promising instant cold drinks. 

The concept is similar. Introduce a product 
that makes life simpler without any effort. A 
dream come true, a feeling of ‘why didn't any- 
one think of it earlier’. The similarities extend 
further. Like the mela products, the manufac- 
turers are not reputed companies, but seem- 
ingly fly-by-night operators. And there is sel- 
dom any method of feedback available. The 
assurances of money-back and trial period, too, 
do not hold much water. 

So why do we still buy these products? 

My belief is that these companies are mar- 
keting our wish for magic — the underlying, 
rarely-acknowledged thought that there may 
be something out there which will get us what 
we dream for. 

We have, at one point or the other, wished 
for a time machine, hoped to discover some- 
thing as miraculous as Aladdin's lamp, dreamt 
thatin the holein the tree trunk there could be a 
'paras mani, or that if we did follow the rain- 
bowto its other end, there just might be that pot 
ofgold. We have somewhere believed that there 


is an easy way out. 
That is probably what the TV folks selling us 
the wonder products know too. ka 


DIGJAM 
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WHAT connects the Indian cricket 
team and noted Harvard professor 
Rosabeth Moss Kanter? The Men in 
Blue have hit a losing streak — and 
seem clueless about how to get out of 
it. Kanter has those answers. Her 
research, based on more than 300 
interviews with leaders in business, 
sports and politics, has resulted in a 
new bestseller, Confidence: How 
Winning Streaks and Losing Streaks 
Begin and End. In the book, she 
shows how and why losing teams — 
and organisations — run the risk of 
slipping into a downward spiral, and 
the ingredients required for a smart 
turnaround. She has been invited to 
deliver a lecture in Jamaica in June. 
Like India, Jamaica realises that it 
needs to fix its governance — and its 
cricket. In Kanter, they have 
someone who can talk about 
business, the issues facing 
developing countries, and sports. 
Kanter spoke to BW's 

and in Mumbai 
about her work. Can Sourav's men 
draw some useful tips from her? 


These days do you believe there is, per- | é 


haps, too much focus on the leader? 


Bi One of my Harvard colleagues of In- | 
dian origin, who is my dear friend | 


Rakesh Khurana, wrote a book criticis- 
ing heroic leadership and we have had 


conversations about it. We have cer- | 


tainly created a cult of celebrity CEOs 
when they don't deserve it, though, in 
turnarounds leadership does matter 
because people are floundering and 
looking for the leader. But to create suc- 
cess, that leader must produce more 
leaders. It sometimes happens auto- 
matically where a leader puts in a cul- 


ture where he encourages initiative. | 
They are often encouraging other peo- | 
ple to step up and be leaders to share | 


some of the responsibility. But I think 
that has to start with someone. 

We all can see Nelson Mandela as 
one of the most remarkable leaders of 
the 20th century. Even when I was in 
South Africa where I was lecturing, I was 
reluctant at first to mention him in 
speeches because I did not know where 
the audience would stand. Because 
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Interview with ROSABETH MOSS KANTER, 
Ernest L. Arbuckle professor, Harvard B-school 


sometimes I would have all-white audi- 


ences; but now it mostly has tremen- 
dous mixing of the races. Later, I noticed 


| 


that everyone revered him as he | 
reached out to all groups and made | 


everyone feel included in the vision. 
And I don't know if that would have 
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happened without an extraordinary 
person who had credibility, who could 
start that journey. So leadership cer- 
tainly matters, but a leader does not cre- 
ate the performance alone. A leader 
may initiate the conditions for high per- 
formance like a great coach does. But 








Winners and losers: India's cricket 
captain Sourav Ganguly gives another 
dismal performance and Pak skipper 
Inzamam-ul-Haq being felicitated 


the great coach isn't on the field, it is all 
the players. So I would say what a leader 
does is create the condition and deliver 
confidence. A leader is not known so 
well by his or her self-confidence, but it 
is his or her confidence in other people 
that helps them lift their level of play. 


E Given that leaders are always in 
the public glare, what happens when 
their own performance goes into a 
downward spiral? What does that do to 
team dynamics? 

E Itis very bad. Morale goes down. One 
of the things top leaders have to be able 
to do is face their own weaknesses and 
defects, admit their own mistakes, solve 
problems and move on. And that keeps 


their credibility high. If 
they start hiding it and 
covering it up, they get 
into trouble. That is why 
there are many CEOs in 
the US who are under 
indictment right now. I 


who admit mistakes, and 
that is enormous credi- 
bility because everybody 
in the company knows 
the mistake is going on, 
even if nobody will talk 
about it. Then people 
become very cynical and 
just do their own work 
and that starts the down- 
ward spiral. You have to 
be able to admit a 
mistake and rebuild trust. 
One example is of a 
CEO of a Turkish bank, 
who was earlier a Turkish 
basketball star, and he 
said he learned about 
success in banking from 
success in basketball. He 
is a great guy, he comes to 
Harvard every year and 
everyone likes him be- 
cause he is tough and 
warm at the same time. 
Somebody in the bank 
made a  $14-million 
mistake and the CEO 
offered to resign. He did 
that because he thought if that person 
made a mistake, he (the CEO) might not 
have set up the right systems. Luckily, 
his resignation wasnt accepted. But the 
reaction in the bank was remarkable 
because people said that if he could ad- 
mit that he was wrong, then it is OK for 
me to take a risk and make a mistake. 
And it changed the culture of the bank, 
and people respected him a lot more. 
Alotofscandals are because of CEOs 
who are arrogant. And then, when 
things slip, they bring power back into a 
closed inner circle and start cutting 
other people out of the conversation. 
That makes the situation worse for the 
company. So it is better to catch mis- 
takes soon, and I learnt this from sports. 
The important thing is not to panic, as 
then you forget to think rationally of 
what is good for performance. That is 
what has happened to some people in 
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top positions. Sometimes I think the 
media overdoes it also. It is good for the 
tough questions to be asked and, some- 
times, they have to be asked from the 
outside because the CEO shuts down di- 
alogue and debate inside. 

The cultural confidence is one 
where there is much more dialogue, 
more communication, more account- 
ability, more responsibility and more 
initiative. When you have that, you can 
surface problems faster and solve them 
faster. And every company and team 
has problems; every winning team is 
behind at some point of the game. Even 
though the Red Socks (the Boston base- 
ball team) lost the first game, they were 
never behind. Once they did that turn- 
around against the Yankees (the New 
York team), their confidence was sky 
high. Every company makes mistakes 
and [does] things that don't work ac- 
cording to plan. Troubles that come 
from outside are ubiquitous. So the dif- 
ference between winners and losers is 
not whether you have problems or trou- 
bles; it is whether you have the confi- 
dence to acknowledge them and fix 
them quickly. 

And that is, to me, a very profound 
finding because the managers would 
like to believe that if you are doing a 
good job, you should never have a prob- 
lem. That is not true. If you are doing a 
good job, you should have the ability to 
fix them and move on. 


E These days, the performance of sports 
teams, and that of corporations, are con- 
stantly dissected in public. How should 
leaders and coaches insulate teams from 
such public trials? 

E That is where a strong leader makes a 
difference, because he has more than 
just the ability to create, support and 
coach the team. The leader does have a 
strategy and view of what will make the 
team succeed and is willing to stick to 
the courage of his or her convictions, 
even against public attacks. 

In my book, I give the example of the 
Philadelphia Eagles, a team that went to 
the Superbowl (championship game of 
the US National Football League) this 
year. When they were choosing their star 
quarterback, there was tremendous 
public outcry. In fact, the mayor of 
Philadelphia, who is now the governor 
of Pennsylvania, tried to introduce a 





motion in the city council making it ille- 
gal to get this quarterback and to get 
another player. 

When you have this kind of public 
outcry, you have to be sure of your strat- 
egy. You better have something that you 
have thought through, because, other- 
wise, you will be too rattled. 

If you have that strategy, you com- 
municate the vision to the team. You tell 
them that we will get over this by 
focusing on the strengths of the team. 
You cheer them on and celebrate every 
time they reach a milestone. That is 
one way to do it. Also, the coach must 
have evidence to support his encour- 
agement. Pep talks without evidence 
are empty. 


Bl How do you create a performance cul- 
ture and measurement system which is 
non-threatening and acceptable? 

8 There is some small threat always to 
measuring performance because if your 
performance is really poor, you will lose 
the job. On the other hand, the rest of 
the team will be grateful because they 
know that their own success is depen- 
dent on having strong players and 
everyone knows who the weaker ones 
are. First, you start with ways to help 


them improve, and you can't do this if | 














The team that didn't 
deliver: the US 
'Dream Team' (seen 
here is Dwyane Wade, 
wearing red) suffered 
a shock defeat at the 
Athens Olympics 


It is the quality 


of coaching 
that helps 
build teams 
which allow 
stars to 
sacrifice their 
egos for the 
team 





you don't look at per- 
formance in detail. 
So, performance 
measures should give 
people details that are 
relevant and in con- 
trol, which they can use to improve. It is 
not enough to say ‘do better’; you need 
to say that you are strong on this and 
weak on this. And you need to be told 
early. 

The humiliation-free zone is where 
you talk about performance when there 
is no pressure on and where you still 
have a chance to improve. Leaders have 
to learn how to ask questions rather 
than give orders, because asking ques- 
tions is less threatening. Most of the 
time, this is done badly. Great sports 
coaches learn how to do it very well. 
People like working for tough bosses if 
those tough bosses help them reach a 
high standard because people like high 
standards. And sometimes, the tough 
talk is accepted because it helps them 
succeed, and the coaches are also there 
when they have a problem. 

Andy Reid of the Philadelphia Ea- 
gles, one of the coaches that I talk about 
in my book, has done fairly well with 
that team by finding leaders from every 
position and bringing them together for 
weekly meetings, where they all talked 
about issues in helping different people. 
If you show that you care about the con- 
ditions under which people work, then 
it is less threatening when you ask them 
to improve. 
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E Why are teams with a long line-up of 
stars unable to win? 

B Teams that have stars don't necessar- 
ily win. Take the US Olympics basketball 
team. One problem is arrogance. They 
felt they were the best, so they didn't 
have to practise as much. If you feel en- 
titled to success, you sometimes don't 
work that hard. I say confidence is a 
sweet spot between arrogance, over- 
confidence, complacency and despair. 
There was a British marathon runner in 
the last Olympics who saw that she was 
going to lose and dropped out. Once 
you do that, you don't win the next race 
either. One of the great coaches once 
said that the opera is not over till the fat 
lady sings. We now say that a game with 
the New England Patriots (another US 
football team) isn't over until Adam 
Vinetari kicks, because they always do 
something in the last few seconds. 

I think it is not the stars. It is the abil- 
ity of the team to motivate each other, 
and the quality of relationship between 
the stars and the rest of the team. My 
basketball example is the University of 
Connecticut, which has produced star 
women players. But when they lost a 
game after a long winning streak, the 
coach told a star that she wasn't con- 
necting with the other members of the 
team. And they went on to win again. 





E Coaching has become a lot more sci- 
entific. These days, almost all teams get a 
rangeof inputs— from physical and psy- 
chological training to even statistical 
analysis. So what really explains the dif- 
ference between a high-performance 
and a low-performance team? 

B The science of coaching often in- 
volves statistics about the track record of 
an individual player. Billy Bean, coach of 
the Oakland Athletics, an American 
baseball team, became famous for us- 
ing statistics, where he could under- 
stand the weaknesses and strengths of 
his players. And if he couldn't afford a 
player who has three strengths, he 
would find three different players with 
one of those strengths each. He under- 
stood that knowing how to get on base 
was more important than being able to 
hit a home run. Everybody knows that. 
But the motivation to do it is a matter of 
building a team, which is not as scien- 
tific as choosing the right people 
through professional selection meth- 
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ods, as companies who might invest a 
great amount in psychological testing 
for new employees know. But that still 


doesn't put them to work, because per- | 
formance itself depends on decisions | 
made in a split second on the playing | 


field and not on whom you have se- | 


lected scientifically. The coach can't al- 
ways control from the sidelines what 
[the players] do. 

In fact, we were told about games 





where players themselves were reassur- | 
ing the coach on what to do. Since the | 


coach can't move [the players] arms 
and the legs, he can only put these other 


things in position. But this other vari- | 


able called team chemistry doesnt lend 
itself just to statistical analysis. It is a 
matter of the human touch. 


When we interviewed Billy Bean, | 
what struck me is how much he used the | 


human touch to make all the players 
feel included on the team, in addition to 
using statistics to select them in the first 


place. So he was a good personnel man- | 
ager and people want to win foraper- | 


sonnel manager. People want to work 
harder for their teammates when they 
feel respected by them. And that often 














makes a difference in the crunch. 
I come from a city known for sports 


triots football dynasty and the Red 
Socks, who won the World Series last 
year after a gap of 86 years. In game four 
with the New York Yankees, it went into 
overtime with 14 innings [in a 9-innings 
game] and theYankees had won the first 
three games. And it was the best four out 
of seven. The game was tied in the 14th 
innings and two ofthe star hitters came 
up to bat. Knowing that you are a star, 
the temptation to hit a home run is 
there, even though the game plan was 


[to put the] team first and to put some- | 


body on base because that way, statisti- 
cally, you are most likely to score. The 
two star hitters took walks so that they 
were on base and in a position to score. 
They put the team above their own hu- 
man desire to be the great saviour. That 
did the heroic thing and won the game. 
So, that was the quality of coaching 
that built the team that allowed stars to 


sacrifice their own ego for the team. I | 
don't think that is statistics — itis hu- | 
man and interpersonal. And these atti- | 


tudes of arrogance — where you start 
taking your press too 
seriously, you forget 
the discipline, saying 
that you don't need to 
practise because you 


Nelson Mandela with 
the South African 
Rugby team captain 
when they won the 
World Cup in 1995 
Leaders 
encourage 
others to 
step up and 
share some of 
the 
responsibility. 
Mandela was 
one of the 
most 
remarkable 
leaders of the 
20th century 
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| are so good — all of those things that are 
| human and psychological, make it 
winners — Boston, the home of the Pa- | 


more difficult for a team to win, even if 
thesame statistical techniques are used. 
We can say the same thing about busi- 
ness. Often, everybody has access to 
the same information using the same 
discipline and management tech- 
niques, but some companies, often be- 
cause of their culture and style of leader- 
ship, are more successful. 

One of the things the New England 
Patriots are known for is winning the 
game in the last few seconds. What cul- 
ture andattitude gives you is confidence 
and the ability not to give up when you 
are behind. Similarly, in my book, I gave 
the example of Continental Airlines, 
which kept its flights running and made 
money during a power blackout, when 
every other airline cancelled flights and 
lost money. Everybody else saw the 
same information but gave up; Conti- 
nental said: ‘We can do it and we know 
how and we will.' This is a variable factor 
that is undervalued, but great leaders 
know it intuitively and use it. 

Nelson Mandela turning around 
South Africa is another example. In my 
book, I start with the rugby match in 
1995 where South Africa won over New 
Zealand after being out of the contest. A 
part of that victory was because they 
had a certain kind of pride in represent- 
ing their country. 

But Nelson Mandela shifted the be- 
liefs ofthe people so they could heal the 
racial conflict and could run a new, 
modern country in a modern way. And a 
country is even more complex than a 
company; since even in a large com- 
pany, atleast the CEO hasa certain mea- 
sure of control that a country's president 
doesn't have. And yet, through his own 
actions, he is a coach for his own coun- 
try about how to behave. So I think this 
aspect of leadership is very important, 
and if we make people recognise it be- 
cause they see their favourite teams 
win, that is a good thing. A 





(Next week: John Buchanan, the coach of 
the Australian cricket team, starts a series 
on what business can learn from sports. 
Dont miss it!) 
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For 
Rajinder 
Raina's 
people, 
under- 
standing 
has been 
the 
beginning 
of 
freedom 














ORPORATE India almost means 
big business. In the mind of the 
average person, largeness equals 
strategy and success. It also 
means larger socio-economic im- 
pact. Nothing is farther from the truth. It is a 
sobering thought that the No.1 contributor to 
the US GDP is not the Fortune 500 club. It is the 





Why SEMCO isn't 
afraid of China 


mom-and-pop stores that dot the US land- | 


scape. In Germany, the economy runs on the 
strength of small and medium businesses. So, 
while it is in order to celebrate size, it is even 
more important to celebrate the small and the 


| medium. Often, these are the ones that are 


leading the way in delivering access, attention 
and agility — the three elements that every cus- 
tomer craves for. It is in that context that I found 
this email interesting... “My name is Rajinder 
Raina. Age 45 with Engg from BITS Pilani plus 
an MBA from McGill Canada. I head the Indian 
operations of a 100 per cent EOU, manufactur- 
ing and exporting electrical fittings to compa- 
nies like Home Depot. We do about 70 million 
in sales and employ about 1,400 people spread 
in three geographic locations. You can say, a 
BPO in manufacturing..." 

BPO in manufacturing? Interesting. Hasn't 
Rajinder heard about China? Whenever I meet 
CEOs from the manufacturing sector, there is 
this inevitable discussion about how the 
dragon is hissing steam through its puffed nos- 
trils as forked tongues are whipping their cost, 
margins and market share. I am intrigued, and 
visit Rajinders website www.sigmaelectric- 
com. His company started in 1996, manufac- 
turing electrical wiring accessories out of zinc, 
aluminum and copper alloys. The customer list 
is baffling: GE, ABB, Lowes, Hubbel and 
Thomas & Betts. Operating from 300,000 sq.ft 
facilities in Pune and Jaipur, it believes in giving 
its customers quality and value-addition in all 
areas of operations at the lowest total cost. To- 
wards this end, SEMCO uses the latest design 
software, CNC machines and has a JD Edwards 
ERP system. But if technology could deliver 
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competitive advantage, anyone could succeed. 
SEMCO realised this and front-loaded the or- 
ganisation with its five cardinal principles, five 
important habits and five key goals. 

The five cardinal principles are: respect all 
individuals, be fair, respect company discipline 
and culture, be truthful, and be fearless. The 
five habits are: keep promises, encourage 
teamwork, encourage continuous learning, be 
a good listener and keep the end in mind. Fi- 
nally, the five key goals are: customer satisfac- 
tion, employee satisfaction, zero defect, high 
productivity and high cash flow. 

No, I was not going to be conned into believ- 
ing all this from an MBA from McGill. I called up 
Rajinder and asked for a chance to speak to his 
workers. A meeting was set up. I spoke with 
Sajid Mulani, the trade union secretary; Sanjay 
Jadav, former union president; and others. The 
youngest was 26 years of age and the oldest was 
35. Average education? SSLC. These workmen 
told me that the purpose of enterprise is: “qual- 
ity, cost aur delivery. Customer khush hona 
chahiye.” Sanjay, 35, says that in earlier firms, 
all he knew was his own sphere of work. Today, 
he does “vendor management”. Sajid, 26, 
talked about the criticality of teamwork, and 
Ganesh, who finished his diploma while work- 
ing, said he hoped to study more. They all 
dream of making SEMCO a No.1 company. 

A few years back, sensing the China threat, 
SEMCO sent its workmen to China. They vis- 
ited eight factories. They returned and spoke to 
their comrades about the nature of the threat. 
An average Chinese worker made Rs 4,000 a 
month — an amount static for 10 years. Com- 
pare that to Rs 6,000-10,000 in India and the ex- 
pectation for more. The team got the message 
— the only way to keep their jobs was to build 
collective competitive capability and to con- 
vert each worker into a highly value-added in- 
dividual. Today, SEMCO is not worried about 
China. Because, for Rajinder’s people, under- 
standing has been the beginning of freedom. 
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Arun Maira, 
Chairman 
Boston Consulting Group 


Iam reading UNDERSTANDING 
THE PROCESS OF ECONOMIC 
CHANGE by Nobel economist Dou- 
glass C. North. It is surprising how lit- 
tle about the process of economic de- 
velopment and change is known with 
certainty — and yet with what con- 
viction economists advocate their 
(pet) solutions! I’m also interested in 
the role of institutions, such as busi- 
nesses and corporations, in the 
process of economic and social de- 
velopment. I picked up this book be- 
cause it gives a systemic overview, 
and is written by a credible author. 

I like books that give me insights 
into complex phenomena, such as 
the process of change in large soci- 
eties and how the human mind 
works. The last memorable book I 
read is HAPPINESS: Lessons From A 
New Science by Richard Layard. W 


ALERT 
Last Orders At Harrod’s 


by Michael Holman 
(Polygon) 





A COMIC tale of what 
happens when business 
legalese meets African 
shantytown. Set in 
Kireba, a shantytown in 
an imaginary African 
country, the tale is 
centred on children 
orphaned by AIDS and 
war. The owner of Harrods Interna- 
tional Bar, a water hole in town, re- 
ceives letters from London lawyers 
who order her to change the name. 
Chaos ensues and two street 
urchins become the heroes. E 
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REVIEW 


Hot passion, 


NIRANJAN RAJADHYAKSHA 





EW economy guru Nicholas 
Negroponte once said that 
the digital future would 
ensure that atoms would be 
replaced by bits as the funda- 
mental building block of 
modern media and communications. 
Other prophets looked into their crystal 
balls to tell us that knowledge and net- 
works (rather than hard assets) would 
be the key to economic value tomor- 
row. And dozens of such extreme opin- 
ions helped blow the biggest specula- 
tive bubble in recent history. 

The absurdity of it all should have 
been obvious at the very moment that 
Covisint, an online market- 
place jointly set up by 
America’s Big Three au- 
tomakers, had an esti- 
mated market value in ex- 
cess of that of its three 
parents: General Motors, 
Ford and Chrysler. Some- 
body should have figured 
out that rolling new cars 
off the assembly line has 
more value than selling 
them online. 

Well, somebody did figure it out. Not 
just somebody — there were several 
economists and investors who refused 
to be blinded by the white light of the 
Internet revolution. One of them was 
Jim Rogers, once a partner with George 
Soros in the legendary Quantum Fund, 
whose portfolio grew 4,000 per cent in 
the 1970s while the S&P index fell by 
50 per cent. This burst of investing 
brilliance allowed Rogers to retire at 
37. He has since written two fine books, 
Investment Biker and Adventure Cap- 
italist, which tell the story of his two 
trips around the world on his bike and 
in his car. 

Rogers was investing in atoms when 
the world was sold on bits. So a lot is ex- 
pected of his new book, Hot On Com- 
modities: How Anyone Can Invest Prof- 
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itably In The World’s Best Market. Its 
central premise: the next new thing 
is... things. Rogers says that there is a 
new bull market in everything from 
oil to corn to copper to sugar. The initial 
chapters have a lot of hard punch 
in them. Unfortunately, these punches 
later dissipate to become weak jabs 
in the air. 

There are three possible reasons for 
this. First, as a bit of a Jim Rogers fan, I 
found that the book is sedate compared 
to his earlier two forays into writing. It 
has none of the zing and, well, adven- 
ture of Adventure Capitalist. 

Second, it suffers from bad timing. 
Rogers, to be fair to him, saw the bull 
run in commodities when the dumb 

masses of the investment 


THE COMING 
COLLAPSE OF THE 
DOLLAR AND HOW 
TO PROFIT FROM IT 
By James Turk & 

John Rubino 

Currency Doubleday 

Pages: 226; 


price: $ 24.95 


world could not see beyond the next 
dotcom. The problem is that by the time 
Rogers got around to putting his convic- 
tions down on paper, many more had 
figured out that there was money to be 
made in commodities. 

And why not? The soaring price of oil 
was already a front-page regular. A con- 
trarian loses his appeal once his views 
become conventional wisdom. 

But these two problems with the 
book are relatively minor ones. It is the 
third flaw that does the most damage. 
Early on, Rogers says: “Quite simply, the 
current supply-and-demand balance 
for commodities is way out of whack — 
a classic sign of a long bull market on 
the way.” The second half of the book 
is just that. Rogers shows in convincing 
but repetitive detail that supplies are 





cool 








| JIM ROGERS | 


not keeping up with 
demand in many 
commodities — oil, 
gold, lead, sugar and 
coffee. Hence, prices are 
increasing. 

Each chapter follows 
the same basic struc- 
ture. There is a bit of 
history, demand analy- 
sis, supply analysis and 
the price outlook. Soon, it 
starts reading like an 
analyst report rather than a 
Jim Rogers book. So, Hot On Commodi- 
ties would perhaps appeal more to 
the specialist investor rather than the 
lay reader. 

Like technology stocks, the US dollar 
has also had a fall from grace. You'll be 
hard pressed to find a dollar bull today. 
The Coming Collapse Of The Dollar too 
offers advice that is similar to what 
Rogers says. In fact, it talks about how to 
"make a fortune by investing in gold and 
other hard assets". 

But gold is just one of the many 
commodities that Rogers is bullish on, 
while James Turk and John Rubino 
virtually worship it as the centrepiece 
of a new and more stable global order. 
“In the coming decade, as gold will 
reclaim its place at the center of the 
global financial system, and its value, 
relative to most of today's national cur- 


GoldMoney.com which 





Investment Authority 


JOHN RUBINO is a 
former Wall Street finan- 
cial analyst. He is the 
author of several books 
on investment and a 
regular contributor to 
financial magazines and 
newsletters 


How Anyone Can Invest 
Pratitably im the 
World's Best Market 





JAMES TURK is founder of 


operates the leading digi- 
tal gold currency payment 
system. He was earlier 
with the Chase Manhattan 
Bank and the Abu Dhabi 








COMMODITIES 
How Anyone Can 
Invest Profitably In 
The World's Best 
Market 


By Jim Rogers 


Random House 
Pages: 250; price: $25.95 


rencies, will soar.” 

There have always 
been critics of fiat 
money who have asked for a return to 
the gold standard. Turk and Rubino are 
squarely in this tradition. Gold as an as- 
set may be substantially undervalued 
today. The risks to the global economy 
from mountainous amounts of debt 
and deficits in the US also cannot be 
scoffed at. And yes, inflation has 
reached stratospheric heights when 
governments have printed money with 
manic zeal. 

The problem is that Turk and Ru- 
bino cannot quite establish that a gold- 
backed currency will lead to greater 
growth and stability. After all, the old 
gold standard was dumped only be- 
cause it did not work. John Maynard 
Keynes, in fact, had once dismissed gold 
as "a barbarous relic”. So the analysis 
never quite matches the rhetoric. 

"The spectacular growth of the 
past two decades, it now turns out, 
was a mirage generated by the 
smoke and mirrors of rising debt 
and the willingness of the rest of 
the world to expect a flood of new 
dollars," say the two gold bugs, 
rather grandly. Note the hyper- 
bole: two decades of growth have 
been a mirage. 

C'mon, there have been gen- 
uine gains as well. And that is 
where Rogers scores over Turk 
and Rubino. He has the calm 
outlook of a successful investor 
rather than the hot passion of a 
fringe ideologue. i 
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SELECTION 


Bureaucrat’s 
lament 


HERE is a certain predictability to 

the trajectory of a bureaucrat's 
life. These bright young people (a 
presumption based on their ability to 
crack tough exams) have brilliant ca- 
reer options but plump for the civil 
service because of “a desire to serve 
the nation”. They have their varied 
postings, they have confrontations 
with political masters or seniors and 
are sometimes involved in events of 
import, however peripherally. Then 
they retire and discover how rotten 
the state of Denmark is. The influen- 
tial among them get columns in 
newspapers; others write memoirs. 

It is amazing how long it takes 
these supposedly intelligent men — 
the female side has given us little by 
way of their experiences — to dis- 
cover that governance in our country 
is riddled with politics, 
corruption and that 
our parliamentary 
democracy is a mixed 
blessing. It is even 
more amazing how 
quickly these wor- 
thies get their 
books out, always 
replete with pic- 
tures from their 
youth and the 
VIPs of their time. 

Do these books hold any archival 
value? Rarely; for the most part 
these are banal recollections and 
neither the bureaucrat nor the is- 
sues merit much notice. But there 
are, of course, exceptions. One such 
is H. M. Patel, who had an illustrious 
career as civil servant — he was 
appointed Cabinet secretary by Lord 
Wavell before he turned 40 and was 
Partition secretary at the most criti- 
cal point in free India's history — 
before he joined politics and be- 
came finance minister in 1979. 

The two volumes, RITES OF PAS- 
SAGE and THE FIRST FLUSH OF 
FREEDOM (Rupa & Co), are strictly 
not memoirs. These are a collection 
of essays, speeches, articles and ra- 
dio talks, the only autobiographical 
piece being on the Mundhra affair 
which cost Patel his job. Read these 
to find out what an excellent steel 
frame India once boasted. 3 
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India's leading Public Relations company, requires the following for its offices 
in Delhi, Mumbai and Bangalore. 


BUSINESS HEADS: Dynamic professionals with at least 1 0 years experience 
in a similar business, capable of independent management of branch 
operations and ready for account management at strategic level, media 
management and business development. Must possess excellent people 
skills and leadership quality. 


BUSINESS DEVELOPMENT MANAGERS: Persons with at least 6 years 
experience in exploring and building up new business, in any service business 
environment. Must have good presentation skills. 


EXECUTIVES / SENIOR EXECUTIVES - CLIENT SERVICING: Persons with 
at least 2-4 years of experience in client servicing with a reputed PR or 
advertising or event management agency. Must have very good written 
communication skills. . 


EXECUTIVES / SENIOR EXECUTIVES - MEDIA RELATIONS: Persons with 
atleast 2-4 years of media handling in a PR agency or corporate environment. 
Must have good people skills and be able to establish lasting rapport with 
media. 


PR TRAINEES: Persons with degree / diploma in mass communications/ PR/ 
journalism. No experience necessary. 





Send in your detailed CV and contact information to: 


The Managing Director, MelCole Public Relations 
24 Feroze Gandhi Road, Lajpat Nagar-lll 


24 Feroze Gori MELCOLE! 


or via email to : delhi@melicole.com An affiliate of Ketch 
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Public Relations, U.S.A. 
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Words to describe us!!! 


We are a group of passionate and very dedicated people who share the goal of building one of the finest executive 2 
search firms in the world. 


Search Works was founded in 2002, in Singapore, with a strategy of building a multi functional, international search and 
selection business. Since then we've grown. Today, we have offices in Singapore, Hong Kong, Mumbai and Bangalore. 


Our clients range from the world's largest companies to medium-sized businesses and entrepreneurial start-ups. 
We have built and sustained a reputation of excellence in the practice areas of Information Technology, Telecom, Banking © 
& Financial Services, Media, Corporate Services and Engineering in virtually every functional discipline. 


| Our people are the key drivers of our success. We encourage every one of our people to be entrepreneurial. 


Our clients look to us as a partner for fresh and innovative ideas & new approaches to help them grow. 


So far, we have delivered. With you, we will deliver some more. 


| df you want to partner in our exciting journey, enjoy working in a progressive, dynamic, results oriented environment, 


please do get in touch. 


We seek young and dynamic professionals to join our team. 


CEO (FLEXI STAFFING DIVISION) REGIONAL DIRECTOR (SOUTH) 
An MBA with 15+ years of experience in sales / operations in Based in Bangalore you will lead the operations of the Southern 


service industry, should have handled national responsibility in Region as an independent profit centre. An MBA with 8-10 years 


the last few years. Powered with operational and è . ’ 
experience in sales/ operations, a background in executive 


entrepreneurial skills, number crunching ability, you should 

search consulting, you should have excellent business 
have an understanding of the concept of Flexi / Temp Staffing. 

You would be responsible for setting up the Flexi staffing development, networking and relationship skills. 


business in India for Search Works. 


If you have the drive to create an organization and build wealth for yourself write to us at 
ashish.arora@searchworks.biz or call on +91 98200 28980. 


SearchWorks 


EXECUTIVE SEARCH * RECRUITMENT CONSULTING 


www.searchworks.biz 
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S the UPA celebrates a year in office on 22 

May, it would not be too far off the mark to 
say that the most surprised would be the 
government itself. A year in office is quite an 
achievement in view of the slim chances 
that it had been given of surviving its infancy. Indeed, last 
September, buoyed by astrological forecasts, some mem- 
bers of the opposition announced its imminent demise. 
That didn't happen, and astrologers are less forthcoming 
now. Like the rest of society, they grant the UPA time 
till 2007, if not 2009, or till whenever Rahul Gandhi 
decides to occupy the chair Manmohan Singh is report- 
edly keeping warm for him. 

This, of course, does not mean that the UPA has put in 
a sterling performance. Its ex- 
pected longevity is more a re- 
flection of tangles within the 
NDA — from the pre-Advani 
and post-Advani succession 
struggles in the BJP to non-BJP 
allies distancing themselves 
from the NDA. The credible 
opposition is from the Left, 
which, incidentally, appears to 
have decided to stay away 
from the birthday bash, or 
from assorted tainted and un- 
tainted ministers, or from the 
Congress's own errors of judge- 
ment in Goa or Jharkhand, or 
from members of the National 
Advisory Council (NAC) who 
periodically go public with 
their disenchantment. This is, 
perhaps, to be expected since the genuine Opposition 
stays away from Parliament despite the best blandish- 
ments of the Congress. That's the beauty of this govern- 
ment: opposition comes from within the government. 

And no one knows who the government really is. 
Notwithstanding Time magazine's listing of Manmohan 
Singh among the100 most influential people in the world, 
there is the enduring image of Congress chief Sonia 
Gandhi looking over his shoulder. This experiment with 
dual leadership is unheard of and no one will be con- 
vinced that the Prime Minister takes all decisions, espe- 
cially when the PM is a non-elected one and owes his po- 
sition to 10 Janpath, a fact his Cabinet colleagues not only 
recognise, but also exploit. 

But this issue of incoherence in government policy is 
more than the point about two power centres and the role 
of the NAC. Foreign minister Natwar Singh and the PMO 
don't agree on foreign policy. On several issues, com- 
merce minister Kamal Nath and finance minister Chi- 








lebrate 


In the course of 2006, 
unfulfilled expectations 
will come home to roost for the 
UPA government 





dambaram— and Chidambaram and planning Commis- 
sion deputy chief Montek Singh Ahluwalia — differ. 
Home minister Shivraj Patil mishandles Manipur and is 
criticised for changing governors. HRD minister Arjun 
Singh is interested in nothing but detoxification of acade- 
mia and is felicitated for having completed 50 years of 
service in something that is completely uncertain. De- 
fence minister Pranab Mukherjee goofs up on clean chits 
to George Fernandes. Ram Vilas Paswan's mind is only on 
Bihar. Ditto for Sharad Pawar and Maharashtra. Appar- 
ently, a report card is being prepared on the ministers, 
separately by 10 Janpath and the PMO. A reshuffle is likely, 
but this is unlikely to be more than cosmetic. 

What does this government stand for? The Common 
Minimum Programme (CMP) 
and Bharat Nirman — as 
opposed to the BJP’s India 
Shining campaign — are too 
vague. Since the UPA has in- 
dulged in a plethora of task 
forces, committees and com- 
missions, perhaps one more 
on the CMP is necessary to fig- 
ure out what this government 
stands for. For instance, take 
Telengana. Given the Prime 
Minister’s background, there 
were expectations that some- 
thing would happen on the 
economy and governance. In- 
stead, the Prime Minister's suc- 
cesses have been restricted to 
foreign policy. Some deals with 
the Left on economic policy 
are understandable, such as not allowing petroleum 
product price hikes or FDI in insurance or putting pen- 
sion reforms and disinvestments on hold. 

All the same, the economy isn't doing too badly and 
even the Sensex has recovered. But that has little to do 
with the government, barring perhaps, inflation control. 
Thelikely growth of7 per cent in real GDP growth in three 
successive years may be cause for celebration, but that is 
because of the economy's dynamism. In fact, almost 
everything has been kind to the UPA. Manmohan Singhs 
image and Sonia Gandhi's apparent sacrifice may have 
contributed to this. In the course of 2006, unfulfilled ex- 
pectations will come home to roost, compounded by 
elections in Kerala and West Bengal and Prakash Karat's 
leadership of the CPM. The CPI describes the UPAs per- 
formance as a curate's egg — good in parts. The UPA will 
need to improve its showing soon with mid-term elec- 
tions approaching. Blaming coalition politics or hoping 
for the disintegration of the BJP will not work. Wi 
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Introducing Confidence 


in Structured Casuals and Formals 


Be plainly ahead of the crowd with a selection of trendiest 
international patterns and weaves. Cottons by Century 
is made from 100% cotton yarn using compact spinning 
technology. Choose from an exquisite range of smart 
corporate dressing and casual wear. Revel in your confidence. 
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FLAGSHIP STORES : MUMBAI : WORLI, CENTURY BHAVAN, 24378400. * GOREGAON (E), THE HUB, 26865252. DELHI : CONNAUGHT PLACE, E/27, 23416068. 

f 4 * GURGAON : CITY CENTRE MALL, MEHRAULI GURGAON ROAD, 5068240. KANPUR : KOTTS 'N, KOOL, TILAK NAGAR, 7/90-A, 2534186. *BANGALORE- 
E, COMMERCIAL STREET, 51238511 * CHENNAI 100, PONDY BAZAR, 28150323  * HYDERABAD PUNJAGUTTA, 55757272/7171 


EXCLUSIVE BRAND OUTLETS: « MUMBAI: * BANDRA, Linking Road, 26465622 * VILE PARLE (E), M. G. Road, 26130832 * BORIVILI (W), Opp, Ajanta Talkies, 28625050 * THANE: 
Ram Maruti Road, 25393366 * PUNE: Laxmi Road, 56024645 * NASIK: College Road, 2314094 * NAGPUR: Sitabuldi, 2556448 * AHMEDABAD: Mardia Plaza, C. G. Road, 26403499 « 
INDORE: Sapna Sangeeta Cinema Road, 2460900/2461841.* DELHI: Central Market, Lajpat Nagar, 51721178, J-87, Private Shop No.1, Rajouri Garden, 51446598, Nangia Park, Shakti 
Nagar, 27463416 * NOIDA: G - 50, Sector 18, 2591309 * FARIDABAD: Ansal Plaza, Sector 15-A, 5013114/5 * GHAZIABAD: 75, Ambedkar Mkt., 3945877 « AMRITSAR: Nehru 
Shopping Complex, Lawrence Road, 3099062 * JALANDHAR: 301-R, Model Town Market, 2272867/2272451 * BANGALORE : Jayanagar, 4th Block, 26639971 * SECUNDERABAD: 
M.G.Road, 55337171/55337272 * BELGAUM: Khade Bazar, 5204961 * KOLKATA: 25/B, Camac Street, 30954639. * Mignonette, 25, Lindsay Street. 

ALSO AVAILABLE AT: ERNAKULAM : * Seematti - 2353216, * Jayalakshmi - 2366458, * Parthas - 2374175, * Globers - 2370903, Utsav - 2371925 KOTTAYAM : Seematti - 2563396, 
* Pulimootil - 2563295 TRIVANDRUM : * Parthas - 2572535, * Ayyappas Textiles THRISSUR: * Kalyan Silks - 3092418 TIRUVALLA : Karikkineth - 2733733 * READYMADE 
CENTRE PVT. LTD., Kolkata, 25534564 

For Trade Enquires CENTURY TEXTILES & INDUSTRIES LTD., Mr. Mahendra Padhy, e-mail: mahendra@centurytext.com, Cell 09323568900, Tel : +91 - 22 - 24957000, Ext : 4023, Fax : +91 - 22 - 24305757 


Website : http://www.cottonsbycentury.com Plant a Tree P Protect your environment 


AIR FRANCE KLM 


Nido oc adir ttes 


“Air France and KLM have been 
crowned Airline of the Year 2005." 


“Were off to a flying start." 
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The prestigious Airline of the Year 2005 award has been given to Air France and KLM 
by Air Transport World Magazine. It’s the ultimate recognition of the results achieved 
both individually and as a team in our first year together. It's the ultimate proof of 
how our staffs use decades of aviation innovation and experience to provide our 
customers with world-class travel and world-class comfort. Every day of the year. 
On every flight. To every corner of the globe. 
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The Reliable Airline KLM :%) 
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THE JUTE MILL SCAM & DIGITAL FILMS 2.0 
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Power 


Yoga, tai chi, movies, 


novels... how the 
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comfortably, with cutaway collars and triangular MOP buttons, this is the 
epitome in leisurewear. Non conformist and fluid, they carry a lethal dose of 


Hundreds superfine cotton, they destroy any traces of the mundane. Cut 
pleasure in leisure. Wear it to feel it. 


Add pizzazz to your leisure with the new Emerge Prints. Printed on Double 


Leisure pleasure. 


Exclusive Stores: AHMEDABAD: Law Gardens - Ph: 26461659 + CHENNAI: No. 06, College Road - Ph: 52065670 // Spencer Plaza, 3rd Phase - Ph: 28491170 * GURGAON: DLF City Centre Mall - Ph: 5068375 
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PRINTS: SCANS: COPIES 


* |4 PPM * High Resolution Colour Scanner e Vp Copier with Unique Functions 
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——— Samsung Multi Function Laser Printers. Make the smart choice. EUM as Y x 
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Copier | Print. Copy. Handset | 
| Scan. Fax. | 
SAMSUNG 
DIAL-A-TONER 
1600-113-444 
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SAMSUNG Laser 


“Estimated street price. Sales tax and other levies extra. For any further details log on to: www.samsungindia.com 
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What Next? 
Purnendu Chatterjee has 
pulled off a big deal. But what 
is not clear is what he will do 
with Basell now that he has - 
it. Will he create a petro- 
chemical empire that can 
rival Reliance? We will have 

to wait and see. 


P. Mohan, via email 








HYPE HURTS | 
Itis so brutal of the media to give | 
hype to an issue and then burst it | 
when reality comes to the fore — . 
(‘United We Fail, BW, 23 May). When | 
this Efficient Consumer Response | 
(ECR) alliance was formed, magazines | 
like BW were busy creating high 
expectations for something which was 
rather naive as far as the Indian market 

is concerned. We have very different 
problems and a very different | 
environment here. Therefore, just | 
because something has been 

successful elsewhere doesn't mean it 

will be successful here as well. 

What the retailers need to do is | 
clean up their own houses and change | 
their attitudes towards existing | 
customers, rather than dogmatically | 
pursuing an expansive, vague agenda. 

Y. Joshi, posted on BW website 
| 


SEBI PUTS UP HURDLES 
'Senseless Red Tape’ (BW, 11 April) was 
apt. Why should small investors be 
subjected to hassles and needless 
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expenses when it is known that scams 
are not done by small investors, but by 
brokers, Sebi officials and company 
management? As such, if at all MAPIN 
is necessary, it should only be for big 


| investors dealing in crores. After all, it is 


usually crores that are exchanged 


| under shady dealings that happen right 


under Sebi's nose. 
Further, if the real motive is to track 


| investors, all depository participants 


and brokers already have photographs 


! and other relevant information of an 


investor before he is allowed to trade in 
securities. If with all these, the erring 
investor cannot be traced, where is the 


| guarantee that Sebi would be able to 


track them with MAPIN? 


| R.S. Agarwal, via email 


LOANS FOR ALL 

The common man is usually more hon- 
est; truck owners have proved this 
many times (‘The Cashless Lender, BW 
25 April). Whenever a truck owner takes 
aloan, his first priority is to repay as 
early as possible, preferably before the 
due date. A truck is their only source of 
livelihood. Therefore, they take care of 
the vehicle and repay early so that their 
take-home pay improves. 

R. Thyagarajan realised this fact 
long ago and should be congratulated 
for it. The Shriram Group has helped 
Indias corporate and finance sections 
change their attitude towards lending 
to the ‘poor’. Indians must realise the 
strength of all Indians to become a 


world power. 

Sunil B. Kale, via email 

| Write in at l 
2 editor@bworldmail.com || 
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COVER STORY 


New Culture 
Czars 


India and China are turning into big-time 
exporters of culture. Armed with this soft 
power, the two Asian giants are staging a 
dramatic re-entry into the cultural 
imagination of the West. The US, the 
original proponent of such soft power, 
seems ill at ease. And while opinions are 
divided on the use of soft power, nobody 
grudges that it pays to have some. After all, 
sentiment plays a large role in investment 
decisions, too. 
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Dispatch From The US Perhaps 
Washington can take a lesson or two in 
diplomacy from the two Asian countries. 











A Shot For Sandoz s| The Jute Mills Scam 


The world's largest generic drug maker, the $5-billion Regional provident 
Sandoz, wants to leverage India's low-cost advantage. That's fund authorities in 
why it's setting up a bulk drug manufacturing facility here. Kolkata were sup- 
posed to sell off the 
EPFO why the government needn't agonise over | jute mills to recover 
funding a 9.5 per cent rate of interest on provident funds. workers’ dues. That 
| didnt happen. The 





Tata Group Keki Dadiseth may have scuppered 


EX 








R Tata’ i inside story of the lex P | j 
E gh biggest government ^ 4 Three mills’ assets worth Rs 400 
: fraud for Rs 1. 
Maruti 1s it only to help recovery fraud ever. crore were sold for Rs 1.64 crore 
whee pia caet * Interview Indian agriculture sorely needs an 
n Indi 5 Kj : pacny overhaul. And the man charged with the task is Sharad Pawar. 
nee ee Howis he going about accomplishing this massive task? 
company? 
4 Maruti Udyog’s production Digital Cinema It’s faster and more focused. Enter 
line: for small cars only the second wave of the digital cinema revolution in India. 


BUSINESSWORLD 6 JUNE 2005 


——————————————  — M — e H—M n —]Gg —— —— 


Businessworld 








IN VOGUE 


ss Spreading The Net 





Weblogs are the Next Big Thing on the Internet. It's time In- 
dian businesses learnt to use them to their advantage. 


62 Bookmark How your company’s fame directly 
affects its fortunes, and other bits of PR advice. 


COMMENT 


28 Omkar Goswami Corporate India 
must try and understand Clause 49 of the listing 
agreement instead of just raising dust over it. 


GUEST COLUMN 


46 Lynn De Souza why cant Indias tel- 
evision industry contribute more of its earnings 
for a more widespread TV rating service? 


COACH'S BUSINESS 


52 John Buchanan The coach ofthe 
Australian cricket team starts a column on 
leadership and performance. 


THAT'S IT 


60 Mala Bhargava Dubbed an iPod- 
killer, PalmOnes LifeDrive has a full arsenal 
of organiser and PDA functions. 
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Web Exclusives 





A A Yes Bank report on the changing ecosystem of 
the Hindi film industry. 
Stock Sense: The Nifty is inching up, despite the 
monsoon playing coy. What could be the next trigger? 
Pharma Capsules: Your fortnightly round-up of 
action in the pharmaceuticals sector. 


| Logonto | on to www.businessworldindia.com  ) 














The power to attract 


CONOMISTS have for long debated whether 
economic convergence is real or not. Or to put it 
in more plain terms, do poorer countries tend to 
grow more rapidly than the richer ones, and 
thereby tend to converge in living standards? 
There have been decades like the 1970s when this idea was 
discredited, and decades like the 1990s when convergence 
was back in fashion as economies opened up, capital and 
technology began to move freely across borders, and per 
capita income in countries such as India and China grew 
rapidly. The common wisdom now is that convergence 
happens if policies and institutions are in the right place. 





Convergence has an interesting consequence: in an 
economically and technologically more equal world, the 
relative power of nations may 
depend mostly on the size of 
their populations. The size of 
the population will determine 
the size of the GDB and the size 
ofthe GDP will determine the 
clout you have in the global 
economy, the military might 
that you can afford, and so on. 


Businessworld 





No wonder then, China and 
India are looked upon as 
potential big power players. Last 
week, I was listening to a presentation by Dr Arvind Virmani, 
chief executive of ICRIER, on ‘A Tripolar Century: USA, China 
and India. Virmani's proposition is that the global economy is 
evolving in a direction that is likely to result in a bipolar world 
(USA and China) by 2025 and a tripolar one (China, USA and 
India) by 2050. These will not be equal powers, but they could 
sort of form the most important poles of a new world order. A 
lot of assumptions lie behind these projections, of course. 


It is in this context that the cover story written by our China 
correspondent Jehangir Pocha — the only one representing 
an Indian publication in Beijing! — has to be read. 'Soft 
power or “the power to influence the behaviour of others by 
attraction rather than coercion" has been slowly gaining 
greater currency as a concept. Pochas story, written with 
reports from India, China and the US, shows that the rise in 
the economic status of China and India is also accompanied 
by their ability to leave a deeper imprint on global culture. 


le S 


TONY JOSEPH, EDITOR 
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FDI IN RETAIL 


Food segment 
first in line 


NDIAN retail is not asking 
whether foreign direct invest- 
ment will be allowed in the sec- 
tor any more. It is asking where the 
FDI cap will be set. For its part, 
Wal-Mart is said to be holding out 
for 100 per cent. The decision will 
be known in a three weeks. 
Sources, however, say the en- 
tire retail industry won't be opened 
up at one go. FDI would probably 
be allowed in food retail first. This 
is a big departure from commerce 
minister Kamal Nath's comments 
a few months earlier that the gov- 
emment was thinking of allowing 
FDI in branded categories only. 
The shift can partly be attribu- 
ted to Wal-Mart, which, despite 
images of cheap electronics and 
clothes, gets 60-65 per cent of its 
business from food and grocery. 
The rest of the credit might 
have to go to the Indian farm 
lobby. Agriculture minister Sharad 
Pawar (Interview on page 40) told 
BW that "if FDI were allowed, it 
would definitely have a very good 
impact on Indian farmers." Harsh 
Bahadur, India head of global cash 
and carry giant Metro AG, agrees 
that the food retailers will set up 
supply chains which can move 
agri-products to the market faster. 
The trader lobby appears to have 
been trumped by the Wal-Mart 
lobby, the Tesco lobby, the Indian 
farmer lobby, the textile lobby and 
the small manufacturer lobby. E 
M. RAJSHEKHAR 





HE world's lar- 

gest manufac- 

turer of generic 

drugs, the $5- 
billion Sandoz, is ex- 
panding its operations 
in India. Global CEO An- 
dreas Rummelt said in 
Mumbai that Sandoz, 
the generics arm of the 
$28-billion Swiss drug- 
maker Novartis, will in- 
vest in a new multi-pur- 
pose manufacturing 
facility next to an exist- 
ing one in Mahad, Ma- 
harashtra, which it re- 
cently acquired from sister company 
Novartis India. 

Rummelt did not reveal the quan- 
tum of investment that this will require. 
The facility will make bulk drugs, the key 
ingredients that lend finished medi- 
cines their potency. It will be targeted at 
the export markets of the US and west- 
ern Europe, where Indian companies 


SANJIT KUNDU 





Sandoz CEO Andreas Rummelt: Leveraging India 


have already made a dent because of 
their low costs of production. 

Prior to setting this up, Sandoz did 
evaluate some functioning Indian bulk 
drug facilities. But none of them were as 
multi-purpose as Sandoz wanted, Rum- 
melt said. Sandoz is the first interna- 
tional off-patent drugs major to set up 
its own infrastructure in India that can 


THE 9.5% PROVIDENT FUND RATE 


Is there a shortfall? 


HE unnecessary suspense 
over the provident fund rate 
for 2004-05 continues. Unnec- 
essary, because the debate is 
based on wrong numbers. The board of 
the Employees Provident Fund Organi- 
sation (EPFO) is to meet again to delve 
into how it can generate the 9.5 per cent 
returns promised by the prime minister 
in February, something that's turning 
into a nightmare for labour minister 
K. Chandrashekhar Rao. The finance 


ministry has refused to subsidise the 


Rs 927-crore shortfall expected to arise 
if EPFO has to make good the PM's pro- 
mise. The truth is that there's no shortfall 
at all and the ping-pong over the rate in 
the government is uncalled for. 

Letters sent by the EPFO to joint sec- 
retaries in the labour and finance min- 
istries in July 2004, (copies of which are 
with BW) painta very different picture of 
the problem. The PF rate is recom- 
mended by the EPFO's Central Board of 
Trustees at the beginning of the year 
based on estimates of likely income and 
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expenditure during the year. Tradition- 
ally, the total corpus of the EPFO is taken 
as a base for deciding the interest rate 
payable. But the letter says this is not the 
correct accounting practice for deter- 
mining interest liability. 

“The EPF corpus includes undistrib- 
uted interest surplus of past years, re- 
ceipts from penalties, etc. All these com- 
ponents are not owed by the Fund to 
members and as such are not liabilities. 
For declaring interest (for).. members’ 
accounts, the balances in members’ ac- 
counts as per balance sheet should be 
the basis.” As of 2002-03, the letter adds, 
the difference between the EPF corpus 
and members’ balance was Rs 10,078 
crore. “...The liability... to members is al- 
ways over-inflated and, hence, interest 
liability is also inflated.” 

Moreover, this gap widens further if 
one considers the members’ account 
balances as per the EPFO’s comput- 
erised database, which is the basis for is- 
suing annual account slips. The mem- 
bers’ balances figure stated in the 


SANDOZ 


New bulk 
drugs 
facility on 
the cards 


be leveraged to cater to key generic drug 
markets of the West. 

Close to 200 scientists at Sandoz’s In- 
dian development centre are churning 
out products for these markets already. 
So far, Sandoz has made eight generic 
drug applications in the US for products 
developed at this research centre. 

But to what extent are the Indian op- 
erations making a difference to Sandoz's 
overall costs? Explains Rummelt: “In 
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balance sheet is higher than those re- 
flected in EPFO's computerised data- 
base by Rs 1,692.36 crore (as of 2002- 
03). Thus, the gap between the corpus 
and the member account balances 
could be as high as Rs 11,770 crore. 
Even assuming that the EPFO' cor- 
pus has grown in the past two years, the 
Rs 10,000-odd crore gap between mem- 
bers' balance and the EPF corpus could 


product development, (the cost benefit) 
kicks in immediately. But in production, 
it takes longer — about a year to a-year- 
and-a-half.” The new bulk drugs facility 
in Maharashtra is likely to be commis- 
sioned in 2007. 

Sandozis not the only generics com- 
pany that's milking the Indian benefit. 
Close rival and world number two in 
generics, Teva of Israel, has a bulk drug 
development centre that is expanding 
rapidly. It owns bulk manufacturing fa- 
cilities here. It is also actively looking to 
acquire an Indian company. 

Other US companies have tied up a 
number of alliances with Indian manu- 
facturers for that market. Does this put 
pressure on Sandoz to move faster? 
Rummelt doesn't think so. "We are not 
under pressure here; we have started 
earlier than the others," he says. 

Sandozis also keen to make a dent in 
the Indian marketplace. The company 
is currently in the process of evaluating 
its strategy for this market. a 

GAURI KAMATH 





P Chidambaram: EPFO can do 
well without his subsidies 


only have grown. The non-mem- 
ber account components of the 
EPF corpus cannot go away un- 
less they are segregated under dif- 
ferent heads, while members can 
withdraw their full money and re- 
duce the corpus. In 2002-03, for 
instance, the members' balance 
actually fell by Rs 47 crore as with- 
drawals exceeded contributions. 
And even if the gap hasn't grown 
beyond Rs 10,000 crore, it means 
that the Rs 927-crore shortfall 
that's being talked about is based 
on a figure that inflates interest li- 
abilities by Rs 950 crore. EPFO 
could, in fact, have a surplus of 
Rs 23 crore for 2004-05 despite 
paying the ‘unrealistic’ 9.5 per cent. 

The board should simply ask the 
EPFO to submit the correct figures on 
which the 9.5 per cent rate is to be calcu- 
lated. More importantly, the Left should 
ask why income on past undistributed 
surpluses shouldn't go to members as 
well. (On whose principal the surpluses 
were earned in the first place?) T 
VIKAS DHOOT 


DINESH KRISHNAN 
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SUCCESSION AT TATAS 


Dadiseth might 
pull out 


HE hunt for Tata group chair- 

man Ratan Tata's successor 

has run into rough weather. 
Sources say Keki Dadiseth, who 
was expected to take over the reins 
after his retirement from Unilever, 
may have declined the offer. 

Unilever sources say Dadiseth 
may have declined as he already 
has three directorships at Daimler- 
Chrysler, Marsh & McLennan Com- 
panies Inc., and Actis Capital. Ac- 
cording to sources in Unilever, 
"Dadiseth has given the sense to 
people he is close to that he would 
much rather not get himself em- 
broiled in the complexities of man- 
aging the top job at the Tata group 
at this late stage in his career." But 
Tata sources say that the 59-year- 
old Dadiseth may stay on as direc- 
tor of Indian Hotels and a trustee of 
the Ratan Tata Trust. He may even 
join the Tata Sons board. But group 
chairmanship seems ruled out. 

That may have scuppered 
Ratan Tata's succession plans. The 
68-year-old chairman is set to re- 
tire from the Tata Sons board in 
2007 in line with a mandate that 
he himself set. Earlier, a Tata group 
chairman could continue up to the 
age of 75. But Tata himself chose 
to bring that down to 70 years. 

So what will Tata do now? The 
options are limited. Noel Tata, his 
half brother, remains the frontrun- 
ner, but is clearly not ready for the 
top job. Sources say that Ratan 
Tata may be forced to stay on as a 
consultant after retirement so that 
he can guide the group and groom 
Noel. An interim candidate could 
take over as chairman for a couple 
of years, till Noel is ready to step 
into Ratan's big shoes. Exactly who 
that interim candidate could be re- 
mains cloaked in secrecy that has 
surrounded the entire succession 
issue from the start. E 

INDRAJIT GUPTA & RADHIKA DHAWAN 


OREAN steel maker Posco's 
president Chang Oh Kang was 
on his way to Bhubaneshwar 
for talks with the Orissa gov- 
ernment even as BW was going to press. 
Orissa state government sources said 
Kang is likely to use this visit, his third to 
the state, to firm up details of the MoU 
on Poscos proposed $12-billion project 
in Orissa. On its part, the state govern- 
ment has drawn up the final contours of 
the MoU and will present them to Kang. 
The meeting was scheduled for 27 May. 
The background to the visit was be- 
ing built up when last week Posco for- 





POSCO 


Talks enter 
last stretch 


economic feasibility study for the pro- 
ject to IPICOL, the industry promotion 
body ofthe Orissa government. It has al- 
ready put down a timeline of 2015 to 
bring its project to the full capacity of 12 
million tonne per annum (mtpa). What 


_ has been broadly agreed upon is four 
mally applied for conducting atechno- | modules of 3 mtpa each, with the first 


being commissioned by 2009, and then 
3-mtpa capacity being added every two 
years. However, the ramp-up may de- 
pend upon some indices like steel in- 
dustry growth and national GDP show- 
ing market demand. 

The amount of iron ore to be dis- 
bursed still remains 600 million tonne. 
While the Orissa government has 
agreed to let Posco bring in low-alumina 
iron ore in exchange for the high-alu- 
mina ore found in Orissa for its blast fur- 
nace, it has stipulated that the amount 
of ore taken out cannot exceed 15 per 
cent ofthe 600 million tonnes allotted. 

PALLAVI ROY 

















India's tractor 
market (FYO5) 


Company 


Total Market 





NEWS CAPSULES 
Tafe may set off round of M&As 


T could be first move towards 
consolidation in the Rs 
7,500-crore tractor industry. 


Volume The Chennai-based tractor ma- 


. jor Tractors and Farm Equip- 
MEM 65,390 | ment’s (Tafe’s) buyout of Eicher 
Eicher HBOS | Motors’ tractors business could 
Tafe See's | set the tone for business in this 
Punjab Trac. <k | segment of the industry. At last 
Others 96,960 |. count, there were 14 tractor 


manufacturers competing in 
the 247,531-units per annum 
(FYO5) market. What's worse, 
the industry has been operating at 55 per cent capacity 
utilisation. Says a senior executive with a leading tractor 
manufacturer: "The top four players account for 60 per 
cent of the market. The remaining have to make do with 
40 per cent. It’s not viable." Industry analysts expect at 
least two more deals during this fiscal. "A couple of mar- 
ginal players would like to sell out while Mahindra may 
make an acquisition to cement its lead," says a Delhi- 
based industry analyst. 

. Asfor Tafe's acquisition of Eicher's tractor, engine and 
gears divisions, it will help it address gaps in its product 
range and distribution. Tafe did not have a significant pres- 
ence in the sub-30 h.p. segment, which accounts for 15 
per cent of the market, where Eicher is a major player. Con- 
sequently, Tafe did not have a good presence in markets 
like Uttar Pradesh and Madhya Pradesh, where these trac- 
tors are popular. a! 


247,531 | 


Orders pile up at Sebi 


HE Securities and Exchange Board of India (Sebi) has 
passed just four orders since M. Damodaran took over 





as chairman in February. Three orders were passed by 
board member Madhukar in March and another one was 
passed in April, but mysteriously remained unsigned. Ac- 
cording to a recent statement by the Securities Appellate 
Tribunal presiding officer Kumar Rajarathnam, the number 
of orders pending with the Sebi chairman and members 
are around 600. To put that in perspective, in the calendar 
year 2004, former chairman G.N. Bajpai and his members 
passed 364 orders, many of which, Sebi insiders say, were 
passed in a hurry. If Sebi does its due diligence before 
passing the orders, it may take a couple of years, if not 
more, to clear this backlog. Any new orders will just have to 
wait for their turn. E 


Swift goes aggressive on price 


ARUTI Udyog 

(MUL) launched 
its Swift hatchback in 
India last week. Priced 
at Rs 3.87 lakh (ex- 
showroom, Delhi) for 
the base Lxi model, it 
is expected to shake 
up the non-entry level 
hatchback market. The 
higher Vxi and Zxi models come for Rs 4.05 lakh and 
Rs 4.85 lakh, respectively. In terms of size, Swift is about 
as big as Hyundai’s Getz and similarly appointed. It is ex- 
pected to pull customers from cars like Maruti’s own 
Wagon R and Zen, Hyundai's Santro, and Fiat's Palio at the 
lower end, and Getz and Opel Corsa Sail at the higher end. 
That, say industry watchers, could push the prices of all 
these cars down. The ones priced higher would have to 
compete on price or risk losing market share. The cars that 
are cheaper than the Swift would have to cut prices too to 
open up a significant gap between them and the Swift. And 
buyer could be laughing all the way home. z 

RANJU SARKAR, VIKAS DHOOT & ABHIJIT MITRA 
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HIS week's sudden dissolu- 
tion of the Bihar assembly, 
just as the NDA was inching 
its way towards the magic 
majority figure, is proof 





* / again of RJD chief and railway minister 


—, Lalu Prasad Yadav’s ruthless determina- 
tion to hang on to his fiefdom at all costs. 
In blatant disregard of democratic 
norms and constitutional propriety, the 
UPA government chose to dissolve a 
state assembly without any political 
party being given a chance to try its 
- hand at government formation. It was a 
^ first in India’s democratic history. The 
/^ message was clear — if Lalu cannot 


.—, form the government at Patna, no one 


else would be allowed to do so either. 
The RJD chief has thrown down the 

gauntlet. The question really is whether 

/ anyone dares pick it up. In the three 


.., monthssince he received his worst elec- 


/ toral drubbing, Lalu has clawed his way 
» backas the sole arbiter of Bihar's fate. He 
has stopped the NDA -JDU combine in 


\ / itstracks by forcing dissolution ofthe as- 
—. sembly before its leader, Nitish Kumar, 


could stake his claim to form the gov- 
ernment. He has finessed Ram Vilas 
Paswan who proved to be his nemesis in 


* ; the polls and who had hoped that a pro- 
., longed spell of President's rule in Bihar 
^ would establish his Lok Janashakti Party 


— (LJP) as the main anti-RJD pole. And he 
V has got the Congress — pathetically 


contrite for double-crossing him 
in the last elections and eager to 
make up — exactly where he 
wants it, under his thumb. 
It appears that it's advantage 
Lalu this time. With Paswan col- 
lapsed like a pricked balloon and 
the Congress firmly on his side, 
Lalu hopes to regroup his Mus- 
lim-Yadav vote base, which had 
E scattered slightly in the last elec- 
tions resulting in substantial 
losses for his party. 

However, a closer look reveals Lalu's 
vulnerabilities. For one, this time, there 
is likely to emerge a total upper caste 
consolidation, like never before, behind 
the NDA-JDU. In the past, the Congress 
has been a beneficiary, if only a marginal 
one, of anti-Lalu upper caste votes, and 
in the state assembly polls in February, 
Paswan, too, bagged a fair share of this 
vote bank. The electorate is now likely to 
be sharply polarised into two groups: 
pro-Lalu and anti-Lalu, making it an 
even fight between the RJD and the 
NDA-JDU alliance. 

In this scenario, the non-Yadav 
backward castes are likely to be the de- 
ciding factor in determining the out- 
come. In February, a substantial chunk 
of them had moved away from the RJD, 
but because they were split between 
Paswan and the NDA, they failed to pull 
their weight in favour of either of the 
anti-RJD alternatives. The danger for 
Lalu lies in the possibility that the anti- 
RJD sentiment that was evident in Feb- 
ruary among the non-Yadav backward 
classes may further intensify into a 
mandate in favour of the NDA-JDU 
combine unless, that is, the maverick 
politician is ableto stem the tide. 

The future of Bihar, then, is up in the 
air. The biggest losers in the dramatic 
events of this week are the Congress and 
Paswan. The latter had hoped to play 
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POLITICS 


Lalu back in 
the reckoning 


But the dissolution of the Bihar assembly could 
work for the NDA as well 


kingmaker, but failed to capitalise on his 
pivotal position. By trying to have his 
cake and eat it too, he was unable to 
choose between state politics and his 
cabinet berth. Today, he seems to have 
become a marginal figure, with the 
NDA-JDU alliance rather than his LJB 
emerging as the receptacle of the anti- 
Lalu sentiment in the state. 

As for the Congress, its dreams of a 
revival in Bihar seem to have gone up in 
smoke. It has been reduced to being a 
mere appendage to Lalu and will have to 
satisfy itself with the crumbs the RJD 
chief leaves for it. Worse, its open ap- 
peasement of Lalu Yadav in Bihar may 
adversely impact its chances of mop- 
ping up upper caste support in neigh- 
bouring Uttar Pradesh. It may end up 
being an also-ran in two crucial states 
from where the party had hoped to con- 
solidate its position in the next Lok 
Sabha elections. E 

ARATI R. JERATH 


CTOR-turned-politician Sunil 

Dutt died on 25 May at his 
Mumbai residence. The Union 
sports and youth affairs minister 
would have turned 75 on 6 June. 
Dutt's career in cinema spanned 
five decades, during which he acted 
in more than one hundred films. As 
a politician, he represented Mumbai 
Northwest in Lok Sabha for six 
terms, including the current one. MI 





Meet Mr. Kashyap Doshi, Restaurant Owner, Gramin Vegetarian 


Nature of business: Restaurant - USP is natural foods without any 
colors, adulteration, and artificial ingredients. Started restaurant 
business: 2 1/2 years ago Award: Times Food Award Address: 20, 
Ground Floor, Raheja Arcade, Opp. FoodWorld, Koramangala 
Bangalore 560 095. Tel: 080- 51104103 


For more details, log on to www.tallysolutions.com or call TallyDirect on: = Bangalore 080-30916409 
m Chennai 044-30928745/30978746 = Delhi 011-39549710 a Kolkatta 033-39593666/65/64 = Mumbai 022-30902431 
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Step one to 
nationwide 
networks? 


AST week, communications 

minister an- 

nounced that mobile-to-mo- 

bile and land line-to-mobile 
calls in Maharashtra, Uttar Pradesh, 
Tamil Nadu and West Bengal will be con- 
sidered local calls. These states are the 
only ones split into two mobile telecom 
circles each. Earlier, a call between, say, 
Mumbai and elsewhere in Maharashtra 
would be a long-distance call. 

The immediate impact will be a drop 
in bills for mobile subscribers. The loser 
will be state-owned Bharat Sanchar 
Nigam (BSNL), which carried the calls 
across the networks. It could hit BSNL 
revenues in the short term. But the in- 
creased traffic is expected to provide it 
increased revenue in the longer term. 

Whatis significant is this could be the 
first step to the breaking down of barriers 
in calling across regions in the country. 
Already many operators provide re- 
gional roaming for subscribers. 
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So could this be the first step to go in 
for a single nationwide network as op- 
posed to the state-wide networks that 
we have today? After all, that's how the 
telecom networks are in China, Brazil, 
the US and Australia. 

Now that BSNL is looking to add 40 
million subscribers, it could be a reality 
in the not-too-distant future. (But that 
could be tricky as national long-distance 
operators have paid Rs 500 crore to get 
NLD licences.) One thing is sure: that 
would simply change the face of com- 
munications in the country. 

ANUP JAYARAM 





RETAIL 


A.S. Watson 
eyes India 


HE retail arm of the 
T $23-billion Hutchi- 

son Whampoa, A.S. 
Watson & Company, is 
planning to set up stores 
in India next year. Hutchison is owned 


by Hong Kong-based billionaire 


The A.S. Watson Group, an inter- 
national retail and manufacturing 
company, currently operates over 
6,200 retail stores in 31 countries 
across Asia and Europe. Its portfolio 
comprises retail brands like health 





and beauty shop, Wat- 
sons Your Personal 
Store, and food, elec- 
tronics and general mer- 
chandise stores like 
PARKnSHOP supermar- 
ket and Great Food Hall, 
TASTE food gallery, 
Fortress electrical appli- 
ance stores, Watson's 
Wine Cellar and Nuance- 
Watson airport duty-free shops. The 
group also manufactures water prod- 
ucts and beverages branded under 
Watsons Water, Mr. Juicy and Sunkist. 
In Europe, the group has interests 
in health and beauty chains and in 
Switzerland, it owns the wine-trading 
company Badaracco. 
NANDINI VAISH 
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STEEL 


The times are good... 


...Dut whether they will continue depends on whether 
companies can get raw material linkages in place 














RD nai 


ratio | Sales | Operating 


TANE NIS RS . 2003-04 2004-05 Rscrore margin% | 
Essar Steel — | 1 7.95 2.40 6,121.27 36.00 
Ispat Industries 6.28 |= ma. 4,637.62 23.68 





months ende 
*Merged company results 


ONUMENTAL debts 
used to be the 
biggest threat for the 
steel industry. But 
over the past year, 


- spiralling costs of raw materials such as 


coke, iron ore and scrap have replaced 


/ interest costs as the number one 


.. headache for Indian steel companies. If 


it wasnt for the equally buoyant steel 


7 prices, the industry would have been in 
. apretty pickle. Now, with one of its most 


profitable years just past, the industry is 
pushing to tie-up raw material linkages. 
Till a while ago, for the Corporate 


^; Debt Restructuring (CDR) cell, formed 


under the aegis of the Reserve Bank of 


^ India, the ailing steel industry was a 


, concern. But, recently, on the back of 


high prices, companies like Essar Steel 


2 and Jindal Vijaynagar Steel (JVSL) have 


improved their debt-equity ratios by 


/ paying back loans to the financial insti- 
. tutions (See ‘The Show Goes On). "The 


— Steel Authority of India, al- 


/ pany, is virtually debt free 
— now. So is Tata Steel. SAIL 


—7 Prashant Ruia: Weighing 
s Essar's project options 


CDR is going to be history for us by the 


~y year-end,” says the promoter of one of 


the major steel companies 

monitored by the CDR. 
Even the country's 

largest steel producer, 


though not a CDR com- 
















reduced its debt by a whopping Rs 2,920 
crore last year. JVSL, which used to have 
a debt-equity ratio of five, has managed 
to bringit down to a much better 1.3. 

Although steel prices have softened 
in the past few days, the long-term sce- 
nario for the industry remains stable. 
Tata Steel managing director B. Muthu- 
raman, in a press conference announc- 
ing the company’s results, said that he 
expected steel demand in the country to 
remain stable for the time being. "We 
don't see too many concerns in the long- 
term that will destabilise prices," agrees 
Ashutosh Satsangi, analyst, CrisInfac. 
"We expect that margins may have 
peaked and there is not likely to be 
much improvement due to high raw 
material costs." 

To capture this continuing growth 
and to check costs, major steel compa- 
nies are racing to tie up raw material 
linkages. These measures will be crucial 
in determining competitiveness as ana- 
lysts expect raw material shortages to 
continue for the next year at least. 

Tata Steel, the most ef- 
ficient steel maker in the 
country, almost doubled 
its net profit to Rs 3,474 
crore in 2004-05, with an 
operating margin of 41 per 
cent. Despite the fact that 
the company has its own 
iron ore and coal mines, it 
is acquiring a coal block in 
Australia by the year-end 


SANJIT KUNDU 
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to assure itself adequate supplies in fu- 
ture. Currently at 5 million tonne per an- 
num, the company plans to touch 15 
million tonnes of capacity by 2015. Ispat 
Industries, a company controlled by PK. 
Mittal, took over the Sindudurgh iron 
ore mine in Goa last year and is scouting 
for more. 

Most other companies would prefer 
long-term contracts to meet their coal 
requirements. "I'm not sure whether 
this is the right time to acquire mines, 
since the valuations are extremely 
high," says Seshagiri Rao, director (fi- 
nance), JVSL. His company is also set- 
ting up a 620,000-tonne coke oven bat- 
tery The first phase of this was 
commissioned in November 2004 and 
the battery should take care of the com- 
pany' entire requirement. 

The Jindal group also merged JVSL 
and Jindal Iron & 
Steel Company to 
create an inte- 
grated operation. 
Unlike Tata Steel, 
most Indian steel 
companies are 
not entirely inte- 
grated. Backward 
integration will 
give these com- 





NAMAS BHOJANI 


panies greater B, Muthuraman: 
control over the Faith in prices 
costs in their sup- 


ply chain and will also reduce depen- 
dence on the vagaries of raw material 
availability. With this in mind, Essar 
Steel took full control over its joint ven- 
ture Stemcor, a manufacturer of high- 
grade pellets. 

So what happens next? With 
stronger balance sheets, these pro- 
moter-led companies could start itch- 
ing to grow. Essar Steel has already an- 
nounced a flurry of projects, among 
them a 4-million tonne per annum steel 
plantin Qatar and another3-mtpa plant 
in Orissa. In a recent interview with BW, 
Prashant Ruia, managing director, Essar 
Steel, was cautious and non-committal 
about his plans. "We are studying vari- 
ous possibilities," he said. 

But once the CDR commitments are 
met, there will be little restraint on the 
steel companies. 

Hopefully, the lessons of history 
would have been learnt by then. Ed 

RADHIKA DHAWAN 








PETROLEUM RETAIL 


The rural rush 


UBLIC sector oil companies 
like IndianOil (IOC), Bharat Pe- 
troleum (BPCL) and Hindustan 
Petroleum (HPCL) are looking 
at the rural hinterland to fuel their next 
phase of growth. IOC and BPCL are 
planning to set up nearly 1,000 rural re- 
/ tail outlets each in the current fiscal. 
/ HPCL has already set up 400 'Hamara 


^. Pump' outlets, and may add another 


300 of them this year. By doing so, the 
. these companies have pre-empted 
competition from private sector en- 
trants like Reliance and Essar, who have 


x . also been eyeing the rural markets. 


These no-frills, small format outlets, 


e ; with just an underground tank, pump, 


and a portable cabin, can be put up for 
Rs 5 lakh-6 lakh each. So, an oil major 


“can put up 1,000 outlets at a cost of just 


; Rs50crore. What's more, these outlets 
—, can generate volumes of 40-60 kilolitres 
- (KI) a month. To improve the viability of 
' theseoutlets, IOC is trying to sell non- 
fuel products like finance and agri in- 
puts through these outlets. It has roped 


—, in ICICI Bank as a partner for what it 


calls Kisan Seva Kendras and hopes to 
attract other channel partners. 

"There are huge belts of agriculture 
and agri-based industries in the pro- 
gressive states that have become huge 
centres for petroleum consumption," 


says Sanjay Krishnamurti, executive di- 
rector (retail), BPCL. Today, rural areas 
consume 30 per cent of the 32 million 
tonnes of diesel sold in the retail market, 
but Krishnamurti thinks the rural diesel 
market could be worth 40 million-45 
million tonnes (almost half the all-India 
diesel demand) in the next 5-7 years. 

So far, oil companies had been ser- 
vicing these markets either through 
their highway outlets, or through small 
traders in the rural areas. But adulter- 
ation became an issue for the custom- 
ers. It became evident when imports of 
white kerosene, an adulterant used with 
diesel, shot up in 2003-04, and the gov- 
ernment had to intervene. 

Oil companies feel the rural outlets 
are an effective way to tap the demand 
in these areas. But it's not going to be 
easy. Essar has set up a few outlets, Re- 
liance has successfully implemented a 
pilot, and ONGC has roped in farm 
equipment major HMT (it has existing 
outlets and land in some parts of rural 
India) to add muscle to its rural push. 
The incumbents are trying to push 
through as many outlets as possible be- 
fore competition arrives. Maybe the 
rural areas can partly offset the volumes 
the PSUs will lose to the new entrants on 
the highways and urban areas. m 

RANJU SARKAR 
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COAL E-AUCTIONS 
Fair prices 


-AUCTIONS for coal might 
F show the way for greater 
deregulation in the sector. 

A small but significant step was 
taken by Coal India (CIL) recently 
when the public sector company 
started an Internet-based auction 
process for selling coal from its sub- 
sidiary Bharat Coking Coal (BCCL). 
It has now been extended to all the 
eight subsidiaries of CIL. The auc- 
tion can be done through the Met- 
als and Scrap Trading Corporation 
of India (MSTCI), as well as through 
coaljunction, a new service line of 
metaljunction, an e-marketplace for 
steel and a joint venture of SAIL and 
Tata Steel. The quantity earmarked 
to be sold through the auctions is 
10 million tonnes annually, a small 
fraction of the country's total pro- 
duction of 360 million tonnes last 
year. But the process has had a 
phenomenal impact on the prices. 
For instance, a particular grade of 
coal from BCCL moved up to Rs 
2,400 per tonne from the auction 
floor price of Rs 600. 

The auction process is expected 
to benefit the non-core sector cus- 
tomers who, till now, have had to 
buy coal at the notified price fixed 
by CIL from the mines they are 
linked to. Now, these customers 
can bid for the best quality directly. 
This could also sound the death 
knell for the blackmarketers and 
margin traders. Eventually, it is ex- 
pected that a class of traders will 
emerge who will be able to blend 
different kinds of coal bought from 
the open market. This way custom- 
ers will get the blends they want, 
and the traders can extract higher 
margins for the value they add. 

Not everyone welcomes this 
move though. The Indian Coal Mer- 
chartts' Association fears the non- 
core linked customers would be 
muscled out by highest bidders. But 
the prognosis remains positive: it's 
a vital step towards deregulation. Bi 
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CONTINUITY PROBLEMS? 


Plan now for business continuity. Manage risk across your business units and IT environments with VERITAS, a 
trusted leader in information availability. Because you can never know what's lurking down the road. veritas.com 
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VERITAS PROTECTED 


HDFC Bank is committed to providing efficient and continuous service to its customers through operational excellence. Whic 
is why like 9996 of the FORTUNE 500 companies, HDFC Bank relies on VERITAS Software for Utility Computing. veritas.cor 
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BOUT five 
years ago, the 
Reliance 
group entered“ 
three major industries — 
telecom services, life sci- 
ences and insurance. While it made a 
success of the first, that was not the. 
case with the other two. Now, finally, 





the insurance foray seems to be mak- 


ing money. 
When India opened up thei insur- 
ance sector for private participation, 


operate in both the life and general 
insurance segments. While most In- 
dian companies (except SBI Life) en- 


tered the sector with an international 


partner, Reliance went alone. 

The company’s licence for life in- 
surance was revoked after the busi- 
ness failed to take off. The original 
plan was to sell insurance through 
the same people that sold Reliance 
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HE generics market outlook | 


may not remain as rosy as it 
looks right now. The next big 
high in the business is ex- 


` pected to come in the next two years 


with eight blockbusters going off patent. 


_ While the generics companies and 
— patent challengers may be looking for- 


ward to boom time, the fact is once a 


Chemotherapy-induced 
nausea and vomitting 


RELIANCE INSURANCE 


Infocomm. In fact, the life insurance 

venture was not even capitalised. 
General insurance, with Vijay - 

-Pawar as CEO, took off initially on the 


| back of business that came from ` 


Reliance's own properties. All facto- | 
ries were insured and immediately 
reinsured with international players 
: after getting seed commission. 
Later, when theg government al- 


| lowed private companies to become 


reinsurers, RIL took up the opportu- 
nity. It struck a deal with Munich Re, a 
renowned international reinsurer, to 
enter this business in India. As a rein- 


 surer, RIL had greater access to funds 


and could invest it in other business- 
es. But Reliance and Munich Re could 


es ahead 


product loses patent protection, it also | 
loses its market very fast. That apart, in- | 


novators have found ways to manage 
thelife cycle ofa product. These include: 


E introduction of super pills (combina- | 


tion drugs) like Pfizer’s Caduet (Lipitor 
and Norvasc) and Eli Lilly's Symbyax 
(Prozac plus Zyprexa); 

ll once-a-day extended release formu- 
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Source: IMS Life Cycle Patent Focus 


Mo clicks 


| was learning the ropes. It figured out — | 












not agree on control. | 
Munich Re wanted man- | 
agement control with26 — | 
per cent equity. Thatdid — 
not suit Reliance and the 
deal fell through. 
However, all this while, Reliance 


that the brokering business would be 
the most profitable one for its insur- 
ance outfit. Globally, insurance bro- 
kers have often made it bigger than 
even the insurance companies. They 
offer business to insurers and charge 
hefty fees for their service. Based on 
this learning, RILs insurance broker- 
ing arm, Standard Composite Insur- 
ance Brokers, was formed. Its four- 
member team, led by K.P John, 
negotiates prices with insurers for Re- 
liance assets and gets a hefty broker- 
age fee. The insurance business is fi- 
nally looking viable for Reliance. ^ BB 
| GINA S. KRISHNAN 


lations like Cipro XR (ciprofloxicin) and 
Effexor XrR (venlafaxine); | 


@ new indications for existing products. ^. 


like related uses for an existing drug; 
E use of single isomer or active meta- 
bolite versions like Nexium (esomepra- 


: zole), which is a follower of Prilosec 


(Omeprazole); 


E prescription to over-the-counter: PME 
switches of lower dosage forms of drugs; 


Œ allowing authorised generics to eat 


into the sales ofthe challenger who gets | _ : : d 


180-day marketing exclusivity. _ 
Besides, big generics firms will also > 

have to tackle the smaller ones. Newer _ 

players from India and Eastern Europe 


are selling in the lucrative North Ameri- ` 


can and European markets. But it has | 
resulted in shared exclusivity and multi- ` 
ple generic launches that pull down — 


prices. Pressure of changing govern- © 


ment regulations, particularly for af- - 
| fordable medicines in places like Ger- 
| many have done their bit to lower prices. — ^. 
| The generic companies willhaveto ^ 
| learn from the innovators’ and focus on 

| newer, more innovative marketing 
| strategies. Otherwise, the much-touted 
| $50-billion generic opportunity may 
| turn out to be Barmecides feast. gi 
GINA S. KRISHNAN 














ARUTI Udyog 

(MUL), made 

540,000 cars in 2004- 

05 in a plant de- 

signed to make 
500,000. With its plant management ex- 
pertise, it says it could even stretch the 
number to 650,000. But it cannot make 
the million cars a year it wants to in its 
existing plant. So it needs a new one and 
is setting it up in Manesar, Haryana, at a 
cost of Rs 1,524.2 crore. The new plant, 
likely to go on stream next year, would 
have a capacity of 100,000 units a year 
and could go up to 250,000. 

But this would not be a regular ex- 
pansion of MULS production capacity. 
Its parent, Suzuki Motor Corporation, 
will form a joint venture, Maruti Suzuki 
Automobiles India (MSAI), in which it 
will own a 30 per cent stake and MUL 
the rest. Itis MSAI that will own the new 
plant. Suzuki is expected to shift pro- 
duction of its bigger cars to Manesar. 
Meanwhile, MUL would continue mak- 
ing the small cars and handling the 
sales, marketing, engineering and R&D 
for both. The question is whether there 
was any other way of expanding capac- 
ity available to Suzuki that could avoid 
setting up a competing company. 

What benefits will come from a new 
facility? In the bigger car segment, Ma- 
ruti would have to compete on price 
and quality. A new plant can allow high 
levels ofautomation and, hence, quality. 


Two, it could keep labour costs low as | 
| money into it (MUL), they expected to 


new hires will cost less than a work force 
that has been with the company for a 
long time and, hence, is highly paid. 
Suzuki is aiming to keep labour costs at 
about half MULS level. Says an analyst: 
“Why do you have to go this far when 


the same benefits could have been | 


availed of even if MUL had set up a new 
plant?" In most companies around the 
world, factories in different locations of- 





Suzuki» — 26.00 54.40 54.40 
GO| » 74.00 45.60 18.28 
Public > — Nil Nil 27.32 
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| dian government was MSAI. But Kinji | 





Unusual 


alternative 


Why isn't Suzuki expanding 


capacity at Maruti Udyog? 


ten have different pay scales, automa- 


tion levels and productivity norms. 
According to a Mumbai- based auto 
analyst: "When shareholders put 


have ownership of all Suzuki cars on In- 
dian roads. But now they'll have only 70 
per cent ownership of some cars." Last 


| year, when Suzuki had proposed to go 


solo for a new plant in India, the same 
fear had pushed MULs stock down 10 
per cent. What emerged at the end of the 
tug-of-war between Suzuki and the In- 


NEERAJ TIWARI 


68.08 
12.80 
19.12 


In MSAI, the figures have been extrapolated using the broad framework of shareholding between Suzuki (3096) 


and Maruti Udyog (7096) 
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Saito, Suzuki's representative in In- 

dia and marketing and sales director 

MUL, says Suzuki is chipping in with 

the equity capital to take the pres- 

sure off MUL. He adds MUL does not 
have the resources to set up the plant 

on its own. What about the Rs 1,600 

crore invested in mutual funds that 

appears in MUL’ balance sheet for 

2003-04? Saito says if all this money 

were used to set up a new plant, MUL 
would be left with nothing for other 

investments like R&D. 

If taking the pressure off was the 
idea, why did Suzuki make the solo ef- 
fort earlier? Does it indicate a mindset of 
gaining control? Take the other unit 
Suzuki is setting up: the new transmis- 
sion plant at Manesar. In it Suzuki owns 
51 per cent and MUL 49 per cent. That 
effectively gives the former about 75 per 
cent control ofthe company. 

Suzuki could have other reasons for 
setting up a plant as a separate com- 
pany. In it, it would have a 68 per cent 


| share of the profits compared to 54.4 per 


cent in MUL. Considering what Suzuki 
has paid to get control of MUL, seeking a 
higher return seems natural. Mean- 
while, since MULS cash outflow towards 
the new facility is lower, courtesy Suzuki, 
shareholder fears have been allayed 
with the promise of a higher ROCE. The 
new company has been positioned as a 
vehicle for contract manufacturing 
only. So, shareholders seem to be con- 
vinced this is good for them as MULS 
stock has been performing well. i 
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VER since modern biotechnol- 
ogy became a possibility in In- 
dia, there has been a demand 
| for a venture capitalist (VC) to 
. fund long-gestation, R&D-based pro- 
jects. Venture capital took 
birth in India almost at the 
" same time as the biotech 
industry, but VCs had gi- 
ven the cold shoulder to 


BIOTECH VENTURE FUND 


Looking for start-ups 


And the cash goes t0... companies cleared by 


APIDC-VCL investment committee for funding 


Location 





long time to raise the full 
Rs 150 crore that it origi- 
nally planned as its cor- 
pus. It has now done so, 


most biotech start-ups. So Evolva Drug discovery & mfg. platform | Switzerland/Hyderabad : with funds from Andhra 

^ wilapurebiotechnology Naturol Biodiesel Hyderabad/Kakinada | ‘Bank, ^ APIDC, LIC, 
v / fundhelp the industry? Medicine Shop | Pharmaceutical retail Mumbai 3 titer national dis ud 
APIDC (Andhra Pra- " * Corporation, Saudi Eco- 
Industrial Deve- Gangagen Frage heripy Bangalore/Silicon Valley ! nomic and Development 

lopment Corporation) Bioserve Biotech services Baltimore/Hyderabad Corporation, Norwegian 
Venture Capitals biotech  Silico Insights | Predictive diagnostics for cancer | Boston/Hyderabad Investment Fund for 
fund had its closing Indus Biotech | Ayurveda-based drug discovery | Bangalore/Pune Developing  Countues, 

. recently. It has raised Qum EDENDUM DUAE CDD ame SM RUNDEN USUS and Daniel Olivier, a 

= Rs 155 crore, which it founding partner of 


“plans to invest in about 20 companies. 


So far, its investment committee has 
cleared seven proposals (See ‘And the 
cash goes to...’), and APIDC-VCL has 
disbursed Rs 2.2 crore to one company, 
Bioserve. There are more proposals on 
the anvil. 

APIDC-VCL set up the Biotech Fund 
a-year-and-a-half ago. Its investment 
committee had immediately cleared 
. three investment proposals. The fund 
was supposed to invest $500,000 each 


; in three companies — Bioserve, Silico 





= Offbeat — 


Kentucky 
Fried What?! 





Insights and Genomica — that planned 
to set up offices in Hyderabad. 
However, it released the money only to 
Bioserve, a services company operating 
out of Maryland in the US and 
Hyderabad. Genomica was dropped 
and funding for the Boston-based Silico 
Insights was kept in abeyance as it 
could not raise money from other 
sources. To do so, it had to change its 
business plan, and now APIDC-VCL is 
funding a new business it has planned. 

Meanwhile, APIDC-VCL also took a 


pert is developing a new pair of 

wings in India. One wonders wh- 
at Colonel Sanders, the creator of the 
original Kentucky Fried Chicken recipe, 
would think of it, but KFC’s Indian affil- 
iate is reaching out to vegetarians — 
something it has never done anywhere 
in the world. Ever. With vegetarians 
making up 35 per cent of its potential 
clientele (50 per cent in metros like 
Delhi and Mumbai), KFC says it simply 
can’t afford to ignore this community. 

KFC, of course, hasn’t discovered 

a ‘veggie chicken’ dish. But its menu 
now sports an old-fashioned veg thali, 
veggie burgers and paneer tikka roll. 
^A vegetarian menu has made the 
brand more relevant to a wider cross- 
section of consumers. This is essential 
as we grow across the country," says 
Sharanita Keswani, director (market- 


T= self-proclaimed Chicken Ex- 
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Oxford Bioscience Partners, a San 
Francisco-based VC. The Technology 
Development Board under the 
Department of Biotechnology in Delhi 
is also an investor. 

Now that APIDC-VCL has ‘closed’ 
the fund, it will start funding more ven- 
tures. Most of the companies are at an 
early stage of development, but some 
others are already functioning. Yet there 
is enough money available to finance 
several more start-ups. B 

P. HARI 


ing), KFC. The attempt is to scale up 
its nine-store operation in India to at 
least 12-15 stores by this year-end. 
For the veg fare, not only the utensils 
and packaging, but the cooks too will 
be separate, promises Keswani. 

The tricky bit is managing KFC's 
brand identity. While the new cuisine 
was being tested, KFC did not actively 
communicate it. Six months ago, it re- 
ceived a go-ahead from its global 
headquarters to scale up in India with 
an expanded veg menu. Now, it has to 
quickly figure out how to signal that 
it's not just about chicken. That will be 
one of the key tasks before Arvind 
Mediratta, the new chief marketing of- 
ficer of Yum Restaurant, KFC's parent. 
He joins from Whirlpool in June. As for 
many global brands here, this too will 
be a balancing act worth watching. E 

INDRAJIT GUPTA 
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A change 
of control 


T is just one deal. As newspaper 


publishers raise more capital, ex- 

pect more such buyouts. Deccan 

Chronicle Holdings (DCHL) 
bought a further 67 per cent in Asian 
Age Holdings recently for Rs 


17.10 crore, over and above the Du uns nen 


23 per cent it already held, tak- B 


ing its total holding in the in the 
newspaper company to a whop- 
ping 90 per cent. 

This is just the beginning. 
PK. Iyer, executive director of 
the Rs 165-crore DCHL, is al- 
ready looking at other similar 
deals. He says: "Most of the GDP growth 


and a bulk ofthe foreign investments in | 


India are happening in these areas 
(Chennai, Bangalore and Hyderabad). 


So it makes sense to focus on them. For | 


example, there are five newspapers in 


JM aa 


OTHERS 


AGE 
HOLDINGS 


Deccan 
Chronicle's 
earlier holding 
in Asian Age: 23% 
Further stake: 67% 
Total: 90% 


Karnataka, if one of them is 


abel up for sale, I will be willing to 
buy it.” 

* NEM DCHL is flush with the 

Ja ( Rs 149 crore it raised 


through its initial public of- 
fer (IPO) earlier this year. 

The Asian Age, he says, 
will give the company an in- 
stant national presence with its 
110,000 circulation. Iyer is planning to 
| ramp that up to 225,000 copies and 
take The Asian Age's contribution to 
DCHLS topline to Rs 30 crore in March 
|. 2006, from the current Rs 25 crore. 
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But then, why not sell Dec- 
can Chroniclein the rest of the 
country, like DCHL started 
doing in Chennai? "Building a 
brand is very expensive," says 
lyer. So buying out an ailing 
The Asian Age, which already 
has a presence in Mumbai, 
Delhi and Bangalore, made 
greater sense. 

However, it is Mumbai, 
where the next round of the 
battle among India's newspa- 
pers is going to be fought, that 
DCHL plans to use The Asian 


| Age mainly for. Iyer says he plans to 


push up the circulation from 15,000 


copies to 150,000. 


That will add another brand fighting 
aggressively in the Mumbai newspaper 


| war. This week will see the first of the 


new launches, Mumbai Mirror, from 
the Rs 1,808-crore Bennett, Coleman 
and Company. They will be joined in 
August by Hindustan Times and Daily 
News and Analysis (DNA) from the Zee- 
Bhaskar combine. 

Wait for news of more sellouts, es- 


pecially in the South. 


VANITA KOHLI- KHANDEKAR 
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EAMLEASE Services, which has 
| 15,700 temporary white collar 

workers on its rolls, is, for the first 
time in India, offering temporary blue- 
collar staff. It will focus on manufactur- 
ing, assembly lines, operators, loaders, 
packers, transporters and general sup- 
port services like office assistants. 
TeamLease expects to have 3,500 blue- 
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TEMPORARY STAFFING 


Blue collars 
enter the fray 


collar temps on its rolls in a year. 
TeamLease chairman Manish Sab- 
harwal says: “Blue collar temping is cur- 
rently a cottage industry. We will offer 
better hygiene (timely and accurate 
payroll, benefits, etc.). People who 
choose to work with us get experience 
and improved employability with brand 
employers." Lot of blue collar staff (like 





E EA FEAET, 


security guards) tends to be outsourced. 
Sabharwal sees greater acceptance of 
blue collar temps ifestablished temping 
firms offer them as “clients don't want to 
deal with unknown players". 


In the West, 30-40 per cent of temps ' 


are blue collar workers. But in India, not 
everyone is jumping into this area. Says 
Ajit Isaac, managing director, Adecco 
PeopleOne Consulting India: "We will 
move into blue collar temping if labour 
laws are conducive." Still, about 60,000 
people currently temp in various indus- 
tries, though 40 per cent ofthe see this as 
a bridge to permanent jobs. Says Sab- 
harwal: “Itis not a lifestyle option yet." ll 
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THE CORPORATE VISIONARY 


as we referred to him, is both dif- 
ficult and an honour. Difficult, be- 

cause how can you write just a few hun- 
dred words about an industry leader 
who deserves at least a book? An hon- 
our, because professionally ! learnt 
more from him than from anyone else. 

Like many great leaders, Ajit Haksar 
had an extraordinary ability to inspire 
people with his vision. Government reg- 
ulations and other environmental fac- 
tors were not limitations for him, but 
opportunities. Whether he was visualis- 
ing a hotel or a paper mill, his intellect 
enabled him to envision the final out- 
come in its every detail. When he talked 
about a hotel, he went into the smallest 
detail of architecture, interior design, 
cuisine, menu design and the dozens of other little things 
that go into making the experience of a hotel unique. Meet- 
ings would go on late into the evening. Cups of tea would 
be replaced by imports from Scotland. And with every 
glass, he would only become more insightful and cogent! 
His uniquely articulate style of communicating the vision 
never failed to motivate people. Not one to respect shibbo- 
leths, he set out to design and build hotels that would 
change the industry. He was, no doubt, the agent provoca- 
teur who began ITC's transformation from a moribund, 
colonial tobacco firm to the giant conglomerate it is today. 

ANH's outstanding ability to connect with people at all 
levels galvanised them and his graciousness and warmth 
never failed to make people jump through hoops. Whether 
you were a utility worker in the innards of the hotel, or the 
doorman or the general manager, when he shook hands 


T O write about Ajit Haksar, or ANH, 


A.N. HAKSAR (1925-2005) 


with you, you knew he was your friend. 
| remember calling on him when as a 
young manager | was training in Lon- 
don, and he was on his annual sojourn, 
visiting BAT. As the chairman of the 
largest company in India he could have 
just given me an audience and | would 
have still felt touched by God. But no, 
he took me out to see a play and then 
for a drink at the Savoy! 

When we were building the Chola, 
ITC's first hotel, in Chennai, he would 
spend days there with us, sitting in 
some small, unused office, writing 
plans on 14-column sheets in his tiny 
handwriting. He would pad barefoot 
into my office and apologise for dis- 
turbing me. And often, in the evenings, 
we would all get together for a drink 
and a sing-along, sitting on battered furniture and gaddas 
on the floor. And he would sing “So ja raj kumari, so ja" in 
his deep baritone! Never did he fail to ask after a spouse by 
name; never did he allow anyone to carry his battered brief 
case; never did he fail to open a door for a lady, even if she 
was a chambermaid. 

Perhaps what I will remember ANH most vividly for is 
that every encounter with him was a leaming experience. | 
leamt more marketing from him in a few meetings than | 
did in two years at IIM, and more about people manage- 
ment than from any HR professional. | also learnt how not 
to do some things. But those | will tell him when | meet 
him. Farewell, sir. Thank you for all that you taught me. W 

NONI CHAWLA 


GAUTAM SINGH 


The author is a management teacher and adviser 
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Corporate angst 
ause 49 
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The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 





Let us 
recognise 
that 
Clause 49 
has not 
only 
improved 
corporate 
govern- 
ance, but 
forced 
companies 
to improve 
internal 
controls 










about CI 


ORPORATE India heaved a sigh of 
relief when M. Damodaran, shor- 
tly after becoming the chairman of 
Sebi, announced that the new 
Clause 49 of the listing agreement 
would kick in after 31 December 2005 — not 
from April this year. The belief was that Damo- 
daran, a ‘reasonable’ man, would reconsider, 
dilute and eliminate some ofthe new clauses. 

Damodaran is a reasonable man. But he is 
no ‘softy’. As the Sebi chairman, he knows that 
his primary responsibility is to safeguard in- 
vestors’ interests. Therefore, it came as no sur- 
prise when he recently warned corporate India 
that Sebi will not dilute the provisions of Clause 
49. Immediately, nine out of ten boardrooms of 
corporate India went into a blue funk. 

The various concerns of corporate India 
can be broadly classified under four heads. 

i India does not have an adequate supply ofin- 
dependent directors who can fulfil the require- 
ments of Clause 49. 

E The board-level audit committees’ responsi- 
bilities and duties have been made too onerous. 
B It will be difficult to have a CEO and CFO cer- 
tification, and there is no need to mimic the 
Sarbanes-Oxley Act in India. 

ii Clause 49 demands several disclosures, many 
of which give out competitive information. 

Let us consider each of them. I find it difficult 
to believe that a country of over a billion people 
with some of the brightest minds in the world 
cannot supply the requisite number of inde- 
pendent directors. One only needs to cast the 
net fractionally wider than what has been done 
to reelin alarge number ofintelligent, well-edu- 
cated, competent and committed people from 
different walks of life who can professionally 
discharge their fiduciary responsibilities. 

Regarding audit committees, it is true that 
the duties and responsibilities are greater than 
before. However, if one were to look carefully at 
the proposed Clause 49, one would see that 
none of the recommended tasks is unneces- 
sary. We forget that directors, especially those 
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who are independent, have fiduciary responsi- 
bilities on behalf of the shareholders. And as 
members of the audit committee, it is their duty 
to ensure that the financial health of the com- 
pany in all material aspects is not in jeopardy. 

Yes, an audit committee member's tasks 
have become greater than before. Yes, the com- 
mittee will need more time compared to the 
one-and-a-half-hour sessions earlier. Yes, on 
occasions, members will have to meet outside 
the boardroom and offline. And yes, if compa- 
nies want well-functioning audit committees 
with competent independent directors, they 
will have to pay accordingly. Why should these 
be retrograde developments? In any other cir- 
cumstance, these would have been considered 
as moves towards greater professionalism. 

Regarding CEO-CFO certification, as a 
shareholder, would you not want your compa- 
ny’s CEO and CFO to certify that the financial 
statements do not contain any material un- 
truth, omission or misstatement? That, to the 
best of their knowledge, the company has not 
engaged in illegal transactions? And that they 
have adequately reviewed the internal control 
systems with the management, auditors and 
the audit committee? So what is wrong with 
this certification, especially when it does not 
carry criminal liabilities like Sarbanes-Oxley? 

I have sympathy with the fact that we are 
probably demanding too many disclosures. 
Forinstance, no other country requires compa- 
nies to give a report that discloses segment in- 
come, profits and capital employed. Equally, 
none require each director's remuneration to 
be stated in the annual report. These are mat- 
ters that Damodaran might wish to consider — 
along with making delisting easier. 

Let us recognise that Clause 49 has not only 
improved corporate governance, but forced 
management to improve internal controls and 
financial reporting systems. Let us also recog- 
nise what is good in the proposals, instead of 
trying to scuttle corporate reforms and throw- 
ing the baby out with the bathwater. E 
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HEN Lana Makhanik, a 
yuppie Russian immi- 
grant to the US, saw the 
fiim Monsoon Wedding, 
she was ecstatic. "The 
colour, the vibrancy, the 
joy and fun of it all... 
makes me want to be an Indian," she gushed. 

Time was when the Indians and the Chinese were 
scoffed at for trying to ape the Americans. But sud- 
denly, global audiences are relishing the burst of cre- 
ativity that is coming out of China and India. This burst 
is turning the two nations, which were once exclusive 
importers of pop culture, into exporters. DVD versions 
of Hindi movies like Mani Ratnam's Dil Se and Chinese 
movies like Zhang Yimou' Hero are dazzling global au- 
diences. Many teenage girls have taken to wearing the 
bindi, while boys are tattooing themselves with Chi- 
nese characters they cannot read. Ang Lee's Crouching 
Tiger, Hidden Dragon has become the highest grossing 
non-English film of all time, making about $170 mil- 
lion at the box office. 

Chinese and Indian artists are also winning acclaim 
in more rarefied fields. In 2000, Paris-based Chinese 
novelist Gao Xingjian bagged Chinas first Nobel Prize in 
literature. A year later, the award went to a member of 
the Indian diaspora, V.S. Naipaul. 

As culture czars and consumers celebrate the 
dramatic re-entry of India and China into popular 
imagination, they are also unwittingly driving another 
dynamic. Joseph Nye, professor of international studies 
at John E Kennedy School of Government, Harvard 
University, calls it “soft power’. 

In his book, Soft Power: The Means to Success in 
World Politics, Nye describes soft power as the influ- 
ence and attractiveness a nation acquires when others 
are drawn to its culture and ideas. It is basically a 
nation’s “ability to achieve desired outcomes in international 
affairs through attraction rather than coercion’, he says. 

Until recently, soft power was largely a US monopoly. 
Washington wielded its soft power as astutely, and some say 
even more effectively, as its hard or — military and financial — 
might. Believers in Nye's theory say the Cold War was won as 
much by Voice of America, Motown and Hollywood as it was 
by Ronald Reagan's ‘Star Wars programme. 

“When I was a foreign correspondent in Moscow in the 
1990s, I met many Russians whose first — and enduring — 
impression of America had been formed by hearing Dizzy 
Gillespie and Louis Armstrong,” Fred Kaplan, formerly of The 
Boston Globe, recently wrote in Slate magazine. The music 
“conveyed a potent, appealing image of American freedom 
and (somewhat misleading) racial equality” that the Soviets 
just couldn't compete with. 

As emblems of the US, Armstrong and brands like Disney, 





nising this, the US government was not content to let the 
American way of life diffuse naturally. It, therefore, ran its own 
soft power initiatives through the euphemistically-titled De- 
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Levi's, Coca-Cola and McDonald's presented the Soviets, and | 
indeed the world, with a nation that was easy to love. Recog- | 
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WHAT IS SOFT POWER? 
It was Joseph S. Nye, Jr., T E. 
former dean of the John F. 
Kennedy School of Government 
at Harvard University, who | 
coined the phrase a decade 
and a half back. What started 
as an idea in his 1990 book, 
Bound To Lead, culminated in 
the publication of Soft Power: 
The Means to Success in World 
Politics in 2004. Soft power, according to Nye, is 
the ability to attract and persuade rather than 
coerce. It stems from the attractiveness of a 
nation's culture, ideals and policies. In contrast, 
hard power grows out of a nation's military or 
economic might. The former chairman of the US 
National Intelligence Council has been severely 
critical of the US's “appalling underinvestment" in 
public diplomacy in recent times. 
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ASIA RISING 


Once Indians and 
Chinese were 
ridiculed for aping 
the West. Now, 
global audiences 
are lapping up the 
movies, music, 
novels and cuisine 
coming from 

the Asian giants. 


partment of Public Diplomacy. Using tools such as the 
United States Information Service, Voice of America and 
Radio Free Asia broadcasts to market the US's universal 
ideals of free people and free markets, it made people all 
over the world want to be like Americans, even if their 
leaders told them differently. 


OW, as India and China are acquiring their own soft 
power, they are turning the tables. Last month, 
even as the US National Security Council, the country's 
apex intelligence body, was warning its citizens that the 
growth and poweraspirations ofthe two Asian countries posed 
serious threats, people in Washington D.C. were queuing up to 
attend a film festival titled ‘From Beijing to Bollywood’. 
" Whats interesting is that China and India are now shap- 
ing their own image," said Steve Noerper, associate professor 


| ofAsian Studies at American University in Washington D.C. 


For decades, it was the US government' political view of 
nations that defined how its citizens perceived them. During 
the Cold War, any mention of India or China conjured up im- 
ages of underclothed, underfed and overpopulated nations 
preaching socialist dogma and political revolution. To a post- 
war consumerist western world, it seemed disconnected. 
During the heady days ofthe 1960s, when it was hip to be anti- 
establishment, both India and China enjoyed a brief ascent in 


| cultural imagination. But within a few years, Nehru jackets 
| and the Little Red Book (of Mao’s sayings) were passé. 


Apart from the flower power movement's own implosion in 
the 1970s, the reason for cultural regression in India and China 
was that their socialist utopias, aimed at offering the world an 


| alternative to US capitalism, failed. The ensuing political tur- 


moil and economic stagnation — the Maoist years in China 


| and pre-reform years in India — led to a creative drought. Cen- 
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sorship and lingering colonial cultural impositions, too, stifled | 
creativity at home. But as both India and China have opened | 
up their markets and minds, a new generation ofartists are tak- | 
| publishes Chinese and Indian authors, says globalisation and 


ing their work to new levels of sophistication. 
"Today's [Asian] artists have a world view," says Ha Jin, the 


China-born award-winning author of Waiting, which Holly- | 


wood producer Andre Morgan of Enter the Dragon and Mil- 


lion Dollar Baby fame is turning into a film. "For instance, the | 


idea of identity was alien to the Chinese language — there was 
even no word for it. But now, Chinese artists are exploring 
identity in ways that are so universal." 


“Our own voices are now coming through to the world," | 


says Chinese director Gu Changwei, whose film Peacock, a 
moving tale about life during the Cultural Revolution, won the 


Silver Bear award at the Berlin Film Festival this year. "Fortoo | 


long, we could not fully express things we felt. Now we want to 





show the world what China really is... What makes me happyis | 


that people want to hear, understand and connect with us." 

Cultural catharsis of this nature is also influencing aspects 
of the US's own culture, says Eileen Chow, associate professor 
of East Asian studies at Harvard University. 

In the field of music too, Chinese and Indian pop stars 
such as Nitin Sawhney are inspiring western bands to inter- 
lace guitar riffs with Asian melodies and instruments. The ef- 
fusive dance numbers of choreographer Farah Khan and 
composer A.R. Rahman, created for Bombay Dreams, are se- 
ducing Broadway and Holly- 
wood. Morgan has hired Khan 
to choreograph his latest US- 
China production, Perhaps 
Love, a musical set in Shanghai. 

While Hollywood has in- 
spired many Asian movies, di- 
rectors such as Martin Scorsese 
are now remaking films like An- 
drew Lau's Internal Affairs and 
Rajkumar Hirani's Munnabhai 
MBBS. Books like Suketu 
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Mehta's Maximum City and Gish Jen's Typical American are 
taught at universities across the world. 
Lu Ann Walthers, senior editor at Pantheon Books that 


falling ethnic prejudice are exposing western audiences to the 
world. And many are intrigued by what they See. 

“In the past, one could read excellent American books and 
never get any picture of the outside world," says Walthers. 
*[Now] the outside world is thrust into America's conscious- 
ness. Americans are puzzled by its complexities and are reach- 
ing for works that help explain them." 

Meera Nair, the India-born author whose book, Video, was 
published by Pantheon, says the work was intended to be "an 
exploration of what happens when the West intrudes into the 
East. But what I have come to realise is that when Americans 
read a book written by an Indian about how Indians see Amer- 
ica, it changes their view of both cultures. So a book about the 
intrusion of American culture into India itself becomes an in- 
trusion of Indian culture into America". 


RTISTICALLY, this is heady stuff. Even before globalisa- 
tion, art and culture had always sought to achieve a uni- 
versalism of expression. So one would expect nations to 
cheer this cultural mingling. But the surge in Asia's soft power 
has powerful commercial and geopolitical undercurrents. 
Artists in the two countries also want world-class budgets 
and returns, which the local 
market just cannot offer. Last 
ME year, KeKe XiLi,a film about life 
"a EN = and death in Tibet directed by 
| Lu Chuan, won the Golden 
Horse award at the Taiwan Film 
Festival and created box office 
history in China. It grossed over 
5 million renminbis ($606,000). 
But that is only half the 10 mil- 
lion renminbis ($1.2 million) 
the film cost. It was the 6.4 mil- 


Slick and successful Chinese films like 
Kung Fu Hustle and Hero and award- 
winning littérateurs like Gao Xinjian 
have left lasting impressions on 
western minds. The US capital recently 
hosted a film festival titled ‘From 
Beijing to Bollywood’ 
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The West is lapping up 
films like Bend It Like 
Beckham and Bride & 
Prejudice, and musicians 
like Nitin Sawhney 


lion renminbis ($780,000) the film made internationally that 
allowed it to return a profit. 

Western distributors are also finding that Asian films serve 
to excite viewers. "The American public is really interested in 
experiencing Asia," Michael Barker, co-founder of Sony Pic- | 
tures Classics, said recently. "Distributors need to understand "t. i. 


>. 
mon 


the Asian communities better and market them.” NL Ja E Aa 

The push by Chinese and Indian producers to get into in- EC T ^ 4 
ternational markets also promises to revitalise distribution ne yin W ay 
and production set-ups. Many are already rolling out the red - E. 
carpet for them. “We can both be of great help to each other,” P. x T 
said Mark Warner, governor ofVirginia, while announcing an "SE 
incentive to attract Indian productions to his state. 

Working with foreign studios and distributors also brings | against them," says Nye. “We live in an information world and 
professionalism to Asia's otherwise famously erratic filmmak- | information depends on its credibility... Countries that are 
ers, who are often forced to depend on the local mafia and | morecredible are more likely to be believed." 
wealthy dilettantes for funds. With the number of corporate That is encouraging for both China and India, who want 
film studios like Zee TV and UTV growingin both ChinaandIn- | US support in their standoffs with Taiwan and Pakistan, 
dia, it is also conceivable that foreign studios will set up local | respectively, to pursue their own public diplomacy. The two 
operations in the two countries. Barker says that would bea | are spending millions of dollars on overseas public relations. 
logical progression, with considerable opportunities forlocal | Analysts say Chinese and Indian consular officials have been 
film industries. Already, foreign television and film producers | instructed to work hard at promoting cultural exports, and on 
such as News Corp., Viacom, Warner Bros and Sony Pictures image campaigns. 
have signed joint ventures with China Central TV and the state- Indias use of soft power as a foreign policy tool was visible 
owned China Film Group, the country's biggest film producer. | in Afghanistan after the Taliban fell. The then foreign minister, 

But the most significant ripple effect of Asia's soft power is | Jaswant Singh, was one of the first dignitaries to fly into Kabul. 
how it's altering the ‘country of origin’ problem. When Titan | But unlike other visitors, Singh, who was eager for India to re- 
Watches first entered the international market, it branded its | place Pakistan as the neighbourofinfluence, packed his plane 
product as 'the world watch; partly to disguise its origins. The | notwith supplies offood or medicines, but with tapes of Hindi 
company knew that many customers just wouldn't accepta | movies and music that were quickly distributed. 
high-end watch made in India. Today, the made in China or | China, on the other hand, has been less savvy than India. 
India mark is not barring brands from creeping up the value | Much ofthe soft power that could accrue to China is diluted 
chain (See ‘Enter The Chinese Brands’, BW, 7 June 2004). because the government squelches acclaimed works it sees as 

subversive. Chen Kaiges film Yellow Earth is an example. 
S IGNIFICANTLY for both, the political advantages of taking | “No other country in the world today spends as much 
their culture global are as alluring as the economic ones. | money and manpower as China does just to create an image," 
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“When a country gets very popular with the American public, | says Li Kun, associate professor and chair ofthe department of 
it gets somewhat harder for Washington to follow a hard line | communications, School of Journalism and Communication, 
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Peking University. Beijing's greatest PR project is clearly the 
| 2008 Olympics — a chance to show what China can do. 

Projecting this can-do image is critical for China and India 
to retain credibility with global investors who have pumped al- 
most $1 trillion into the two countries. The truth is, "most CEOs 
follow the buzz", says an investment banker in Hong Kong. 
"China and India need about $1 trillion in investments over the 
next decade and people aren't going to want to put their money 
into problem places." 

On the flip side, human rights groups and others complain 
that official and corporate interest in managing the media is 
hampering them from performing their watchdog role effec- 
| tively. While the media in China is overtly suppressed, in India 
too, bearers of bad news are often seen as downers raining on 
Corporate India’s carefully choreographed parade. 

“We are sick of stories about caste and corruption and all 
that,” says Sailesh Vadra, a cloth trader in New Delhi. “Our me- 
dia should not bring us down... it should motivate us.” 

Critics of public diplomacy also complain that the two 
governments are eroding the fine line that separates propa- 
ganda and soft power. This is nothing new — Hitler used the 
Olympics to showcase a new Germany in 1936 and the Allies 
made imaginative propaganda films like Casablanca during 
wartime. But artists and writers such as Ha Jin say the process 
| of using art for politics is “a kind of violation”. 


bigger question hanging over the West's romance with 

ian cultures is its sustainability. The novelty factor is still 

a major driving force behind western interest. But it is unclear 
if Chinese and Indian artists will be able to enter the general 
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To many people, Coke, 
Britney, McDonald's 
and Mickey Mouse are 
icons that represent 
Brand America 
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consciousness in a meaningful way. Signifi- 
cantly, if Asian artists try too hard to connect 
with foreign audiences they might find them- 
selves losing home audience. 

"Over the last 10 years, many Chinese 
movies are winning at international festivals 
but aren't doing well in China. It makes people 
ask if they are real reflections of Chinese life, or 
if they were made to appeal to western tastes,” 
says professor Li. 

Even if our cultures achieve universalism of 
expression, that's not all that will count. Ulti- 
mately, success will depend on how a cultural 
product feels, looks, sounds and performs. 

"China's soft power comes a lot from its 
economic success — the impact development 
has had on our peoples' lives," says professor 
Li. “But in terms of overall image in the world, I'm not sure 
China's image is that positive. All the work the government 
does is destroyed every time they do something stupid. For ex- 
ample, one large protest by a Tibetan group could overshadow 
the Olympics.” 

In India, too, it takes just a landing at one of our decrepit 
airports for people to seriously reconsider any glossy image 
they may have had of the country. More significantly, the dis- 
regard the government and the social elite have for serious na- 
tional issues becomes apparent even to those who know little. 

Increasingly, this principle is true for the US as well. A re- 
cent Rand Corporation report on soft power says: "Misunder- 
standing of American values is not the principal source of 
anti-Americanism. Sometimes foreigners understand us just 
fine. They simply don't like what they see. Some US policies 
have been, are, and will continue to be major sources of anti- 
Americanism." (For more on this point, see 'Postcard From 
America’ on page 31.) 

Still, evidence suggests that this is only motivating China, 
India and the US to work harder at public diplomacy. Like 
consumer marketers competing for a slice of public mind- 
share, all three nations are vying to win hearts and minds. Su- 
perficially, this may not seem bad. The battle for minds may be 
insidious, but at least it is not gory. 

Yet, as the US founding fathers warned, good judgement of 
citizens is essential for freedom. As public perceptions are in- 
creasingly manipulated, there is a risk of misjudging what is 
real and what is artificial — in the process, making citizens less 
aware of how life, politics and business are actually playing 
out on the global stage. ini 


6 JUNE 2005 


Canon 


Delighting You Always 


PUT YOUR 
OFFICE ON A 
‘HIGH-CARPS’ 
DIET! 


e Print «Scan *Copy *Fax at super speed 
With CARPS (Canon Advanced Raster Printing System). 


Presenting Canon Laser Multi Function Devices. 


Experience a ‘technological sugar rush’ with Canon’s new range of super versatile machines. These Printer-Copier- 
scanner-Fax machines come loaded with CARPS (Canon Patented Technology) that uses your PC's memory for faster 
printing. It gives you high quality prints, outstanding scanning and quick fax capability. You also get bundled 
software like Presto! Page Manager 6 and Omni Page to make life easy. Go ahead, speed up your work with Canon. 














MF5630 


* Print/Copy Speed - 18ppm/cpm(A4) 
* Scan - 9600x9600 dpi (Enhanced) 
* Auto Document Feeder - In built 
* Total Memory - 64MB +the memory of your PC(CARPS) 
*Others - MF Toolbox v4.7 for easy scan to PC/Email 
* Bundled Software : OCR Software, 
Presto! Page Manager 6, Omni Page 


MF5650 


* Print/Copy Speed - 18ppm/cpm(A4) 
* Scan - 9600x9600 dpi (Enhanced) 
* Fax - Super G3, 3 sec per page 
* Auto Document Feeder - In built 
* Total Memory - 64MB --the memory of your PC(CARPS) 
Others - MF Toolbox v4.7 for easy scan to PC/Email 
* Bundled Software : OCR Software, 
Presto! Page Manager 6, Omni Page 


MF3112/MF3110 


* Print/Copy Speed - 20ppm/cpm(A4) 
* Scan - 9600x9600 dpi (Enhanced) 
* Total Memory - 64MB+the memory of your PC(CARPS) 
* Others - MF Toolbox v4.7 for easy scan to PC/Email 
* Bundled Software : OCR Software, 
Presto! Page Manager 6, Omni Page 
"Zooming with preset ratio (MF3112 offers customized ratio)" 

















South & South Asia Regional Headquarters: Canon Singapore Pte. Ltd., 1 Harbour Front Avenue, 404-01 Keppel Bay Tower, Singapore 098632. www.canon-asia.com 
Corporate Office : Canon India Pvt. Ltd., Second Floor, Tower A & B, Cyber Greens, DLF Phase-lll, Gurgaon 122 002. 
Call Canon at 1600 33 33 66 / 39010101 or visit us at www.canon.co.in 


dentsumarcom/canon/1215/2005 











The US may pick up a lesson or two fro 





MERICANS ' love of ‘Asian spice’ has gone main- 
stream — and it's not just about culinary delights. A 
soft power revolution driven by Chinese and Indian 
movies, the global competitiveness of their prod- 
ucts, and a bit of creative diplomacy is taking the US by storm. 

"Adept use of soft power is the wave of the future," believes 
Hurst Hannum, professor of International Law at Tufts Uni- 
versity's Fletcher School of Law and Diplomacy. "Both India 
and China, though far from perfect, appear to be heading in 
the right direction." 

This summers fashion styles bear testament to the rising 
success of that soft power, as women of all ages and sizes are 
sporting wardrobes spiced with a distinctly Asian flair. From 
glittery sandals to short kurtas, every major US retailer's racks 
are full of apparel inspired by South Asian designs. 

The changing view Americans have of China and India, 
long seen as impoverished backwaters, has been driven by 
concentrated Chinese and Indian efforts to replicate the suc- 
cess Japan and South Korea have had at extending soft power. 

Even the once-reviled Chinese government has emerged a 
winner, thanks to China's decade-long engagement in diplo- 
matic rapprochement with the West and its laissez-faire atti- 
tude towards business. Chinas attempts at intervention in the 
case of North Korea turned it into a diplomatic heavyweight 
on the global stage. 

At the same time, India's efforts to find a political resolu- 
tion to the Kashmir dispute and recent improvements in intel- 
lectual property rights — an area where China lags behind — 
have increased the country's stature as a global player. 

“Feelings about China are mixed," believes Nariman 
Behravesh, chief economist for Global Insight. "The business 
community is mesmerised by the opportunities, while the 
military sees a more powerful China as a threat to the region." 
In this respect, India, with its firmly entrenched democratic 
institutions and a size smaller than Chinas, can be seen as a 
counter-weight. . 

Till this past quarter, the US administration had looked 
benignly on the rising tide of Asian exports. For many, allow- 
ing cheaper products into the US was part of an ongoing 
evolution that would see the US morph from a manufactur- 
ing economy to an idea-generating, development one, with 





____ ASIA RISING 





ast. Wes 


he H1 


emerging economies taking over the US's former manufac- 
turing industries. 

But clothing imports from China have skyrocketed since 
January, when the decades-old quota system ended. US de- 
partment of commerce officials reported that imports of cot- 
ton trousers increased 1,500 per cent and those of knit cotton 
shirts 1,250 per cent in the first quarter of 2005 over the same 
period of 2004. The Bush administration felt it was too much, 
too fast. So it reinstated quotas on the imports of those items 
and is considering a similar move for other garment imports 
from China. In July, the US Senate is set to vote on a Bill that 
would enforce a 27.5 per cent blanket tariff on all Chinese gar- 
ment imports if Beijing doesn’t scrap the peg of the yuan at 
8.28 to the dollar within six months. 

But most observers view China's ascendancy as inevitable. 
"China is so overwhelmingly powerful that it can use and pro- 
ject soft power without having to tap into hard power reserves 
to meet most of its goals," believes Hannum. 

And India may not be far behind. "The general feeling is 
that India is doing all the right things politically, economically 
and strategically," says Global Insight's Behravesh. "With im- 
proved infrastructure and the removal of red tape, India could 
close the gap on China." 

This rise of these Asian powers has coincided with a rever- 
sal of fortunes for the US, for decades the world's unrivalled 
soft power champion. Opinion polls around the world are 
showing an acute distaste for the Bush administration, espe- 
cially its foreign policy. "There are real issues out there and 
they see American policy as being part of the problem, not the 
solution," says social scientist Daniel Yankelovich, founder of 
public opinion research organisation Public Agenda. 

Most observers point to one aspect that has damaged the 
US's global reputation despite the wave of sympathy and sup- 
port after 9/11 — President Bush's pre-emptive doctrine used 
in Iraq. On the other hand, both India and China have demon- 
strated a sophisticated maturity by publicly committing to 
end longstanding disputes in a peaceful manner. Perhaps 
Washington can to look to the East for inspiration on that. Wi 


Theauthor is a freelance journalist based in Buffalo, New York, 
and has written from the Middle East, Balkans and South Asia 
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Can Sharad Pawar fix Indian agricul- 
ture? The country’s primary sector 
sure needs an overhaul— crop yields 
have plateaued, farmers’ profitability 
has slumped, and overall growth is 
abysmal. Pawar has done it once in 
the past — in his home state of Maha- 
rashtra. But can he, the first person to 
chair the ministries of agriculture, 
food and civil supplies, consumer af- 
fairs and public distribution simulta- 
neously, repeat the feat across India, 
as the prime minister wants him to? 
In a 30-minute chat at the Krishi 
Bhavan, M. Rajshekhar asked Pawar 
about the way he is trying to accom- 
plish this massive task. Excerpts. 


E What is your assessment of the state of 
Indian agriculture? 

li The first thing is that agricultural ac- 
tivity gives employment to 60-62 per 
cent ofthe country's population. And the 
second important issue is food security. 

When we got independence, we had 
a population of 35 crore. We were im- 
porting food grains up to the 1970s. To- 
day, with a population of 1.1 billion, the 
important thing is food security. With a 
35-crore population, we could not pro- 
vide it. But today we are self-supporting. 
Even with a population of 1.1 billion, we 
export food grains. That is an achieve- 
ment. But in other areas, our perfor- 
mance is not satisfactory. 

If the Indian farmer is to be a global 
player, he should be globally competi- 
tive and quality conscious. He should be 
in a position to honour the commit- 
ment to the market. From that angle, we 
have to make changes. 

First, what are the drawbacks? Sixty 
per cent of agriculture in this country is 
dependant on the erratic monsoons. 
That is why the UPA government has 
given more weightage to irrigation. The 
budgetary provision has been improved 
substantially. We would like to execute 
incomplete irrigation projects within a 
specific time. Also, there are certain ar- 
eas where there is no potential for irriga- 
tion. We would like to develop water- 
shed development programmes there. 
Third, there are states where water is 
limited. That water should be utilised 
properly. Instead of giving that water to 
the entire land, why not provide it only 











to the roots? That is drip irrigation. 

The second drawback was non- 
availability of credit. So we have decided 
in the Common Minimum Programme 
to double the amount of rural credit in 
three years. Last year, prior to my gov- 
ernment, the total yearly agricultural 
credit was Rs 86,000 crore. We decided 
on an ambitious target of Rs 106,000 
crore. But by 28 February 2005, we pro- 
vided as much as Rs 115,000 crore. 

The third issue is post-production. 
One of the major problems faced by the 
farmer is the lack of effective marketing. 
We don't want them to depend on just 
the government. We want public and 
private participation in the market. 


E Why so? 

@ IfI am a farmer, why should I be com- 
pelled to sell my produce only in the 
mandis? I should be allowed to sell any- 
where. The Agricultural Produce and 
Marketing Act tells farmers to dispose of 
their produce only at the mandis. We 
want to remove this monopoly. If the 
private sector sets up a mandi, I will see 
whether I should go to the Agricultural 
Produce Marketing Committee or the 
private sector mandi. I will go wherever I 
get quick and better price. 

One of the important issues the In- 
dian farmer is facing is post-harvesting 
losses. I produce something in my farm 
to sell to you as the consumer. But in 
that process of bringing it to you, the to- 
tal losses are 30 per cent. That is about 
Rs 50,000 crore a year! That means Rs 
50,000 crore worth of produce by the 
farmer is going waste. 


B And that is almost half the total credit 
outlay for the sector... 
E Yes. Why is that happening? Because 
there is no agro-processing industry. If 
you, as an entrepreneur, want to set up 
an agro-processing industry, your main 
problem is the availability of raw mate- 
rials. Ourlawisthat all produce has to go 
to the mandi. So you cannot take from 
the producer. If you buy from the 
mandi, it is expensive, there are delays, 
thereisa question of quality, and there is 
no guarantee that the products will 
come to the market. Here, we would like 
to encourage contract farming. 

This will be between the processor 
and the producer. Farmers will be guar- 
anteed by the processor that he will buy 
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at a price. If the market goes down, he 
will still buy at that price. If the market 
goes up, it is the responsibility of the 
farmer to supply. That will protect the 
interest of both. And if the produce is 
going directly to the agro-processing 
unit, post-harvest losses will be low. 
Plus, there will be value addition and ad- 
ditional employment. And we will be 
able to dispose of the final product not 
only in domestic market, but in the in- 
ternational market too. 

Unless and until the Agricultural 
Produce and Marketing Act is amended, 
this is not possible. The process has 
been started. All this will take time; it 
cannot happen overnight. 

A lot of investors are coming in with 
proposals to set up agro-processing 
units. The entire job is with the food pro- 
cessing ministry. They are working very 
aggressively in this area. 


E How do you get the states to amend 
their APMC Acts? Right now, they are very 


dependant on the mandi cesses... 

W Initially, there were some reserva- 
tions. Ultimately we succeeded in con- 
vincing. They have promised that in one 
and a half years, they will make changes 
on the APMC Act and value added tax. 
Ten states have already amended the 
Act (though only two have ratified it yet), 
15-16 have sent it to the Cabinet. 


B In all this, how does the subsistence 
farmer benefit? 
E We are encouraging crop diversifica- 
tion. That is why we started the National 
Horticulture scheme. It was first imple- 
mented in Maharashtra when I was 
chief minister there. In the Ratnagiri and 
Sindhudurg districts, you will find that 2 
lakh hectares of wasteland have been 
converted to farming alphonso man- 
goes and cashew nuts. Maharashtra is 
now the leader in horticulture. 

Ifitcan be done there, why notin en- 
tire India? The scheme was proposed. 
Three days back (around the middle of 





last week), a Rs 2,300-crore initial provi- 
sion was approved by the Cabinet. A 75 
per cent subsidy will be provided to the 
small farmer (one with not more than 2 
hectares of land). This is for horticulture, 
floriculture, greenhouses... all the areas. 

My observation is that the rest of the 
country has an even better potential for 
horticulture than Maharashtra. Water is 
a serious problem in Maharashtra — 
only 9-13 per cent is irrigated. 


B Will the subsidy be paid upfront? 

ll Yes, but there is a condition. We will 
give the first instalment. But to get the 
second instalment, he will have to prove 
that 85 per cent of the plants survived. 
The third year, you have to prove that 80 
per cent survived. Only then will you get 
funding. Otherwise, he will take the 
money and not bother to grow. 


E Is that enough to get them to switch? 
ll My own experience is that if you mo- 


tivate properly, they can do miracles. 
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Unfortunately, what has happened in 
the agriculture ministry is that people 
would rather be in [the ministries of] 
defence or telecommunications. I have 
worked in the government for many 
years. And I have always got maximum 
job satisfaction in agriculture. Here is 
the satisfaction of creation. That is why, 
this time, I insisted on agriculture. 





W Is this collaborative way of working 
very different from how the green revolu- 
tion played out? Why did we not do 
everything through the government? 

E Unless a person has a personal inter- 
est, his involvement is not there. I 
should act as a facilitator. I should pro- 
vide healthy policies. And from that an- 
gle, I should remove restrictions and 
help the private sector individual earn. 
And from that angle, it is my responsi- 
bility to support him. And if] take the re- 
sponsibility to manage everything, this 
is going to fail definitely. 

I have seen this in Russia. One day I 
walked into a restaurant at 1 o'clock, but 
nobody was available. I asked why and 
they said it was lunchtime. If an eating 
house is not open between 1.30 and 
2.30, how will it survive? The private fel- 
low will never do this. Our effort is to 
keep government out as much as possi- 
ble. And encourage and motivate farm- 
ers, individuals, the private sector... 


B What about land reforms? 

li Dependance on land is far higher 
than before. Not only is the population 
rising, agricultural land is shrinking. 
Thatis why we have to act in such a fash- 
ion that a sizeable section ofthe agricul- 
tural population switches to non-agri- 
cultural activity — to the services and 
industrial sectors. 

All over the world, countries where 
the population is most dependant on 
agriculture are facing a problem of 
poverty — India, Nepal, Pakistan, 
Bangladesh, Myanmar. Others like 
Japan and Germany, where 2-8 per cent 
is dependant on agriculture, the situa- 
tion is different. In India also, those who 
are dependant only on agriculture are 
facing problems. The position of those 
who have subsidiary income, say from a 
dairy, is different. That is why I am giving 
weightage to dairy, fisheries, aquacul- 
ture — because that is one way to pro- 
vide additional income. a 


depth 


AST week, India saw its 
first digital release of a 
Hollywood film. Star Wars: 
Episode III — Revenge of 
the Sith was screened at 
Sathyam Cinemas in 
Chennai using the high-end DLP cin- 
ema system, a technology approved by 
Hollywood's standard-setting arm, Dig- 
ital Cinema Initiative (DCI). Globally, 
only 365 out of the over 500 digital the- 
atres can screen a mainline Hollywood 


release; Sathyam is the first and only In- 
dian theatre among these. 
In another part of the city, PS. Sami- 
nathan, managing director, Pyramid- 
Saimira Group, is investing over Rs 120 » 





























crore to equip 1,500 theatres with digital XR PESO 


technology by the end of next year. And 
another Chennai-based company, the 
Rs 40-crore Real Image Media Tech- 
nologies, which started seeding theatres 
in April, will get 50 theatres digital-ready 
before July this year. In the west, Mukta- 
Adlabs, which started the shift to digital 
technology, is looking at another 60 the- 
atres in the coming year, in addition to 
the 40 it has. And up north, Ajay Bijli's 
PVR Cinemas is limbering up. It has 
just raised Rs 76 crore from the Russia- 
based Sun Group. Beginning 2006, PVR 
Digital will invest over Rs 100 crore in 
retrofitting 50 theatres with 
digital equipment. The 
business plan is awaiting 
the board's approval. 
The second wave to 
equip 12,000 theatres 
in India with digital 
technology is well 
on its way. These 
theatres bring in 
about 60-70 per cent 
of the film industry's 
Rs 4,500-odd crore 
revenues. If all these 


d i j Fast, furious and more 
solio ci erp Ew focused, Episode Il of 


Asia will be absolute (See 


‘Look Who's Watching, BW, the digital cinema 
15 March 2004). We are al- | revolution has just 
Cinemas o Haa 1 started in India. By Vanita 


theatre in India with 


the technology to P Kohli-Khandekar & M. Anand 


screen digital prints 
of Hollywood films 
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ready one of the largest digital-theatre 
countries in the world (See ‘The Global 
Picture’). “It’s an incredible story in In- 


dia. It promises to redefine the entire . 


movie-making and movie-watching ex- 


perience,” says Nick Dager, editor and. 


publisher ofthe New-York based Digital 
Cinema Report. 

It sure will. A network of 1,600-1,700 
cinema theatres downloading films via 


servers offers opportunities to reach au- | 


diences for everything from films and 
advertising to live telecast of cricket 
matches. It will also ensure that more of 
the money made by Indian films at the 
box office figures in the official kitty. 
Currently about 30-40 per cent of the 
box office collections leaks out. As or- 
ganised companies take over these the- 
atres, the money will start showing in 
the industry topline numbers. This is ev- 
ident in the theatres that are already dig- 
itally equipped. 

Last, but not the least, digital tech- 
nology will be a blow to piracy, which 
takes away at least half the potential rev- 
enues of a film. "If we screen a movie 
three months after its release, we may 
collect Rs 10,000 a day. But if we screen 
the same movie immediately after the 
release, we could get Rs 50,000 a day," 
says Subramanian, a leading distributor 
and theatre owner in the Tirupur-Met- 
tupalayam belt. 

Yet, Mumbai where it all began, is 
quiet. It is the home of Manmohan 
Shetty, the progenitor of the digital cin- 
ema movement in India. His joint ven- 
ture with filmmaker Subhash Ghai, 
Mukta-Adlabs, started seeding small- 
town theatres with digital equipment in 
2003. Time Video and Ultra followed. By 
mid-2004, India was the world's largest 
digital theatre country with 130 digitally 
equipped theatres. But just a year later, 
this has fallen to 70- plus and Shetty is 


etn 


decidedly despondent. “I am not so 
bullish on digital cinema,” he says. Why? 
And why are the others investing then? - 

Shetty’s pessimism is understand- 
able. The first guy out with a new tech- 


nology usually bears the brunt of the - 


learning. The others pick up the lessons 


on what went wrong. As companies with 


larger outlays and more ambitious plans 
go about seeding theatres, they are do- 
ing it on the back of the success and set- 
backs of Mukta-Adlabs, Time and Ultras 
projects, the first three that rolled out. 


This round is less dewy-eyed than the 


first. It is also different in other ways — 


| the technology chosen, the business 


model. What remains the same, how- 
ever, is the rationale. 


The more copies of a film print that _ 
are released, the higher the chances of. | 
milking it in the first few weeks. So, a film. 
should ideally have 12,000 prints — one 
for each theatre in India. But at Rs 


60,000-70,000 per copy, it is not feasible. 
An average film releases with 150-200 


prints nationally and a very big one, say - 
Kal Ho Naa Ho, with 400-450. Once | 
these exhaust all the business in the top - 


400-500 theatres, they move to the 
smaller theatres in major cities, and to 


smaller towns. Meanwhile, piracy soaks - 
up potential business. And by the time- 
the print reaches the smaller centres, it 


is scratchy and almost unwatchable. 

On the other hand, digital copies ofa 
film, which cost Rs 2,000-3,000, retain 
the visual quality of the original. But the 
installation of digital technology — a 
server and digital projector — can cost 
between Rs 10 lakh and Rs 1 crore. And 
the first transfer from 35 mm to digital 
can cost about Rs 1 lakh-2 lakh. This is 
the reason why nobody in Hollywood or 
anywhere else wanted to take the 
plunge for along time. 

The projects began to move after 
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governments in China and other coun- 
tries decided to digitally-equip theatres. 
In India, Mukta-Adlabs decided to seed 
theatres with low-end, Rs 10-lakh digital 
servers and projectors. It signed on over 
50 theatres either on a revenue-sharing 
basis or a leasing arrangement. In some 
cases, the equipment was sold outright. 
There was a surge in attendance and re- 
ceipts as digital films were screened, 
first day, first show. But within a few 
months, Times and Ultras roll-outs 
stopped. Mukta-Adlabs faltered as 
bulbs and other consumables began to 


cause problems. 


"The hard disk model defeats the 
purpose of digital cinema," notes Jagjit 
Kohli, chairman, Broadband Pacenet, a 


. Mumbai-based broadband company 


which has done work on digital cinema. 


_ "Sending a hard disk involves transfer- 
- ring the film to the location. So with a 


mE rfr selon am nana e raa a AE RH Cul eg el rg 
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new release for which the print came on 


a Monday, the copies could not reach 
" many of these locations, and the release 
. got delayed. For India, the only delivery 


model can be satellite," he asserts. A 


satellite-based digital theatre works just 
_like your TV: you download a film 


beamed down to you via satellite onto a 
server, and then screen the film. | P 
That is the first big difference be- 
tween the former roll-outs and this one. - 
A satellite model like Pyramid Saimira's 
offers immediate scalability without the 
delayt thatthehard disk model entails, at 
very little incremental cost. It makes 
sense, especially in a widely spread out 
country like India. "The thing about a 
digital roll-out is critical mass and un- 
less you go circuit-wise, you cannot 
achieve digital mass," says Sunil Patil, 
former head of the Mukta-Adlabs pro- 
ject and now the CEO of PVR Digital. In 
other words, a digital equipment com- 
pany must be able to control 50-100 the- 





depth 


atres in a region. That is when distribu- | 


tors, film companies and advertisers 


take it seriously, and the investment be- | 


comes profitable. Satellite offers this at 
roughly the same cost per theatre. Most 


of the newcomers have a break-even | 


period of 18 months, as against the three 
years that companies earlier had. 

The second big difference is that this 
digital wave is not going to the dead (or 
dying) theatres. It is in A& B class centres 








reasonably robust film markets. Says 


“We are not necessarily going to places 
where the film is not available first day, | 
first show.” Real Image is seeding towns 
like Coimbatore, which probably gets | 
two prints against a potential of five. | 
With the Rs 14-lakh digital equipment 
seeded by Real Image and first conver- 
sion cost borne by Real, the distributor | 
can make more prints. | 





However, the distributor now pays 
Real Image an advance of Rs 3 lakh and | 
Rs 500 per show. This is the third big dif- | 
ference. Many of the new investors are 
ensuring that the distributors or theatre 
owners also pitch in with money. Just | 
like Mukta-Adlabs, Saminathan is | 
taking theatres on a 5-7 year lease. Pyra- | 


is ; I - 
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A year after investing in digital theatres, 


mid Saimira will seed the first 400, and 
then expect distributors to pick up the 
Rs 20 lakh-25 lakh per theatre tab for 


their circuits. Real Image plans to stop at | 


50 theatres, by which time it thinks it 


would have built up critical mass for dis- | 


tributors to pay for it. Now even Mukta- 


| Adlabs has stopped seeding theatres. 


Shetty expects the next 60 theatres he is 
targeting to buy the equipment. 
Lastly, all the new players are con- 


| tent neutral unlike Mukta-Adlabs and 
Senthil Kumar, director, Real Image: | 


Time, which also produce films. Pyra- 
mid Saimira does not bear any content 
risk. If a movie does not run well, the 
theatre can switch to any other movie. 
The theatres it leases will play which- 
ever movie gives the company a 40 per 


cent or higher occupancy. Real Image | 


charges the distributor Rs 500 per show; 
so if a film is not running well, the dis- 
tributor can change over to the next one. 

The difference in the quality and cost 
ofa digital cinema solution is the projec- 
tor because servers and satellites cost 
about the same. The globally accepted 
DLP (digital light processing) Technol- 
ogy from Texas Instruments is licensed 
to projector companies like Barco, Pana- 
sonic and Christie's. But Hollywood ap- 


Mukta-Adlabs’ Manmohan Shetty (from left) 


and Subhash Ghai, Real Image’s Senthil 
Kumar and PVR Digital’s Sunil Patil are 
learning new lessons 








DIGITAL CINEMA 


proves of only the DLP Cinema projec- 
tor. A Christie’s DLP Cinema projector 
(the one Sathyam has) could push the 
cost of the solution up to Rs 60 lakh-80 
lakh, whereas a regular DLP projector 
solution (with the server and other 
equipment) costs Real just about Rs 14 
lakh. The cost difference is significant. 

What Mukta-Adlabs had installed 
were not even plain DLP projectors. Not 
surprisingly, it is packing up. The com- 
pany is now ordering high-end ones. All 
the new companies are adhering to at 
least a basic DLP technology projector, 
which is more robust than the previous 
technology. Still, the rest of the world 
brands such roll-outs as 'e-cinema. 

There is an industry-wide debate on 
why using a projector below the stan- 
dards set by Hollywood should make it 
e-cinema. It is still digital cinema be- 
cause the technology is digital. The only 
reason most Asian countries follow this 
definition is because an e-cinema tag 
means you cannot play Hollywood 
films on local screens. "DCI is yet to 
come out with standards for e-cinema," 
says Shetty. So except for Sathyam, no 
one has ordered any DLP Cinema pro- 
jectors in India yet. The upside of in- 
stalling it in multiplexes, which already 
offer good resolution film projection, is 
not clear. Further, Indian films cannot 
be converted to DLP Cinema format yet. 
So, in the coming months, Sathyam will 
only be able to play the 25-odd Holly- 
wood films released in digital format on 
this equipment. Ganesh S., business de- 
velopment manager, Texas Instruments 
(India), says it is working at ensuring 
that post-production labs, where the 
film can be made DLP-friendly, buy into 
the technology. 

But the cost differential is so high that 
for now the Indian industry is sticking to 
the bread-and-butter model. "Only 200 
towns can afford multiplex pricing (Rs 
150 per ticket). The rest have to be 
cracked through this route since they 
will be able to absorb a price of only Rs 
60-80," reckons Patil. At those prices, 

only the basic systems are profitable. 

Let a bulk of India, which had 
stopped watching films in theatres, 
first catch up on a better cinema- 
watching experience. Let them come 
into the reckoning as paying film au- 

diences. The high-end Star Wars ex- 
perience can wait. i 
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Do 450 
homes in 
Mumbai 
truly 
capture 
the TV 
viewing 
habits of 
13 million 
homes in 
the city? 











The television 


ratings trap 


ONSIDER these figures.The tele- 
vision industry in India today is 
worth Rs 12,000 crore. Of this, 
television networks themselves 
earn Rs 4,800 crore through ad- 





| vertisements. Another Rs 1,500-odd crore is 


earned from the subscription fees drawn out of 
the cable operator system. Therestis earned by 
cable operators and content developers. Media 
planning and buying agencies, who recom- 
mend and place advertising time on TV net- 
works, earn an average of 3 per cent of the ad- 
vertising costs, that is Rs 140 crore or less. All 
these are reliable industry estimates. 

Television viewership ratings are done by 
the joint industry body service called TAM 
(Television Audience Measurement). TAM is 
conducted in 5,000 people-metered homes in 
75towns around the country. It costs more than 
Rs 20 crore to deliver annually. 

The big question is, who pays for this rating 
service? Is it the advertiser community, which 
wants to ensure that the Rs 4,800 crore it puts in 
is ‘well spent’? Is it the television community, 
which is using the ratings to sell its channels, 
time slots and programmes? Or, is it the impov- 
erished media agency go-betweens who help 
the advertisers buy and the networks sell those 
thousands of crores? 

Internationally, the seller funds the system. 
Over 90 per cent of all TV rating services world- 
wide are funded by the networks. In India, how- 
ever, as much as 45 per cent of the TAM service 
is paid for by media buying agencies, and only 
55 per cent by the TV networks. This means that 
we have a meagre Rs 140-crore industry putting 
up 7 per cent ofits revenue to fund a ratings ser- 
vice. This is because the giant Rs 12,000-crore 
television industry cannot rummage up even 
1 per cent of its earnings for a more widespread 
and credible TAM. 

Some industry players justify this anomaly. 
They argue that reducing dependency on 
broadcasters is better for the entire system, so 
that no undue pressures are placed on the re- 
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search. With more than 150 channels operating 
in a free market, are we stupid to assume that 
competition will not even out? 

No one is entirely happy with the TAM cov- 
erage. After all, 5,000 sampled homes to repre- 
sent 83 million TV homes is a bit of a stretch. 
The ratings are usually believable. But even the 
sharpest media planner and the most astute 
brand manager, not to mention the savviest 
time salesman, has got to be asking himself: do 
450 people-metered homes in Mumbai truly 
capture the TV-viewing kaleidoscope of 13 mil- 
lion Mumbaikars? 

Lintas Media did an analysis of TV viewing 
that TAM cannot even take a sniff at. Limited to 
73 towns, the TAM sample can at best be pro- 
jected to 38 per cent ofall Indian TV homes. The 
sad truth is that the 62 per cent of homes not 
captured also account for 64 per cent of the TV- 
viewing time. This means that the joint indus- 
try body has funded TAM currently to measure 
only a third of all the television viewed in the 
country. As an advertiser, I would wonder: does 
this mean that Rs 3,000 crore worth of televi- 
sion advertising may not actually be going to 
the right people? Or worse, that it may not even 
have been entirely necessary to spend? 

Not that TAM cannot do better. It has tried 
to raise more funds for a better service. Give 
them another Rs 20 crore and they will claim 
they can cover another 5,000 homes more rep- 
resentative of mera Bharat mahan. But who is 
going to put up this additional money? 

Recently, Dainik Jagran launched a news 
channel. The newspapers legacy in the Hindi 
heartland and its grassroots reach is unmatch- 
able. I told them they would get plenty of view- 
ership but, pity, not the ratings. The reason: 
TAM is just not geared up to measure viewing in 
the places where you are most likely to get: 
viewed — the Hindi heartland. 

Sadly, India is still a country where TV rat- 
ings are not equal to TV viewership. Only the 
television industry itself can do something to 
change this. But will it? 9 
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Enterprise Business Scenario 


| NE Windows Server 2003 Full Support (24x7): 10% of servers are Enterprise Edition, 90% Standard Edition 
Bl Red Hat Full Support (24x7): 100% of servers are AS Premium 
a Red Hat Limited Support: 10% of servers are AS Premium (24x7), 90% ES Standard (12x5) 
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A recent study of licensing and support costs conducted by BearingPoint, 
a leading independent consulting firm, found that these acquisition 
costs for Windows Server'" 2003 are comparable to Red Hat Enterprise 
Linux or Novell's SUSE Linux Enterprise Server "despite the common 
perception that Linux is free or very inexpensive." However, if you 
require full 24x7 phone support on all servers, licensing and support for 
Windows Server 2003 can cost up to 73% less than Red Hat Enterprise 
Linux* over five years. 


For the full study, visit microsoft.com/getthefacts 


Microsoft 
Win 
Server System 
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trademarks of Microsoft Corporation in the United States and/or other countries. The names of actual companies and products mentioned herein may be the trademarks of their respective owners. 
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Three jute mills (whose joint mail box appears above), Victoria, Samnuggur and Angus — owned by Scottish company 

Titagurh PLC — were sold off by West Bengal's provident fund authorities in 2001, ostensibly for recovering their 20,000 
workers' PF dues of Rs 41 crore. But the companies' assets, worth Rs 400 crore, were transferred by selling the compa- 
nies' shares for just Rs 1.64 crore, and the dues are still to be recovered 


THE GREAT JUTE 


How the biggest fraud in the 
history of government 
recovery proceedings was 





to own 600 acres of 


land with a 33-acre | 


golf course on the 


banks of the Hoogly | 


river in Kolkata, with 
a few jute mills thrown in and a 
25-cottah prime property in high-end 
Alipore? In the market, this estate would 
cost about Rs 400 crore, maybe more. 
But don't let that bother you. If you're re- 
ally interested, you can get it for about a 
crore and a half. 
This is not just the usual Indian land 
scam. And it actually took place in West 


Bengal four years ago. The organisation | 


that pulled off the swindle was none 
other than the local employer's provi- 
dent fund organisation office (EPFO), 


which had stepped in to ensure that the | 


20,000-odd mill workers who had been 
denied their claims for over 20 years 
would get their dues. Instead, in a 
brazen display of bureaucratic schem- 
ing, the PF authorities sold off all the 
mills with the land to a clutch of private 
firms, leaving the workers empty han- 
ded. None of Bengal's trade unions have 
protested against this swindle so far. 
The matter came to light when the 
mills' holding company, Azmara PLC, 


OW would you like | 


orchestrated. 


complained to the Prime Minister's Of- 
fice through British diplomatic chan- 
nels. The government referred the case 
to the CBI. And the EPFO'5 head office in 
New Delhi ordered its own departmen- 
tal inquiry. Financial investigators R.N. 
Kaul & Associates were asked to carry 
out an independent probe as well. 
Kaul's report — a copy of which Busi- 
nessworld obtained from EPFO sources 
— brings out the full horror of the swin- 


| dle. ^It appears that the regional PF 





commissioner, Kolkata, while ostensi- 
bly seeking to recover outstanding dues 
... became an instrumentality in the 
hands of private persons who were act- 
ing with ulterior motives to acquire the 
mills," says the report. It provides de- 
tailed evidence of how the sale was done 
by smartly sidestepping all the laws. 
Oddly, the exhaustive report sub- 
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mitted by Kaul doesn't seem to be going - 
anywhere. Repeated calls to Anirudh 
Rai, the acting Central Provident Fund 
Commissioner (CPFC), to ascertain the 
report's status, went unreturned. It is 
still unclear if the ministry of labour, un- 
der which the EPFO functions, has been 
presented a copy of the report — and 
even if it has, whether any action has 
been taken so far. 

So how was this swindle adroitly 
masterminded? For that, we need to go 
back in history. 

Azmara PLC, also known as Titagurh 
Jute Factory PLC, is the Scottish holding 
company of three West Bengal jute mills 
— Victoria, Samnuggur and Angus. 
Titagurh was incorporated in 1883 and 
the mills have been operational for over 
a hundred years. During the 1980s and 
1990s, Titagurh faced a liquidity crisis 
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This prime property in Kolkata belonged to Angus Jute Mills. 15 years ago, half of it was sold to Sanjeev Bhuwania. He is 
the son of Binod Kumar Bhuwania, the broker who played a key role in the jute mill sale by the regional PF office even 
though he had existing business relationships with the purchasing companies. No valuation or reserve price was fixed, nor 
were requisite permissions taken to sell shares of foreign companies. Sale ads ran with incomplete information. 


MILL ROBBERY 


and defaulted on PF and otherstatutory | 


dues. From 1982 to 1999, the outstand- 
ing PF dues had grown to Rs 45.75 crore. 
During this period, it also faced multiple 
disputes relating to workers and man- 
agement in the courts. 

In order to avoid closure and loss of 
livelihood for the workers, the high 
court granted an arrangement by which 


the mills could be run by their raw jute | 


suppliers. The licensees would pay a 
monthly fee of Rs 6 lakh-12 lakh to the 
owner, Titagurh. Thus, companies run 
by raw jute suppliers like the Poddars 
and the Ostwals took charge. Aditya 
Translink was appointed as the licensee 
for Samnuggur Jute Factory since 1985, 
and RBD Textiles became Victoria's li- 
censee from September 1995. Angus, 
which was the only mill incorporated in 
India by Titagurh, had become sick in 
1994 and was being run by a special offi- 
cer appointed by the Board for Indus- 
trial and Financial Reconstruction, PR. 
Bagla. Over the last decade, the Poddars 
and the Ostwals have been taking over 
the jute mills themselves. 

Apart from paying the monthly fees, 
the licensees had to comply with a lot of 
terms and conditions imposed in their 
agreement. For instance, they had to 








fully remit all PF dues arising during the 
licence period. Terms like this were not 


| complied with. In the normal course, 


non-compliance should have led to a 


termination of the licences. Instead, the | 
regional PF officials facilitated these | 


very defaulters in acquiring shares of 


| their respective jute mills and reconsti- 


tuting their boards. 
While the licensees continued to op- 


erate the mills, in the late 1990s, the | 
holding company's reins were given to | 


one Graham Avery. His mandate was to 
regain control of the jute mills, pay off 
creditors and turn the company ar- 
ound. There was even talk of selling part 
of the 600 acres of land to a multina- 
tional company. About 5 million-6 mil- 
lion British pounds owed to Indian 
banks and financial institutions were 
settled. Titagurh's shares were de-listed 
from the British exchanges in 1991-92, 
following an insider trading scandal. 


Since 1998, 65 million shares at the face | 


value of 5 British pence were issued. Pri- 


vate investors snapped up what they | 


thought were bargain shares that could 
fetch them a fortune when they relisted. 
Avery had a way with convincing in- 
vestors, but accounting errors and lack 


| of clarity in the Indian operations made 
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the British investors jittery. 

In May 1999, when the regional 
provident fund commissioner (PRPFC) 
initiated action against Avery for the 
long-standing PF dues, it was the last 
straw for Titagurhs investors. He was ar- 
rested by the police and the British High 
Commission had to intervene to secure 
his release. It is not clear why Avery 
alone was arrested and the long-time 
occupiers of the mills — the licensees — 
were not. Under the EPF Act, an occu- 
pier or even a manager can be prose- 
cuted for non-compliance. After Avery 
left the country, he didn't return for fear 
of another arrest. He resigned from the 
company in November 2002. In hind- 
sight, Avery's persecution was part of a 
pre-planned conspiracy hatched by the 
local PF authorities and licensees who 
were in control of the mills. 

With Avery out of the way, the li- 
censees had a free run. As the report 
says: "The licensees running the mills 
found an ingenious method of becom- 
ing the owners of the mills by ‘arranging’ 
to purchase all the issued shares... of the 
companies for an insignificant price 
through front companies." Since they 
were already running the mills, the tran- 
sition would be smooth. 


































Between January and July 2001, 
the local PF recovery officer at- 
tached and took over the title 
deeds ofimmovable and mov- g 
able assets, including share cer- £} 
tificates, of the Titagurh group 
companies. But instead of dis- 
posingofthelandandbuildingsto ' 
recover PF dues, the recovery offi- 
cer decided to sell the shares in the 
companies. This is an accounting 
monstrosity — because the shares 
ofacompany in its own books are al- 
wayson the liability side ofthe balance 
sheet. The PF department was thus at- 
taching and selling the liabilities of the 
mills to pay their PF liabilities! 

Till 1988, the EPFO didn't have re- 
covery powers of its own, so it depended 
on the district collector to recover dues. 
In 1988, it was given the same powers as 
the income tax department with the 
same procedures prescribed for recov- 
ery. Most of the procedures were flou- 
ted: no valuation was done for the un- 
listed shares, wide publicity was not 
given to the sale, and the sale was 'out- 
sourced' to brokers who were arbitrarily 
selected. From start to finish, the entire 
sequence of transactions was com- 
pleted in a matter of a few days, from 
inviting brokers to sale of shares and re- 
constitution of the companies' boards. 
"Normally, any government recovery 
proceeding takes at least 2-3 years," says 
an income tax commissioner. 

Three invitation letters were sent to 

12 brokers for selling the shares from 
8-10 August 2001 — the third letter, ad- 
dressed to seven brokers, had no dis- off to Smart Technologies for Rs 10.39 
lakh. Samnuggur and Victoria were sold 
off on August 2001 to Chick Commodi- 
ties and York Holdings for Rs 86.25 lakh 


| longed to Angus Mills. Then, Suraj Pod- 
patch number or date. Sources even say | dar, a director in the licensee company 
the same person came to collect thelet- | Aditya Translink, was appointed as the 
ter for at least seven brokers! Then, in- standing legal counsel by the RPFC. 
stead of the department publicising the | The report by R.N. Kaul & Associates | and Rs 67.4 lakh, respectively. While all 
sale, the brokers were leftto do it. The | establishes the nexus between the front | three purchasers had bid for the three 
timing, placement and content of the | companies that purchased the shares, | mills’ shares, what is amusing is that 
ads were decidedly queer. Even the the financing company and thelicensee | each of them was declared the highest 
companies’ names and quantum of | companies. The report found that the | bidders for the mill they already occu- 
shares for sale were not indicated inthe | Ostwalsand the Poddars, throughaweb | pied. As soon as the sale certificates 
ads, which were tucked away in the clas- | of companies, either directly or indi- | were issued, Chick and York, almost in 
sifieds section of The Telegraph. | rectly controlled the jute companiesas | tandem, quickly called extraordinary 

| 


The PF officials’ collusion with theli- | licensees, the front companies that ac- | general meetings and reconstituted the 


censee companies is apparent from the | quired the shares in the auctions and | mills’ boards with their own directors. 
two people it chose to associate with, in | even their financier, Chariot Leasing. | As for the workers' PF dues, in ongo- 
the sale process. Binod Kumar Bhuwa- | Kaul's team has managed to followthe | ing litigation with the EPFO, the new 
nia, the share broker who pushed the | moneytrail of more than Rs 2 crore from | owners are arguing that the department 
deals, had existing business relation- | Chariot Leasing to the share purchasing | should collect the Rs 38-crore dues (as. 
ships with the licensees and was occu- | companies. (See ‘A Tangled Knot). of August 2003) from the holding com- 


pying prime property in Alipore that be- | So, on 29 June, 2001, Angus was sold | pany, Titagurh! Incidentally, as per Sec- 
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tion 108 of the Companies Act, transfer 
of more than 10 per cent shares in for- 
eign companies like Samnuggur and 
Victoria needs the prior approval of the 
Central government. Apparently, the PF 
office did ask the Reserve Bank of India 
for guidelines on the sale of foreign 
company shares. But the shares were 
sold off without waiting for its reply. 

Titagurh, the holding company, later 
realised that their companies had been 
sold off, and filed a petition in the Cal- 
cutta High Court in 2001 to set the trans- 
action aside. But on 6 May, 2002, in alet- 
ter to the recovery officer, Avery states: 
"We disassociate ourselves from the 
various false allegations of fraud, collu- 
sion and connivance made against the 
regional PF Commissioner and the re- 
covery officer.... The allegations in the 
writ petition were made without (my) 
knowledge, consent or approval... and 
therefore, we are withdrawing the 
(case)." The case was finally dismissed 
by the court on 28 April, 2004. 

An odd reversal? The true reason 
for withdrawing a case, which seemed 
pretty strong on the face of it, becomes 
apparent in the investigation report. 

Evidently, Titagurh had got its facts 
wrong in its 2001 petition. In 1968, Sam- 
nuggur and Victoria Mills had been 
amalgamated with the holding com- 
pany. The share certificates of the merg- 
ing companies had been extinguished. 
But the petition treated them as sepa- 
rate entities. This was tantamount to 
misleading the court, and on no 
grounds would the court have con- 













doned the mistake. This also means that 


the shares sold by the PF officials were | 


dud shares. "This needs to be investi- 
gated by the Department of Company 
Affairs," says the Kaul report. 

By this time, the EPFO's central of- 
fice had realised the grave problems 
with these sales and had to act. On 5 July 
2004, the EPFO moved to undo the sale. 
It issued show cause notices to the new 
owners of the jute mills as to why the 
sale orders issued on 21 August 2001 
shouldn't be reviewed. Instantly, the 
new owners moved court arguing that 
the show cause notice was illegal and 


void. In their petition, the owners also | 


say that when the shares were sold, 
Titagurh and its three subsidiaries also 
owed Rs 25-crore dues outstanding to 
the Employees' State Insurance Corpo- 
ration, Rs 180 crore to the sales tax 
department and Rs 50-crore to workers 
and creditors. "The interest and dam- 


ages on these dues will be more than | 


Rs 200 crore. The immovable properties 
are also mortgaged to the secured credi- 
tors..." The petitions further stated that 
valuation reports conducted by the 
owners show that the net worth and 
share values of these mills are negative. 
Isn't it odd that there would be such a 
clamour for assets whose worth has 
been wiped out? 

When the complaints from the 
British High Commission reached the 
EPFO head office through the PMO, a 
departmental inquiry was ordered and 
Rajat Goswami, the regional PF com- 
missioner at the time, and the recovery 
officer, K.P. Senchowdhury, were sus- 
pended. Goswami is now the head of 
the zonal training institute. Senchowd- 
hury was recently raided by the CBI's 
Ranchi branch for an alleged fraud in 
Jamshedpur. The Central Vigilance 












S.K. Khanna, as pro- 
gramme director (east 
zone) for EPFO's 
Compliance 2001 
drive, was responsible 
for the recovery 
actions of the regional 
offices. The Central 
Vigilance Commis- 
sioner recommended 

4 penalty proceedings 
SA against him 
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Commissioner (CVC) had asked for a 
detailed report on the jute mills sale. 
During hearings, all officers said they 
were acting at the behest of a higher 
PF official. The real kingpin of the 
operation, say EPFO sources, was S.K. 
Khanna, the current additional CPFC 
(compliance and eastern zone) and the 
project director of the EPFO's moderni- 
sation project. This is corroborated by 
a letter sent by the previous CPFC to 
former labour secretary PD. Shenoy, 
in June 2004. 

At the time of the mill sale, Khanna 
was head of the zonal training institute. 
But he was also the programme director 
(east zone) for Compliance 2001, an en- 
forcement drive launched by the EPFO 
to bring defaulting employers to book. 
Ostensibly, the West Bengal PF office's 
move against the mills with long-stand- 
ing dues was a part of this drive. 

On the basis of the reports, the CVC 
recommended initiation of major 
penalty proceedings against Khanna 
and the others. The file, which was 
cleared by the labour ministry, led to a 
chargesheet being framed and served 
on Khanna. Whether that has been pro- 
cessed further is not known. Mean- 
while, the CBI's Anti Corruption Branch 
in Kolkata has registered a regular case 
under Section 420 of the Indian Penal 
Code in 2003. But investigating such 
white collar crime has been tough for 
the bureau. It was only in February 2005 
that the CBI asked the regional PF com- 
missioner to produce information and 
documents on the sale. 

There is a good chance of a stale- 
mate on the issue, especially since 
Khanna is not only in charge of compli- 
ance issues, but also the eastern zone. A 
few weeks ago, Khanna paid a visit to the 
Kolkata PF office and called for all legal 
files, including the files on these jute 
mills' sale. Insiders feel that his contin- 
ued presence could hamper both the in- 
vestigations as well as the EPFO's re- 
forms project (See ‘The Curious Case At 
The PF Office, BW, 25 April). 

The Kanpur-based president of the 
All India Democratic Womens Associa- 
tion, Suhasini Ali, is one of the outsiders 
whos livid. She has even written to the 
PMO about this anomaly. Meanwhile, 
20,000 workers in West Bengal continue 
to wait, hoping to see their old age 
money in its rightful place. E 


yoy john buchana 








coach’s bus 





The author is coach of the 
Australian cricket team 
which won World Cup 
2003 and continues to 


be the most dominant 
international team. 


Vision 

is critical 
to the 
leadership 
and 
ongoing 
SUCCeSS 
of any 
team. It 
provides 
an ability 
to control 
the future 





The path to 
performance 


AM often asked by the business com- 
munity to speak on topics like leader- 
ship, management style, or how to exe- 
cute coaching practices to improve 
performance at the workplace. In one 
sense, it is simple to espouse my views and ex- 
periences with the Australian cricket team. But 
it has been a complex journey (and one that is 
continuing) to arrive at the point I am in — 
coach of the best cricket team and, arguably, 
one of the finest sports teams of all time. 

As this is the first in a series of columns, it is 
important to lay down my ground rules, so to 
speak. These ground rules constitute my phi- 
losophy of coaching and are the principles 
which form its cornerstones. In this column, I 
will briefly explain how my personal philoso- 
phy developed, what my basic principles are, 
and why they matter. My purpose is not to sug- 
gest that my way is the best or the only way; in 
fact, it is quite the opposite. The purpose of this 
column is to encourage you, the reader, to do 
likewise: explore your philosophy of life, the 
principles on which you base your living, and 
how you enact these everyday — at the work- 
place, and in your social or sports exchanges. 

When seeking to understand your philoso- 
phy, do a dictionary search for the word. A pur- 
suit of philosophers, their writings and mus- 
ings would also help. Whatever your method of 
comprehending philosophy may be, there is no 
substitute for personal reflection: questioning 
why you make the choices you do and what 
creates such influencing factors. 





Guiding Philosophy 


It is about helping people. All of us need help in 
some way. I try to assist the people I meet every- 
day — to make them feel a little better about 
themselves, to help them become a little better 
in sports, or at work or home, or in having a 
clearer direction in what they want to be. 

To enact my philosophy, there is a mix of 
guiding principles that connect everything I do. 
In my next few columns, which will deal with 
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leadership, teamwork and motivation, I will 
keep coming back to these principles. 

Vision is critical to the leadership and ongo- 
ing success of any team. It helps provide an 
ability to ‘control the future’. This entails a dy- 
namic process which calls for constant revisit- 
ing to ensure that the team’s vision is relevant, 
meaningful, exciting and impactful. For World 
Cup 2003 in South Africa, our vision was to have 
all teams in awe of us. We wanted to create an 
aura about ourselves. The Australian cricket 
team had a record entering the World Cup. We 
needed to build upon this 'presence during the 
tournament — it had to be real, not imaginary. 

So we took steps to ensure that everything 
from our training and support to the team to 
our public messages contributed to the vision. 
Ultimately, the way we played our cricket was 
the key. We were fortunate to have two difficult 
games first up, against Pakistan and then India. 
We also lost Shane Warne the night before our 
first game. The team dealt with all this with 
great composure and success. These early re- 
sults reinforced the planning that had gone into 
our tournament preparations. We managed to 
create the team aura, which was constantly 
portrayed in the media and didn't diminish 
throughout the event. 

No matter which profession we may be in, 
we are involved in the people industry. That is, 
as managers, coaches and contemporaries, we 
work best where we feel happy and where we 
can develop strong and reliable relationships 
with those around us. As a result, it is about the 
whole person, not just the staff member, the 
cricketer, or the volunteer. The closer we are to 
those for whom we are responsible, and work 
with, the better the likelihood ofunderstanding 
the range of 'emotional baggage' that occupies 
our thoughts every working day. 

Our working relationships are about devel- 
oping the whole person, not just about how best 
we can use a persons skills to achieve company 
results. For this, the leadership of an organisa- 
tion must put in place a learning environment. 
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Such a workplace values the indivi- 
dual and his or her needs to develop 
intellectually, emotionally, techni- 
cally, socially and spiritually. The 
workplace values difference. It 
J values healthy conflict, debate 
 andchallenges to normal prac- 
tice. It values new ideas or ap- 
proaches from new staff as well 
as the experience and knowl- 


To value such an environ- 
ment, there must be an organi- 
sational culture that encourage 
and rewards such values. The lead- 
ership must not only speak such 
values but also enact them. Creating - 
and maintaining such an environ- 
ment does not just happen. It happens 
for a range of reasons, which can be bun- 
dled together under the term planning. 

In cricket, the planning principle that every- 


one is more aware of is game planning — the | 


tactical, physical and mental preparations for 
an upcoming series or match. While this is a 
critical role of a coach — working with the cap- 
tain and the rest of the team to be clear about 
the game plan — it is not the only plan that the 
coach is working with. The long-term plan, 


which links to the coach’s vision, is about criti- 


cal events on the horizon (e.g. World Cup 2007 


in the West Indies) and the style of cricket to be - 
played, the players to be developed, schedul- | 


ing, the resources for this, the linkages to states 


and centres of excellence, the improvements | 


required to be able to control the future, and 
the need for succession across all departments 
ofthe team. 

Examples of this process in action are: 
1. Gathering all information we can about the 
grounds we will be playingat in the West Indies. 
2. Developing a driving vision (on the lines of 
*the best skilled team") of all our planning and 
training from here onto World Cup 2007. 
3. Devising a workload plan for each player, in 
addition to a succession plan for all players. 


The ‘whole person’ plan understands the | 


changing needs of each player and how that 


will impact him, his family and the team. Itthen | 


becomes much easier to work with the player 
and put in place strategies to assist him or her. 
The ‘support plan is just what it says. We look at 


providing the best technical, physical, mental | 
| ships with your staff, family, peers and adversa- 
ries. It is only from this point that managing, 


and tactical support to players through staffing, 
technology, new techniques and experimenta- 
tion. The cultural plan has many faces; it is 
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instilling a 
vision 


envi ironmerit 


about some activities we undertake. For exam- 
ple, we visited Gallipoli on the way to England 
in 2001 as an important start to The Ashes cam- 
paign. Australian teams value the Baggy Green, 
and we seek ways to further enhance its impor- 
tance within the traditions of Australian cricket. 
Selecting the right people rather than 


skilled people will contribute to the culture of | 
the team. Players, support staff and others who 


interact regularly and closely with the team are 
always scrutinised for character and how they 
will improve the team mix. Other cultural ele- 
ments include messages and communications 
to the team — the content, the timing and the 


| emphasis. Contained within this team com- - 
| munication is the underlying theme of never | 


being satisfied. Today's performance is tomor- 


! rows benchmark, be it on or off the field. 


Finally, I see my role as making myself re- 


dundant. I need to ensure that the player is his 
| own best coach, that is, he knows how to best 


prepare for competition, and how he gives 


| himself the best chance of succeeding during 
|! competition. The outcome is that he will make 


quality decisions. As such, he becomes a reli- 
able leader within the team framework. 


Ultimately, your style and methods of com- | 
munication become consistent through under- - 
l standing, accepting and then loving yourself for 
| who you are. People understand you and what. 


you stand for. This is the basis of strong relation- 


coaching and leading other people can begin. @ 
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"STUDENTS who attend classes regu- 
larly get used to this boring stuff and itin- 
creases their tolerance level... Once they 
get a job, where in the meetings they have 
to listen to all the stupid things their boss 
has to say, they will be able to cope with 
the situation much better.” 


AMBLINGS of a bored B- 
school student? No, those 
words of wisdom flowed 
from the keyboard of an 
XLRI professor! Pitabas Mo- 
hanty has some pretty un- 
conventional opinions and has no 
qualms expressing them, even to com- 
plete strangers. Mohanty is amember of 
the small tribe of cyber-savvy Indians 
who have discovered the Next Big Thing 
on the Net: the blog. 

A blog is a personal website — so, 
what's the big deal? Well, you could say 
that blogging is doing to web publishing 
what auto-focus did to cameras. It made 
it possible for any person to create and 
update a personal webpage without 
having to bother about domain 
names, cute ftp or html. 

But, blogging is more than 
a technical triumph. The 
blog's appeal lies in the fact 
that it is the ‘unedited voice’ 
of an individual. Blogs, like 
people, have a personality — 
that of the author. And this is 
what makes reading a blog, as 
well as writing one, extremely 
addictive. 

Yet, it’s taken years for 
blogs to overcome the stigma 
of being ‘online diaries’, a cool 
thing for pimply teenagers or 
egomaniacs who think the 
world is interested in what 
they ate for breakfast. Sure, 
most of the 8 million blogs online 
are self-centred and trivial. But, 
there are enough blogs out there 
written by people with passion 
and purpose to merit the medium 
its ‘alternative media’ status. 

While the majority blogs for 
love, a few actually blog for a living. 

Blogs like Instapundit.com and 
Andrewsullivan.com have, in the 
words of Karl Marx, ‘seized the 
means of production’ With just a 
keyboard and broadbrand con- 
nection, these blogs have at- 





|». BUSINESSWORLD 56 6 JUNE 2005 


tracted a large, loyal audience that is 
willing to pay for exclusive content, as 
well as dedicated advertisers. 

For its revolution, and revenue, po- 
tential, the blog is attracting scrutiny 
from academia. Wharton legal studies 
professor Dan Hunter has declared that 
blogging is “right up there with the 
printing press when it comes to sharing 
ideas and disseminating information’. 

The Wharton article goes on to note 
that companies can use bloggers to put 
amore human face on interactions with 
employees and customers; marketers 
can create buzz with blogs; and bloggers 
can act as fact checkers for the media. 
Can all this really be done? 


The Corporate Blog 


‘Business blogging’ is the current buzz- 
word. But while in theory, the blog is a 


Bot : E 


Everybody is 

in the blog 
game now. 

Even corporates 
are lining up 

to get a slice 

of the action — 
with decidedly 


mixed results. 
By Rashmi Bansal 

























ASHISH SAHI 


great communication tool for compa- 
nies, in practice it usually degenerates 
into just another form of PR. Take this 
entry from the official Googleblog about 
the opening of its Hyderabad office: 
“Like any other Google office, lava lamps 
and colored balls abound; unlike other 
offices, we have Indian food for lunch 
every day. Perhaps most important, we 
havelaunched the first chapter of theIn- 


ternational Google Cricket Club, where 


the preferred delivery is, naturally, a goo- 
gly. If you're in the area, we're always 
looking for more smart Googlers.” 
sounds less like a blog and more 
like corporate communication in fun, 
Friday-dressing mode. | 

What does work is decentralisation. 
Granting individual employees the priv- 
ilege and power to blog. The most suc- 
cessful example of this strategy, surpris- 
ingly, comes from Microsoft. Robert 
Scoble, an employee of Microsoft, has 
such an impact on the way his company 
is perceived that the venerable Econo- 
mist recently bestowed on him the title 
chief humanising officer. - 

Scoble blogs about technology, 
offering opinions not just on Mi- 
crosoft, but rivals as well. The secret 
of his credibility is that when 
Google or Apple launches a better 
product, Scoble is "pretty harsh on 
Microsoft". At other times, he can 


point out where the company has done 
right, and is given a hearing. Microsoft is 
encouraging other employees to blog 
and so is Sun Microsystems. As the latter 
eloquently notes: “Many of us at Sun are 
doing work that could change the 
world. We need to do a better job of 
telling the world. As of now, you are en- 
couraged to tell the world about your 
work, without asking permission first” 
(See ‘India's First Corporate Blog’). 
Bloggers at Sun are advised to follow 
common sense guidelines: be interest- 
ing, expose your personality and do- 
main knowledge, but don't tell company 
secrets. Sun advises that writing “XXX 
sucks" is not only risky, but unsubtle. 
But, as bloggers have found out the 
hard way, it doesn't take revelations of 
the holy grail variety to get fired. Delta 
Airlines stewardess Ellen Simonetti was 
fired after her ‘Queen of the Sky’ blog 
showed pictures of her in uniform. Even 
at Google, which gave a big push to the 
medium by acquiring blogger.com from 
start-up Pyra Labs, there has been a well 
publicised case of an employee fired for 
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shooting from the lip. 


Branding Through Blogging 


Which brings us back to the question: is 
blogging merely a cool pastime or can 
one profit from it? The answer is both 
yes, and no. A large company trying to 
blatantly plug a brand through a dedi- 
cated blog — it has been tried by Dr Pep- 
per in the US — has flopped miserably 
so far. If a product is great, people will 
blog about it anyways. 

Blogs can also prove to be quite an 
embarrassment. A lone blogger can 
turn the heat on a giant corporation, 
even forcing these corporations to ‘fight 
back. Journalist Pradyuman Mahesh- 
wari shut down his no-holds barred me- 
dia blog (mediaah.com) after Bennett, 
Coleman — publishers of The Times of 
India — gave him a legal notice asking 
19 'defamatory' postings to be removed 
from his site. A single dissatisfied cus- 
tomer can quickly start a ‘boycott-that- 
product' website. Type 'Sify broadband' 
and see what turns up on the first page 
of Google search! 

“The brand that a blog can 
trumpet effectively is that of the 
independent professional. Man- 
agement guru Tom Peters runs a 
neat one (tompeters.com) where 
he shares more than the usual 
deep fundas. If you're wondering 
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what Rajesh Jain is up to since his 
Rs 500-crore-sellout, check his blog on 
emerging technologies (emergic.org). 
But it’s not just celebrities. Anyone 
can use blogs to enhance their profes- 
sional profile. The trick is to project 
yourself as an expert on a particular 
subject. You will naturally attract a fo- 
 cused audience — and possibly even 
clients. Mumbai-based qualitative re- 


landed a couple of paying projects from 


i com or myspaces.com. Indian. i 






< can hosta blog. on your own - ao 
domain too, through free software D : 
: like Typepad. To sample many mo R 
* dian blogs, visit um 





| searcher Dina Mehta, for example, has 


-sites like rediff.com andindia- — "T 
| | times.com also offer blogspace. You 








| abroad, thanks to her blogging. 


Blogs are also a great idea for small 
businesses, creating a kind of ongoing 
conversations with customers. XLRI 
graduate Madhu Menon quit his tech 
job to start Shiok, a far-eastern cuisine 
restaurant in Bangalore. He also runs a 
blog which tells you everything from 
how to stir fry tofu to the secret of perfect 
steamed rice. Does it help in getting 
more customers? Well, on purely anec- 
dotal evidence, it sure looks like it! 

Though the ‘tsunami help’ blog put 
together by a group of Indians attracted 
worldwide attention, desi bloggers are 
likely still a small group. Estimates range 
from a few thousands to over 100,000. 
And that too, mainly in the 15-30 age 


group. Says blogger Amit Varma: "There 


simply aren't enough readers yet for 
blogs to make a difference to anything, 
as there are in the US." While an Ameri- 
can blogger can make a tidy sum by ty- 
ing up with Google's Adsense, it cant be 
considered a serious revenue stream in 


: India. Chennai techie Kiruba Shankar, 
. whose blog is considered to be one of 


thetop-ranking ones in India in terms of 
traffic, says he makes pocket change 
(about Rs 1,000 a month) from it. 
Blogging in India is in the 'early 
adopter’ stage, and growing. But that's 


what makes it the perfect time to plunge 


in if you like to stay ahead ofthe curve. IN 
Resa lass QUNM open 
graduate and founder-editor of the pop- 
ular youth magazine, JAM. She blogs at 
youthcurry. blogspot.com. 
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The author is with 
Cyber Media and edits 
Living Digital. 

You can email her at 
malab@cmil.com. 


How you 
react to 
PalmOnes 
LifeDrive 
depends 
on 
whether 
youre a 
PDA user 
to begin 
with 


“by mala bhargava 


A little bit of 
everything 





DD alittle hard drive to anything 
and it's instantly dubbed an iPod 
killer. That's the tag the new PDA 
or organiser from PalmOne has 
been born with as well. It's get- 
ting a little difficult to find any new products 
that don't somehow get pitted against the iPod, 
and more than a little tiresome. This new prod- 
uct goes by the rather banal name of LifeDrive 
and it's supposed to... what else, take charge of 
your whole life with its organisational ability 
and multiple functions. It's not a personal digi- 
tal assistant, but a ‘mobile manager. And let's 
hope everyone can figure out the big difference. 

The difference, when you get down to it, 
is the addition of a hard drive. The 'huge 4 GB 
hard drive’, as PalmOne calls it (I presume there 
are small 4 GB Hitachi hard drives too), first 
ofall means that you have about as much space 
as the iPod Mini for music. You can use 3.85 GB 
for songs or anything else, since Palm isn't posi- 
tioning this gadget nor optimising it as a music 
player. That's photos, videos, movies, data files 
and documents. USB 2.0 connectivity is one 
of the ways in which you can move files to and 
from a PC. There's nothing else particularly 
iPod-like about it. And a good thing too. You 
can't sync your music automatically, for exam- 
ple. There aren't even headphones included, 
for that matter. 

Whether that 4 GB is enough for you or not, 
its enough for the LifeDrive to become a whole 
new category of handhelds; and it's certainly an 
upper for PalmOne. PDAs, of course, have been 
busylosing out to cellphones and other gadgets 
that have put more rudimentary organiser 
functions but combine them with the killer app 
of phone calls and messaging; a combination 
not easy to beat. 

How you react to the LifeDrive depends on 
whether you're a PDA user to begin with. All the 
Palm addicts I know are curious and eager to 
check it out first hand. If you're not, you'll prob- 
ably find yourself looking for the phone that 
isn't there. What is there, however, is a full com- 
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plement of organiser and PDA functions. In 
fact, they say you could consider it as a small 
laptop. You can work on Word, Excel, Power- 
Point, etc., view PDFs, manage files smoothly, 
get your email, browse the Web — specially via 
Wi-Fi 802.11b if you're in a hot spot — and 
there's Bluetooth to connect to other devices or 
even an SD card to move files around, espe- 
cially photos or videos. 

The LifeDrive looks very good — it's sleek, 
metallic and hi-tech. It's thicker than the other 
Palm PDAs. At 4.8 by 2.9 by 0.7 inches, and 
weighing 6.8 ounces, it's thought to be emi- 
nently hold-able (though not so easily shirt- 
pocketable), with a nice five-way navigation 
dial. No one seems to be complaining about 
LifeDrive’s TFT screen which is over 2 by 3 
inches; its 320x480 pixels in display is good 
enough for pictures and videos, even movies. 
You can view portrait and landscape. It uses the 
same stylus as the Tungsten T3, and doesn't 
have a keyboard. (There are nice foldable key- 
board options for previous models and there 
may well be one for this too, in time.) 

The LifeDrive is powered by a 416 MHz Intel 
processor. It has 64 MB ofinternal memory and 
works on Palm OS Garnet. It doesn't have a cra- 
dle and its USB cable will not charge the hand- 
held from the PC; you have to attach the AC 
cord. It has a non-removable 1660 mAh rechar- 
geable lithium ion battery, which the device 
will soakright up as the user works on its music, 
video and organiser functions. There are re- 
ports that it lasts for three to four hours. There 
are also mixed messages on whether it works 
fast enough, especially when you multitask be- 
cause the hard drive has some work to do. 

If the LifeDrive has a bit of everything, what 
it has a lot of is software. Documents, mail, 
browsing, essential organiser functions and 
filemanagement are efficient as ever. The addi- 
tion of a good amount of storage for multime- 
dia functions and a brilliant screen to work with 
might just give the PDA sales a bit of a shot 
in the arm. LÀ 
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BROWSING 


Ramakrishna Reddy 
V-P Fractal Analytics 


CURRENTLY, I'm reading SELLING 
THEWHEEL by Jeff Cox & Howard 
Stevens. The book deals with the 
complex topic of defining the right 
selling strategy and sales person for a 
product, given its life cycle and cus- 
tomer sophistication. It's a must if 
you are hiring a sales person and 
wondering what personality type fits 
your business requirement or if you 
are a sales person wondering what 
type of sales job will put you on a fast 
track. Through the example of a 
wheel, the author conveys how 
strategies to sell the same have to dif- 
fer in different time periods. 

The other book I read recently is 
AMATHEMATICIAN READS THE 
NEWSPAPER by John Allen Paulos. 
He shows us how mathematics 
touches our daily lives and how a 
small dose of scepticism towards 
what's reported in newspapers can 
be healthy. Fi 


ALERT 

Chasing The Monk’s Shadow 
By Mishi Saran 

(Penguin Viking) 


More young indians to- 
day set out to fulfill 
their dreams — how- 
ever, bizarre these may 
be. Hong Kong-based 
Indian journalist Mishi 
Saran decided to re- 
trace the path of Chi- 
nese Monk Xuan Zang. The result 
is not only an engaging travelogue 
but also a gripping search for per- 
sonal identity. A fine debut. E 
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NAVEEN CHANDRA 





N the first scene of the movie Page 
3, an NRI businessman wants to 
throw a networking dinner to start 
his business in India. According to 
Fame & Fortune, that's the first 
law of building a reputation: Be 
Visible. And a good reputation is an ex- 
cellent calling card — it opens 
doors, attracts employ- 
ees, brings in customers 
and investors and com- 
mands respect. Compa- 
nies and their top execu- 
tives constantly perform 
in the media spotlight, 
making corporate repu- 
tations a major source of 
distinction today. 

It is an apt time for- 
this well-crafted book on 
reputation management. As 
Henry Ford said: "You can't build your 
reputation on what you are going to do." 
At the outset, authors Charles J.Fom- 
brun and Cees B.M.Van Riel make a 
sharp distinction between a brand and 
its reputation. A brand, they argue, is a 
set of associations that customers have 
with the company's products, while rep- 
utation is an assessment that multiple 


SELECTION 


Pungent truth 
about bull... 


HAT is bullshit? Dictionaries 
Wee it as: A. something 
worthless, deceptive, or insin- 


cere; B. foolish, deceitful, or boastful 
language; or C. loud talk on something 
one knows absolutely nothing about. 
What the dictionaries don't tell you is 
how pervasive it. And it is left to Harry 
G. Frankfurt, emeritus professor of 
philosophy at Princeton University, to 
clarify how much we all wallow in it. 
“One of the most salient features of 
our culture is that there is so much bull- 
shit. Everyone knows this. Each of us 
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Returns on 


stakeholders make about the com- 
panys ability to fulfil their expectations. 
A company can have strong product 

or corporate brands but can still have a 
weak reputation. For instance, in the US, 
Nike consistently rates poorly on reputa- 
tion surveys due to its production facili- 
tiesin countries using child labour, while 
Johnson & Johnson has products unfa- 
miliar to most but is 





FAME & 
FORTUNE 
How Successful 
Companies Build 
Reputations 


By Charles J Fombrun 
and Cees B. M. Van Riel 


Pearson Education 


Pages: 273; price: Rs 495 


held in high regard by 
its employees, customers and investors. 
Branding is, therefore, a subset of repu- 
tation management. In fact, closer 
home, one hears often of individuals us- 
ing the services of PR firms to handle 
their reputations, helping them eventu- 
ally to become brand icons. And the PR 
firms decide what parties one is seen at, 
which events one speaks at and what 


contributes his share. But we tend to 
take the situation for granted,” says the 
philosopher, who tries to explain why 
we have no theory on this insidious and 
destructive scourge. 

In 80 pungent pages marked by wry 
humour and sharp psychological in- 
sights, the don, who is regarded as one 
of the world’s influential moral philoso- 


ON BULLSHIT 


By Harry G. 
Frankfurt 


Princeton 
University Press 


Pages: 80; 
price: $9.95 











kind of organisations one works in. 

Reputational capital, which in- 
cludes brand equity and stakeholder 
relationships, also adds to the market 
value of any organisation. A study by the 
authors of Fortunes most admired 
company list proves that company size, 
advertising, media visibility, market 
value and operating performance are 
influential factors that are intertwin- 
ed. They conclude that a 10 per cent 
improvement in reputation is worth be- 
tween 1 per cent and 5 per cent of a 
company's market value. 

A series of environmental trends 
have made it crucial to build reputation 
as a competitiveness tool. Organisa- 
tions like Greenpeace nibble away at 
reputations by bringing environmental 
and social issues around companies to 
the fore. Add information overload and 
consumer confusion to this, and it 
makes a volatile mix. 

Even purchased advertising space 
has lost some of its historical effective- 
ness. Reputation building strategies 
rooted in public relations, event man- 
agement, sponsorships and corporate 
citizenship have grown in importance 
in the media mix for influencing con- 
sumer perceptions and cutting through 
the crowded marketplace. 


phers, constructs his hypothesis. 

Frankfurt's concern is about the 
practice of bullshit and the intention — 
not so much the impact. Bullshitting is 
all about trying to convey a certain im- 
pression about oneself without worrying 
about the veracity of it. In fact, claims of 
truth and falsity are irrelevant to the 
debate. So, although bullshit can take 
innocent forms, excessive indulgence in 
it can eventually undermine the practi- 
tioner's capacity to tell the truth in a 
way that lying does not. In sum, bullshit 
becomes the greater enemy of truth 
than lies are. 

He traces the spread of bullshit to 
the post-modern tendency to favour 
so-called sincerity over the objective 
truth. Thus, comes the the unsettling 
conclusion: Doesn't this make sincerity 
itself all bull? * 


reputa 
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ion building 


CHARLES J. FOMBRUN is pro- 
fessor emeritus of manage- 
ment at the Stern School of 
Business, New York University. 
He is also executive director of 
the Reputation Institute, which 
measures and values corporate 


health of these companies, 
one finds that the companies 
with stronger reputations 
have higher intangible wealth, 
asignificantly higher return on 
assets, lower debt-to-equity 


reputations 


CEES B.M. VAN RIEL, professor 
of corporate communications 
at the Rotterdam School of 
Management at Erasmus Uni- 
versity, is the author of several 
books on corporate identity. 
He is also managing director of 





ratios and higher five-year 
growth rates, in each case 
dominating lower-rated com- 
panies by a factor of nearly two 
to one. Fombrun and Van Riel 
also prove that the high-RQ 
portfolio outperforms the S&P 





Tools used by the authors to mea- 
sure reputation include 'ad-words 
analysis, in which they study the choice 
of words used in their press releases and 
customer communications — the same 
documents that analysts interpret to 
pick stocks. The authors argue that rep- 
utation affects the operating perfor- 
mance of the company and, therefore, 
its profitability, which influences per- 
ceptions and market capitalisation. 

Another study had people in 12 
world markets nominate the most visi- 
ble companies. They rated companies 
onascale of20 attributes and six dimen- 
sions, resulting in reputation quotient 


(RQ) scores. Comparing the financial | 


Left-handed 
victories 


OR years, sports writers 
Fe golf fans debated 

why the prodigiously tal- 
ented Phil Mickelson (ar- 
guably the best left-handed 
golfer the sport has seen) 
could never win a major. On 11 April 
2004, after playing 46 majors without 
victory, the 33-year-old American finally 
silenced his critics, winning the Masters 
in a dramatic fashion. 

How he did it is the subject of David 
Magee's ENDURANCE: Winning Life's 
Majors The Phil Mickelson Way (John 
Wiley & Sons). It traces the path of the 
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the Reputation Institute 











500 portfolio by a significant 
margin. Proof enough that 
fame and fortune are linked. 

How does one build reputation and 
monetise this? According to them, the 
five laws of reputation are Visibility, Dis- 
tinctiveness, Authenticity, Transpar- 
ency and Consistency. These laws have 
to be combined with another metric 
called the expressiveness quotient. To 
score on the latter, companies need to 
communicate constantly and credibly 
to build emotional appeal. 

Use these principles to enhance 
your own personal leadership as much 
for building corporate reputations. Ni 





Naveen Chandra is vice-president, 
Radio Mirchi 


gifted golfer who got his first 
club when he was just three 
months old, played on a full- 
length 18-hole course when 
he was barely three, scorch- 
ed the junior circuit, was im- 
mensely successful as a pro- 
fessional, and yet, didn’t win 
a single major — until 2004. 
This is a sort of biogra- 
phy-cum-lesson on positive 
living rolled into one. As a 


biography, it is over the top, painting 
Mickelson in saintly hues — a non-smok- 
ing, non-drinking, devoted to family, all- 


values-intact kind of guy. His only vice is 
gambling, for which he gets bad press. 


But the author treats this vice sympa- 


thetically. And though Mickelson’s is an 


inspiring story, the book is too full of 


clichés to touch a chord. 
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9 Dini OE 
Hope i in bad times? 


HE celebrations of the UPA government's 
first anniversary were on a low key. It is natu- 
ral that the opposition should have been un- 
complimentary; but even the government 
was rather subdued. Just in case anyone 
deed look cheerful, the government's Leftist supporters 
set everyone a good example of sullenness. 

Was all that gloom necessary? Government is a snail- 
like animal; everything it does takes time. Much that it 
does was begun ages ago by its adversarial predecessor, 
who takes credit for what goes right. What it has begun 
will take years to bear fruit. If it can begin at all, that is; for 
its Leftisit allies cavil at every step the government takes. 
They see capitalist plots behind every move, and schem- 
ing reactionaries behind every 
scheme. However well pre- 
pared the banquet, they know 
howto turn it sour. 

Anyway, the past year is 
past, and none of what hap- 
pened matters. What matters is Bun 
the remaining four years of the Em 
UPA government (assuming its | 
allies stay with it for that long). 
Itshould be asking itself what it 
can do during this time. In a 
sense, the answer is clear — it 
is even written on a millstone 
called the Common Minimum 
Programme (CMP). But that is 
part of the government's prob- 
lem. The CMP was drafted in 
two days by clever amanu- 
enses who knew their job was 
to paper over the rifts between the Left and the Right. It 
comprised the collective intentions of both sides. It was a 
Common Maximum Programme. Executability was not 
in its draftsmen's brief; their task was to design a flag for 
the motley armies to march under. 

Now that the armies have had a year's experience of 
marching out of step, it is time they got some drill. A 
model for it is the drill proposed by President Musharraf 
for progress in Kashmir: exclude what India will not ac- 
cept, then what Pakistan will not accept, and from the re- 
duced set, choose what the Kashmiris want. Similarly, ex- 
clude what the Congress and the Left cannot accept, and 
from what remains, choose what the people want. 

What is acceptable to both is schemes to help the poor. 
The employment guarantee scheme is one of them; but 
there are hundreds of others. After all, the Congress has 
been in the business of removing poverty for half a cen- 
tury; and the detritus of its efforts is strewn all over the 
Central and state budgets. 





A crisis would do wonders; it 
would awaken a spirit of 
brotherhood between the Left 
and the Pseudo-Left 
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The Congress and the Left can easily agree on more 
such schemes as well as on spending more on them. But 
before they do so, they should look back on the experi- 
ence of the Congress, the original scourge of poverty. De- 
spite its Herculean efforts to eradicate poverty, it lost elec- 
tions. Instead of getting renown as the friend ofthe poor, it 
came to be known as the mother of corruption. It was this 
kiss of death that wilted the Congress into just another mi- 
nority party. It lost the right to point a finger at Jaya and 
Lalu because Sukh Ram had blazed a path for them. 

The Left now bears the risk of being tarred with the 
same brush; but much before that happens, it may disso- 
ciate itself with any disrepute the Congress may attract. 
Fruits that are not shared make allies green with envy. 
This is not a remote risk; the 
parties constituting the UPA 
will have to face general elec- 
tions in four years, and a score 
of state elections before that. 
The effectiveness of redistribu- 
tion programmes is a very live 
issue which they can neglect 
only at their peril. 

There is an even worse pos- 
sibility — that their attention 
will be distracted from this core 
issue by less important but 
more pressing crises. One of 
them may be on the way. 

It is the worsening of the 
balance of payments. The 
booming economy is sucking 
in imports. As a result, the trade 
deficit in  April-December 
doubled from $14 billion in 2003 to $28 billion in 2004. 
Net invisible earnings increased too, but not nearly 
enough — from $19 billion to $21 billion. As a result, the 
current account swung from a surplus of $5 billion to a 
deficit of $7 billion. 

It was hardly worrying since capital inflows were a 
huge $21 billion. But commercial inflows are highly sensi- 
tive to the current account. It worsened by about $15 bil- 
lion in the financial year just past. Suppose it continues to 
worsen at the same rate. Its deficit will reach $25 billion by 
this financial year and $40 billion by the next. At some 
point, foreign investors will see red and run; and then, the 
massive reserves will melt quickly. That may be just about 
midway in the tenure of this government. 

At that point, the crisis will wake up the squabbling 
politicians and bring the Left and the Pseudo-Left to- 
gether. But it may be too late then. It would be better if the 
ruling coalition woke up now. It should burn the CMP 
and concentrate on delivering services to the poor. E 


ANTHONY LAWRENCE 
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The courage to start HCL back in 1976 by virtually inventing India’s IT and Technology industry. The courage to have 
two out of every five people dedicated to R&D, right from day one. The courage to develop India’s first totally indigenous 
micro-computer in 1978, at the same time as Apple and three years before IBM launched their first PC. Today, when 
everyone has been talking about being part of the billion dollar club, we hit the two billion dollar mark in December last 
year. This is not really surprising when you consider HCL's expertise: ranging from selling more PCs in India than any 
other brand, to running Northern Ireland’s largest BPO operation. Or from designing systems to land the world's most 
popular airline in the world's worst possible visibility, to managing the network for Asia's largest stock exchange. After all, 


in our business, leadership has always been as much about courage as technology. H CE PE A REESE. 
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| ACE. 


WWW. hd.in | © USS2 BILLION ENTERPRISE 25,000 PROFESSIONALS IN 15 COUNTRIES — 300 LOCATIONS IN INDIA 


All the SNR logos and case poda the property of respective companies and/or their subsidiaries. 
At- 


x * 








SyacMaster Tur 


SAMSUNG 






a \ 





T b 






^ 
B 


13 
M 


YOU'RE RIGHT. AND WRONG. 





AA 








The Samsung SyncMaster 730MP is a great PC monitor. It's an LCD TV. And an FM Radio. With a super slim design and 
detachable 3D Virtual Dolby speakers, this is one marvel of technology that is designed to inspire you all the way. 





5 | 
| n | 
| 2p MESES ANDA? | 
| d Supports various external devices: | High Quality Wall (B 
| Wiselink enables the transfer of multimedia content like pictures, music and video between memory DVD, VCR, Audio Players, Multimedia Speakers & | ar and iS 
| cards and the monitor without needing to be routed through a PC. | Camcorders as well as Computers | 3D Dolby Virtual Sound | Arm mountable E 


T PODES f m a DOSES Sere SSS Se an. XU = Em ae ———EE aan: 


Colours Available: Silver, Black EA E 
SAMSUNG HELPLINE : ; 
Moe #282 Range of TFT-LCD PC Monitors available from 38.1 cms (15") to 101.6 cms (40"). 


support.india@samsung.com For further details write to: sunil.mn@samsung.com or call 1600113444" 
*Toll free from MTNL / BSNL lines TFT- L C D M 0 N ITO R S 


NM =  — — < 


Q ; 
9 Businessworld 


Volume 25 Issue 3. 
For the week 7-13 June 2005 
Released on 6 June. 


Editor 
Tony Joseph 


Editorial Offices 

2nd Floor, Express Building, 

9-10, Bahadur Shah Zafar Marg, 
New Delhi 110 002 

Phone: 23702170-79; Fax: 23702062 


B-2/C-2, Paragon Condominium 
Association, P. Budhkar Marg 
(Opp. Century Mills), Worli, 
Mumbai 400 013 

Phone: 24962587-94; Fax: 24962596 


Advertisement/Circulation/ 
Subscription enquiries 

2nd Floor, Express Building, 

9-10, Bahadur Shah Zafar Marg, 
New Delhi 110 002 

Phone: 23702170-79; Fax: 23702061 


B-2/C-2, Paragon Condominium 
Association, P. Budhkar Marg 
(Opp. Century Mills), Worli, 
Mumbai 400 013 

Phone: 24962587-94; Fax: 24962597 


Head Office & Regd. Office 

ABP Pvt Limited 

6, Prafulla Sarkar Street, Kolkata 700 001 
Phone: 22378000, 22374880 


Regional Offices 
Chennai 


267 B Royapettah High Road 

Chennai 600 014 

Phone: 28131278, 28131279, 28131286 
Fax: 28131502 


Bangalore 

No.14, State Bank of India Road, 4th Floor 
Bangalore 560 001 

Phone: 25588127, 25588928; Fax: 25596294 


Hyderabad 
PTI Building, 3rd Floor 
A C Guards, Hyderabad 500 004 
Phone: 23317147; Fax: 23307454 

i e-mail 
businessworldsubscriptions?abpmail.com 
Businessworld does not accept 
responsibility for returning unsolicited 
manuscripts and photographs. All 
unsolicited material should be 
accompanied by self-addressed envelopes 
and sufficient postage. 


Published from Express Building, 3rd Floor, 
9-10, Bahadur Shah Zafar Marg, New Delhi- 
110002 and printed at Ananda Offset Pvt. 
Ltd. 211/207, Upen Banerjee Road, Calcutta- 
700060 by Shyamal Mukherjee for and on 
behalf of ABP Pvt. Ltd. 
Editor: Tony Joseph 

R.N.I.No. 39847/81 


Cities & Farms 


Your cover story on agri- 
culture didn't say anything 
about the land reforms that 
we badly need. There are 
farmers who have 1.5 acres 
of land spread out in 10 
different places. It is impos- 


sible for those people to invest in, or 


use, modern technology. 







State governments should come up with a one-time scheme, like a 
stamp duty waiver, so that these farmers can consolidate their land. 
Once they have all their land in one place, they can start using modern 
technologies like micro irrigation. This will increase farm productivity 
and income as well as conserve groundwater and save electricity. 


P. Balakrishnan, posted on BW website 





THE MIDDLE CANNOT HOLD 

The middlemen are a hindrance to the 
progress of India’s agriculture (‘Fixing 
the Mandi’, BW, 30 May). Because of 
them, farmers get impatient and 
angry over their small incomes, and 
their children move to the cities, 
increasing the burden on an already 
over loaded urban system. To save our 
metros and our economy, the mandi's 
reform is essential. 

Sanjay Sinha, posted on BW website 


3G NONSENSE 

I really doubt whether the Spectrum 
madness will end soon, given the 
penchant for both the parties 
involved to speak through the media 
(‘Fight For Frequencies, BW, 30 May). 
And why is there so much hoopla 
about 3G services? If the GSM 
operators introduce it in cities, handset 
and average talk time costs will likely 
increase for everyone, in the name of 


ight for- 
requencies 
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the 3G rollout costs. This would hurt 
the average consumer. 
Abhishek Puri, via email 


SHOW YOUR WORK 
It seems that Mr Chidambaram is ob- 
sessed with introducing new taxes irre- 
spective of whether these cause lots of 
damage or not. Last year, it was the edu- 
cation cess and securities transaction 
tax. Now, we have fringe benefit and 
cash withdrawal taxes. 

He has had his way, and we pay 
for his whims and fancies ‘to detect 
and unearth black money’. But, no 
tangible signs of any development 
have been seen. Please Mr Chidam- 
baram, let the results of our financial 
pain be visible. 
Ritesh B.K., via email 


BOEING’S DREAM 
Though there may be some sort of 
agreement at higher levels to 
compensate Boeing for losing 
out in the last Indian Airlines 
deal, I think Airbus’ claims are 
silly. Boeing simply has a 
better product. Airbus should 
do some soul searching, not 
screaming, after this year's 
big loss. 
Joy Biswas, via email 


Write in at 
editor@bworldmail.com 
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COVER STORY : Betting On Bangalore 


India's IT capitalis suffering from a crumbling infrastructure and rising costs. But that's the least of its ills. 
The city’s future is held hostage by the fractious coalition politics being played out in the state. 


Opportunity More high-end work is pouring in, but some low-end work is moving away. 


Threat Bangalore's competition is from nearly 50 cities around the world. 


Lipitor Largesse A Late Comeback 


Pfizer, the innovator of the $10-bil- HSBC plans to step up consumer finance in India, and even 
lion anti-cholestorol drug Lipitor is | enter insurance. But is the market too crowded already? 

on the verge of a settlement with 
Ranbaxy Labs. The Indian firmhad | 40 Budget Hotels 
challenged Pfizer's patent on the Big chains are entering the 


drug. The trial ended last December. | segment dominated so far by 
stand-alone players. Clearly, 








4 Ranbaxy MD Brian Tempest things are all set to change. 
Bharat Forge The company is lining up its fourth | Lemon Tree hotel: All that » | 
overseas acquisition. This time it's in Michigan, US. you need, minus the frills 
Homesourcing will Indian BPOs be hit by low- Rama Bijapurkar What should a company offer 
end voice work shifting to home-based people in the US? to maximise value to customers and minimise its own costs? 
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ss Dotcom Lesson 


$t 4 


Five years after the 
Internet bubble went 
bust in 2000, five 
entrepreneurs share 
with Businessworld 
the lessons they learnt 
and the ideas that 
emerged from the 
‘mad’ days of the dot- 
com euphoria. 
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Bangalore Blues 


BOUT a month and a half ago, during one of 
Businessworld' edit meetings, deputy editor 
D.N. Mukerjea threw this poser to the group: 
"Do you think the Bangalore story is over for 
good?" His query stemmed from his 
conversations with two senior IT executives during the 
previous week. Both men had told him that they wouldn't 
consider Bangalore as a centre when they were planning 
their new campuses even though they had big operations in 
the garden city. They had a litany of complaints about the 
city, he said. 


I must say that most of us didn't agree with Mukerjea's 
contention. Sure, we all knew the problems with Bangalore's 
infrastructure — the endless 
traffic jams, the rising real 
estate costs... . But despite all 
that, almost all of us agreed that 
Bangalore as an IT destination 
was streets ahead of pretenders 
like Pune, Hyderabad and 
Gurgaon. Bangalore had a 
better technology ecosystem 
than any of the others, and it 
had a huge head-start over 


Businessworld 1 





Bangalore story over seemed a 
bit of an over-reaction. 


Once he gets an idea in his head, however, Mukerjea cannot 
sit still until he has either proved it or disproved it to his own 
satisfaction. He promptly went off to Bangalore on a fact- 
finding mission. He pulled in senior editor P Hari, senior 
assistant editor M. Anand and assistant editor Shelley Singh 
to help him get to the truth. His findings? He was both right 
and wrong. Bangalore is over as a destination for several 
types of work already. It makes no sense, for example, to set 
up a new BPO operation in the city at all because of the cost 
factor. However, it is still favoured for high-end technology 
work. But if it doesn't take corrective action soon, it will lose 
even that advantage. 


Meanwhile, it is almost exactly five years since the great 
dotcom dream went bust. Assistant editor Radhika Dhawan 
caught up with five people who had experienced intimately 
both the boom and the bust — and got them to take a trip 
down memory lane. Read that story on page 58. 


PROSENJIT DATTA, EXECUTIVE EDITOR 
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ANBAXY Laboratories 
could be in for a windfall of 
$1.5 billion, according to 
market sources. That's the 
amount the $52.5-billion 


— Pfizer is reportedly offering Ranbaxy to 


settle the Lipitor (atorvastatin calcium) 
litigation out of court. 

Lipitor is a statin — a cholesterol 
busting drug — that brings Pfizer rev- 
enues of $11 billion a year. The patent 
for atorvastatin calcium (patent 883)— 
the molecule sold as Lipitor — was to 
expire in 2006. As is the case with most 
patents, Pfizer got a subsequent patent 
. (patent 995). The second patent and 
pedriatic patent on Lipitor would expire 
in June 2011. Ranbaxy had challenged 
Pfizer's patents and was the first to file 
under Para IV. If it wins, it gets six 


.. months marketing exclusivity. That 


means that for the first six months after 
the patent runs out Ranbaxy would be 
the only generic player. 

In September 2003, Ranbaxy filed a 
case in the US courts challenging the 
grant of the patent extension to Pfizer. It 
- contended that Pfizer had deliberately 
suppressed some crucial facts while ap- 
plying for extension. 

According to the papers submitted 
by Ranbaxy in the US court, Pfizer had 
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Sep 2003 


suppressed the fact that an earlier 
patent (080) existed on atorvastatin. 
That patent application had been filed 
by Bruce Roth as co-inventor of atorvas- 
tatin, and Warner Lambert, the com- 
pany Roth worked for then. Later, Pfizer 
bought over Warner Lambert, and Roth 
and Pfizer filed another application for a 
patent on Lipitor. 

According to the Ranbaxy submis- 
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sion, if the Warner Lambert-Bruce Roth 
patent application were to be consid- 
ered, the Lipitor patent would have 
ended earlier than 2006. By suppressing 
the fact, Pfizer was trying to extend its 
patent beyond a term allowed by the US 
patent laws. The hearings ended in De- 
cember 2004, and post-trial hearings 
ended last week. The ruling is expected 
by the end of November 2005. 











BHARAT FORGE 


Heading for the US heartland 


HARAT Forge (BFL) could well 

be on its way to making its 

fourth acquisition abroad. 
Sources in investment circles say that 
the Pune-based forging outfit is close 
to picking up Federal Forge Inc. (FFI), a 
US-based forging company. FFI, which 
is a supplier to several tier-I automobile 
companies in the US, including General 
Motors (GM), will give Bharat Forge a 
presence in the North American mar- 
ket. Like BFL's earlier acquisitions in 
Europe, FFI will bring in relationships, 
customers and new technology. 

For instance, the CDP acquisition 
gave BFL a wider market presence, 
larger product offering and deeper pen- 
etration into the passenger car market, 
while the recently concluded CDP AT 


deal marked its entry into aluminium 
auto components. Says an analyst: 
“BFL supplies chassis components 
(axles) to the US for commercial vehi- 
cles. It needs to have a strong pres- 
ence in the car business [in the US], 
which is the biggest car market,” 

In November 2004, FFI had filed for 
reorganisation under Chapter 11 of the 
US bankruptcy laws after GM had re- 
fused to accede to its request to revise 
prices to compensate for the rising 
steel prices. In December, Rochester- 
based Allegent Capital, a venture capi- 
tal (VC) firm, had evinced interest in ac- 
quiring the firm. (There are VCs who 
specialise in taking over firms in trou- 
ble, and then look for buyers to exit). 
It’s believed that BFL will acquire FFI 
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from Allegent Capital once the bank- 
ruptcy proceedings are complete. 

“We believe this acquisition is worth 
$20 million-25 million,” says an analyst 
with SBI Capital Markets. Generally, the 
valuation for such an acquisition is 
around twice the assets of the com- 
pany being acquired. It’s not yet official, 
but the deal has received the court ap- 
proval. The Kalyanis are negotiating 
with the unions who fear job losses. 

FFI has six press lines that produce 
an output of about 25,000 tonnes. This 


Bharat Forge 
chairman 
Baba Kalyani 





ASHISH SAHI 


HEMANT MISHRA 


Pfizer's need to keep Lipitor from go- 
ing off patent is fairly clear. Whenever a 
drug goes off patent, prices crash. Pfizer 
could ill afford to lose the Lipitor rev- 
enues as it does not have a replacement 
blockbuster drug that it could launch. 
The drugmaker is working on a next 
generation heart drug which combines 
Lipitor with another molecule, but that 
is still three or four years away. 

By settling with Ranbaxy out of 
court, Pfizer can ensure that it continues 
to sell Lipitor without any generic chal- 
lenge for another four years. For Ran- 
baxy, a settlement would be a bigger bo- 
nanza than anything it could hope for 
by marketing the atorvastatin generic. 
There are precedents — Pfizer had set- 
tled with Ivax on the neurontin mole- 
cule earlier this year. Pfizer could settle 
with Ranbaxy even after the trial is over, 
but either way it is open to a class action 
suit from consumers and an enquiry by 
Federal Trade Commission. But that 
would be a small price for protecting a 
blockbuster drug from competition. 

Ranbaxy has categorically denied 
settlement rumours, which have been 
fuelled by the increase in the promoters' 
holdings by 3 per cent in the last few 
months. di 

GINA S. KRISHNAN 








is similar to the CDP output for which 
BFL paid $28million-29 million. Ana- 
lysts feel BFL could renegotiate con- 
tracts with GM and Ford, who are in 
financial distress, by offering them 
better deals. While it will have to run 
the existing press lines, going for- 
ward it could harp on India's low-cost 
advantage to the car majors. 

This deal will enhance BFL’s mar- 
keting presence in the US and give it 
a foothold in the passenger and light 
truck forging market. The financial 
troubles of GM and Ford are hitting 
their ancillary suppliers. BFL has 
seized the opportunity and is be- 
lieved to have built a war chest of 
$440 million to make over a dozen 
acquisitions. The important thing 
then would be to leverage them to 
become the largest forging company 
with $1billion sales by 2008-09. BH 

RANJU SARKAR 


THE MURUGAPPA GROUP 
The family's new role 


HAT began as one of the 

boldest experiments in 

family-owned businesses is 
taking an interesting turn. Six years 
after relinquishing operational control 
of group companies, key family mem- 
bers of the Rs 6,250-crore Murugap- 
pa group are showing fresh interest in 
the group operations, albeit only in 
business development. 

In 1999, five family-members — 
M.V. Subbiah, M.A. Alagappan, A. Vel- 
layan, M.M. Murugappan and M.M. 
Venkatachalam — who were manag- 
ing most of the group companies as 
CEOS, resigned to make way for pro- 
fessionals to take charge. They with- 
drew into what was called the Muru- 
gappa Corporate Board (MCB) and 
assumed responsibilities for overall 
group functions like technology, hu- 
man resources and marketing. They 
were also expected to help the pro- 
fessional CEOs as mentors. External 
directors like Infosys co-founder 
N.S.Raghavan, and professor Marti 
Subhramanyam were brought in to 
ensure that the transition was 
smooth and also to substantially im- 
prove corporate governance. 

But this setup has changed grad- 
ually over the last few months. MCB 
vice-chairman Alagappan says: “Ear- 
lier (in 1999), we had decided that 
the family members would have func- 
tional and mentoring responsibilities 
only. But now we are concentrating 
quite a bit on business development 
also.” He adds: “The business envi- 
ronment itself has necessitated this 
change. Several business opportuni- 
ties are coming in and we (the family 
members) were needed to take in 
some of them.” 

Vellayan is reported to have 
played a key role in the recent acqui- 
sition of Godavari Fertilisers. Similarly, 
non-executive chairman of the MCB, 
PS. Pai, played a key role in hammer- 
ing out a deal for the sale of tubes in 
the US. “The time spent on business 
development has become far greater 
than the time spent on our functional 
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responsibilities," says Vellayan, direc- 
tor external relations, MCB. 

Alagappan hastens to add that 
the family will not get into the opera- 
tional responsibilities of the CEOs. 
"The business is still managed by the 
professionals. We have only been 
helping in the business development 
part of it. The CEOs continue to oper- 
ate the business and they are ulti- 
mately responsible for the profits." 

It is pertinent to note that the de- 
linking of ownership and manage- 
ment has worked extremely well both 





R.A, CHANDROO 


from the performance and corporate 
governance standpoints. In the last 
two years, the group PBT has grown 
at an average of 49 per cent a year to 
Rs 550 crore. Similar growth is 
expected this year too. More impor- 
tantly, the stockmarket has noticed 
both the robust profit growth and 
higher corporate governance levels. 
The combined market cap of the 
eight listed group companies has 
risen by over 140 per cent to cross 
Rs 4,400 crore in the last year. fs 
M. ANAND 


HE Rs 450-crore Strides Arco- 
labs and the Rs 650-crore Ma- 
trix Laboratories are merging 
to form a Rs 1,100-crore com- 


: pany. The merging companies are two 
. of the fastest growing, mid-size phar- 


- ment would be worked out 


maceutical companies in India. The 
new company will be called 
Matrix Strides. The intention 
of interest (for a merger) 
would be followed by due 
diligence and terms of agree- 


subsequently. 

In an other development, 
Rajiv Malik, head of R&D at 
Sandoz, is expected to join 
Matrix Strides as R&D head. 

Matrix makes active phar- 
maceutical ingredients (APIs) 
while Strides is a formulations com- 
pany. Both have a strong presence in the 


B.K. RAMESH 


' regulated markets — Europe Latin 


America and the US. 


Both the companies are led by first 


. generation entrepreneurs: N. Prasad 


(L), chairman and CEO, Matrix Labs, 


- Arun Kumar (R), chairman and group 


CEO, Strides, and Ravi Shankar, execu- 


^ tive director, Strides. Both companies 








The quest 
for size 


have been driven by strong investment 
in R&D and proprietary intellectual 
property, which they would licence to 
companies. The two companies have 
strong programme pipelines of prod- 
ucts for tuberculosis and malaria, and 
anti-retrovirals. Both the companies 
have approved USFDA plants and long- 
term supply agreements. The pipeline 
for production till 2008 is full. 











MUTUAL FUNDS 


The SPIcE mystery 


RUDENTIAL ICICI SPICE, the only 

Sensex-based exchange traded 

fund (ETF) has seen its price rise 
248 per cent in May. 

The SPIcE NAV represents one- 
hundredth the value of the Sensex. If 
the Sensex is at 6700 points, the NAV 
would be around Rs 67. And the mar- 
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ket price is expected to be close to its 
NAV. So why did SPIcE prices spike? 
(See ‘Through The Roof’) 

The fund has a corpus of Rs 75 
lakh. Daily traded volumes rose from 
around 2,000 units a day to 50,000. 
Other ETFs like the Nifty BeES and UTI 
Sunder haven't seen such a huge di- 

_ vergence. So what drove 

| up SPICE price? Prudential 

|. ICICI AMC maintains that 

. investors could have con- 

- fused the SPICE units for a 
stock of a company with 

|. similar name. Now BSE 

- has changed the name to 

SPIcE-ETF to remove any 

confusion. 

Globally, in case of big 






traded price (market price 
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SOROS Mae 


BUSINESSWORLD 10 13 JUNE 2005 








Matrix and Strides have grown 
through acquisitions in India and, in the 
case of Strides, even in the US. 

The merger will see an integration of 
professionals where strength of one 
company in API and the other in formu- 
lation creates the good fit. 

There is also the man- 
agement’s belief in the IP 
value created. The rela- 
tionships are all those of a 
partnership rather then 
mere supplier or vendor. 
Both firms have created 
and licensed intellectual 
property while entering 
into agreements with in- 
ternational pharma com- 
panies. They have also in- 
vested in research in 
biologicals, besides chemistry services 
and new drug delivery research. 

The valuation, integration and the 
formation of the management commit- 
tee will be completed by the end of the 
year. Says Strides’ Kumar: “Scale and in- 
tegration in the pharma sector is in- 
evitable and consolidation is the only 
way to grow. There are no egos, just busi- 
ness logic to growth.” 





quotes at a premium to the NAV), big 
institutional brokers or authorised par- 
ticipants (AP) ask the fund houses to 
create fresh units in exchange of se- 
curities of the underlying index. They 
buy the units at NAV and sell them at 
a higher price in the market. This in- 
creases the supply of units and aligns 
market price to NAV. Also, investors 
who buy from APs, pay a fair price. 

But for SPICE, the fresh creation of 
units was suspended by the AMC on 
25 May. Chief investment officer 
Nilesh Shah argues that AMC didn't 
want to provide this market arbitrage 
possibility by issuing fresh units. "In- 
vestors who have bought at higher 
price would have suffered a loss." But 
notwithstanding the suspension, the 
market price has fallen from Rs 240 
to Rs 156 in just two days. So was it 
investor misconception or traders 
capitalising on the thin volumes in 
SPIcE to make a quick buck? w 
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WO-WHEELER manufacturer 
TVS Motor Company is under 
alot more pressure than what 
its 2004-05 results might sug- 
gest. Its net profit has declined by a mar- 


. ginal 1 percent to Rs 138.20 crore. But a 


closer look at the numbers reveals that 
TVS has suffered far greater damage. 
During the year, the company had 


. opted to prepay deferred sales tax liabil- 
. ity of Rs 69.18 crore at a discounted 


value. This resulted in a reduction in lia- 


' bility of Rs 36.94 crore. This was subse- 


quently added to other income and, 
therefore, has inflated profits to that ex- 


. tent. Without this, TVS Motor’s profits 


would have been Rs 99.67 crore, a 28 per 


~~» cent drop from the previous years net. 


TVS earned a profit per motorcycle 


\/ of Rs 1,170 last year (Rs 1,240 in 2003- 
_ 04), based on its fully declared profits. 


But if the sales tax related other income 


- were to be ignored, its profit per bike 


would have been only Rs 854. It is no 


TVS MOTOR COMPANY 


Under pressure 





surprise that the stock price on NSE has 
dropped from Rs 93 to Rs 70. 

Company officials attribute the drop 
in profits to two reasons. “A rise in the 
cost of several raw materials including 


SEBASTINE JOHN 


steel, plastics, aluminium and nickel 
pushed up costs by as much as 6 per 
cent," said Venu Srinivasan, chairman 
and managing director. Second, the 
launch of the company's entry-level 
four-stroke bike Star, was about a year 
too late. This affected TVS Motors sales 
in the crucial economy segment. 

But Srinivasan is optimistic about 
2006. He says: "This will be a year of 
growth. The way to improve profits is by 
growing market share. We will do that 
this year." But in the competitive two- 
wheeler segment, where new global en- 
trants including Suzuki (TVS' former 
collaborator) and Honda are trying to 
makeadent,thatwouldn'tbeeasy W 

M. ANAND 





OIL COMPANIES 


Hard times for refiners 


IL companies would like to 

forget the fiscal year 2005. 

The international crude prices 
rose by a marginal 1 per cent in FYO3 
and by 22 per cent in FYO4. However, 
in FYOS, the oil prices rose 63 per 
cent to $53 per barrel. Those hit the 
most are the oil refiners, whose prof- 


its have dipped despite decent 
IndianOil 
150,677.00 
138,591.50 
127,012.20 
Profits | 
5,906.00 
6,642.70 
mm 4,891.00 . 
Mar-03 Mar-04 Mar-05 
Bharat Petroleum 
Sales 
58,970.00 
53,884.80 
49,010.30 : 
1,174.10 
1,708.50 
m — 965.80 


Mar-03 Mar-04 Mar-05 


growth in sales. Their adverse results 
have shown in their performance at 
the bourses. Despite the markets 
gaining 16 per cent during the last 
fiscal, the stock prices of four major 
refiners — IndianOil, Hindustan Pe- 
troleum, Bharat Petroleum and IBP 
— fell by 10-40 per cent. R 
RACHNA MONGA 
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Figures (in Rs crore) for past year taken from CMIE Prowess, for FYO5 taken from published results 
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NEERAJ TIWARI 


POSCO 


Green signal? 


FINAL picture on Korean steel 
A company Posco's proposed $12 
billion investment in Orissa 
may emerge soon. After an almost con- 
clusive round of negotiations last week, 
the Orissa government and Posco are 
likely to meet again in the middle of the 
month to close the outstanding issue of 
how much high-alumina iron ore Posco 
can exchange for low-alumina ore. The 
Orissa government has said Posco can 
take out only 15 per cent of the allotted 
600 million tonne; Posco has asked for 
30 per cent.The state government has 
also asked for adequate paid-up capital. 
Once this issue is closed, the MoU could 
well be signed by the end of the month. 
While Posco's proposal for a 12-mil- 
lion tonne project in China seems to be 
moving ahead too, the fact remains that 
the company has submitted a project 
application form to Ipicol, Orissa’s in- 
dustry promotion arm. This is the first 
official document from them in India. It 
only has limited significance, but as a 
government official said: "The signal 
looks green, at least for now." n 
PALLAVI ROY 
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VER the last two years a new 
word has been added to the 
BPO lexicon — homesourc- 
ing. In the US, homesourc- 
ing is being touted as the best way to get 
the commercial spirit pumping through 
rural America. Middle American cities 
like Oklahoma City, Twin Falls and 
Jonesboro are fast developing into cen- 
tres for employees who work and han- 
dle calls from their homes. IDC esti- 
mates that there are over 100,000 home- 
. based representatives in the US today, 
answering queries and making calls to 
. customers within the US, thus turning 
the concept of offshoring on its head. 
The idea is to ensure lower costs, 
plug the language gap that can some- 
times seep into offshore call cen- 
tres catering to US cus- 
tomers, and counter 
the high attrition 





rates in popular BPO centres 
like India. But this is one off- 
shoring 'issue' many Indian 
companies are not getting 
worried about as they have 
been trying to reduce call centre work as 
a proportion oftheir overall business. As 
Roopen Roy, managing director, Price- 
waterhouseCoopers says: "In plain 
vanilla call-based operations, countries 
like Bangladesh and the Philippines 
would do just as well. Indias competi- 
tive advantage can only lie in value- 
added services where there is a knowl- 
edge or skill component. So, ultimately, 
call centres without differentiation 
might be the affected ones." 
Companies like WNS Global Ser- 
vices and ICICI OneSource in Mumbai 
are among those trying to get 60-70 per 
cent of their overall revenues from non- 
voice, transaction processing work and 
reduce the dependence on call centre 
work. Currently the voice to non-voice 
ratio is 60:40. "Call centre work is purely 
volumes driven that puts pressure on 
margins," says a senior official at WNS. 





ACK of trained manpower is one 

L of the biggest challenges faced by 

| Indian BPOs. Gecis, GE's erstwhile 
business processes servicing organisa- 
tion, which has just announced the set- 
. tingup ofa new centre in Kolkata, may 
have a solution to that. Gecis plans to tie 
' up with the West Bengal IT ministry and 
. local universities to provide courses rele- 
vant to IT/ITES/BPO sectors, like US 

. GAAP accounting standards, risk man- 
agement, corporate governance issues, 
etc. “Plans are at a seminal stage. But the 
idea could be to set up labs or separate 
departments at colleges where we can 
provide students with exposure to rele- 
vant subjects," says Gecis president and 


8U22 Academic tie-ups 


GECIS 


CEO Pramod Bhasin. By tying 
up with academic institutes 
where students can be trained 
before they graduate, Gecis 
could be assured of a steady 
talent pool meeting its needs. 
The Kolkata centre is 
Gecis' first expansion after GE 
diluted its stake. The com- 
pany has received a letter of allotment 
for land at Kolkata's Saltlec electronic 
complex, where the centre, its fifth in In- 
dia, will come up. The centre will em- 
ploy 1,500 people over the next two 
years and given Kolkata's size, could 
even be scaled up to 5,000, says Bhasin. 
A buy-in by General Atlantic Part- 
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HOMESOURCING 


Homeshores 
versus offshores 


Billing rates on inbound calls can be as 
low as $10-12 per hour and $4-6 per 
hour on outbound calls. 

Sunil Mehta, vice-president, Nass- 
com, endorses this view. “The call cen- 
tre part of the business currently ac- 
counts for 35-40 per cent of overall BPO 
revenues. Of this, outbound calls would 
comprise of 20-25 per cent. That's the 
part ofthe business that Indian compa- 
nies are trying to reduce," he says. 

While the proportion of outbound 
calls from India could reduce because 
of ‘homesourcing’ in the US, it is not 
likely to impact incoming calls. That's 
because incoming calls need invest- 
ments in critical infrastructure like 
databases and security. “If you look at 
outbound calls as a proportion of the 
overall business, we're talking about 8- 
10 per cent being hit in terms of rev- 
enues, if at all," says Mehta. 

Of course, Indian call centre workers 
could face some job losses, but they 
may no longer have to angst over having 
to listen to abusive US customers. W 

PALLAVI ROY & SNIGDHA SENGUPTA 


ners and Oak Hill 
Capital has clearly 
not dam-pened 
Gecis expansion 
plans. It is eyeing 
cities like Goa, 
Bhubaneshwar, 
Nagpur and Kochi. It 
also plans to scale up 
its Jaipur operations 
from 800 employees 
to 1,600. 

The Kolkata cen- 
tre will be used for 
higher-end services like project man- 
agement and analytics, especially risk 
management and risk models, apart 
from the usual voice and transaction- 
based processes. In fact, Gecis has al- 
ready opened a storefront in the city for 
recruitments. s 
PALLAVI ROY 
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Bofors blanks 


T Delhi High Court has exoner- 
ated the three Hinduja brothers 
and the Swedish arms maker AB Bo- 
fors in the Bofors pay-off scandal. The 
court also rebuked the investigators 
for ^wasting Rs 250 crore of public 
money” to investigate a Rs 60-crore 
pay-off case. Gopichand, Prakash and 
Srichand, the three Hinduja brothers, 
termed the verdict as an end to "a 
long period of harassment". 

The Hinduja brothers were 
charged with accepting commission 
from AB Bofors for the Bofors-India 
Howitzer contract to sell Bofors guns 
to India in 1986. The trail of charges 
led to the then prime minister Rajiv 
Gandhi, whom the same court freed 
of all charges in 2004, nearly 13 
years after his death. 


Ranbaxy's AIDS drug 


NDIAN drug major Ranbaxy Labora- 

tories' generic AIDS drug has re- 
ceived a tentative approval from US 
Food and Drug Administration. The 
drug would be used for the $15-billion 
US President's Emergency Plan for 
AIDS Relief programme, according to 
agency reports. However, the drug, 
given its low prices, is unlikely to im- 
pact the company's bottomline. Ran- 
baxy is the first Indian drugmaker to 
get the regulatory approval for a 
generic AIDS drug. 


REL's Orissa plant 


ELIANCE Energy (REL) has re- 

vived its plan for a thermal power 
plant at Hirma in Orissa. The pro- 
posed 12,000-MW unit would be set 
up at a cost of Rs 48,000 crore. The 
company plans to set up the plant in 
phases. The earlier proposal for 
4,000 MW, made in the mid-1990s, 
could not move forward due to delays 
in power purchase agreements with 
different states. But now, under the 
New Electricity Policy, REL hopes it 
would be much easier to sell power 
generated at the plant. 
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Siemens' India plant 


ERMAN firm Siemens has said it 

will set up a Rs 150-crore power 
transformer-manufacturing unit at 
Kalwa in Thane district of Maharash- 
tra. The factory, with an installed ca- 
pacity of 15,000 MVA, is expected to 
start rolling out products by the end of 
2006. Announcing this, the com- 
pany's managing director 

said the power transformer 

industry in India, with a capacity of 
about 40,000 MVA per annum 
presently, is set to grow "on account 
of the expected capacity additions in 
the country's power sector". | 


GACL in insurance 


UJARAT Ambuja Cements (GACL) 

has decided to acquire ING Vysya 
Bank's entire 14.87 per cent stake in 
ING Vysya Life Insurance for Rs 60.9 
crore. “We wanted to be a part of ING 
Vysya Life at a time when the insur- 
ance sector in India is growing rapidly. 
The industry's premium income grew 
by 129 per cent in 2004-05," said 
Anil Singhvi, whole-time director of 
GACL. Singhvi is impressed with the 
growth of ING Vysya Life and hopes 
it ^will continue to build upon the 
ING group's global expertise in insu- 
rance business". | 


TataChem outbid 


ATA Chemicals, which had offered 

to buy out Egyptian Fertilizers 
Company for $450 million, has been 
outbid by another company, Egypt 
Kuwait Holding, which has offered 
$510 million for the deal. TataChem 
may now go for a fresh bid, top com- 
pany officials said. C 
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you get the chance to be one of the three lucky couples to win an all-expenses paid vacation to Switzerland.* You can 
even win exciting prizes like Canon Photo Printers, Memory Cards, MP3 Players, Microwaves & lots more. So walk in and 
walk out with the best camera and the best vacation you'll ever have. 
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ELECTROLUX 


The return of 
Kelvinator 


OOKS like the coolest one may 

soon be back in the Indian 

market. Indications are that the 

Kelvinator brand, which had 
been discontinued by Electrolux, might 
be revived. Sources say Harish Kumar, 
one of the key Indian promoters of Elec- 
trolux Kelvinator (EKL), is behind the 
move. While Kumar declined to com- 
ment, sources reveal that he isin the final 
stages of discussion with EKLs Swedish 
& South East-Asia headquarters. 

There is also talk that Kumar is inter- 
ested in buying the company’s plant in 
Shahjahanpur, Rajasthan, and will be 
discussing this with AB Electrolux repre- 
sentatives some time next week. 

Electrolux had dropped the brand as 


| 
| 
| 





| tor’s fuddy-duddy' 





it believed Kelvina- 


image was clashing 
with its ‘innovator’ 
positioning. But 
trade pundits had 
their reservations 
as Kelvinator had a 
strong brand pull. 
Now, with Elec- 
trolux’s market 
share languishing, the company has de- 
cided to bring the brand back discreetly. 
Last year, EKL was reportedly talking 
to former Kelvinator hand R.K. Caprihan 
to manage the brand in select locations, 
but those talks fizzled out. B 
NANDINI VAISH 
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LOSE THE WIRES. 
AND, WHILE YOU'RE AT IT, 
LOSE THE HACKERS. 
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trong security as a standard feature 
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itel® Centrino™ Mobile Technology 
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Intel® PRO/Wireless Network Connection 
802.11b/g 


ThinkPad T43 (Part No. 2668NQ1) 
DISTINCTIVE INNOVATIONS 
Embedded Security Subsystem 
Strong security as a standard feature 
Integrated Fingerprint Reader — 
Convenient security at your fingertip 


SYSTEM FEATURES 

Intel® Centrino™ Mobile Technology 
Intel® Pentium® M Processor 760 
(2.0 GHz, 533 MHz FSB) 
Intel? PRO/Wireless Network Connection 
802.11b/g 





BEST WIRELESS DATA PROTECTION. ONLY ON A THINKPAD. 


Hackers, beware. ThinkPad? notebooks with Intel? 
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with greater freedom. And their work will be protected 






because select ThinkPad notebooks offer an extra layer of 







data protection — a vault-like combination of a built-in 
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Fingerprint Reader. And we're the only ones to offer wireless 












PCs with this level of security as a standard feature. So, 











users can be wireless. Without having to be defenseless. 
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EMPLOYEES' PROVIDENT FUND 


Pull your money out 


The government's decision to pay 9.5 per cent on your 
provident fund may seem like good news, but it's not 





DILEEP PRAKASH 


| i (LR) Manmohan Singh, P. Chidambaram & K. Chandrashekhar Rao: The three wise men? 


YPOTHETICALLY, what 
would you expect if you 
put the cleanest man in 
Indian politics, one of 
the smartest lawyers in 


J _ the country and a person who is closely 


/ involved with a peoples’ movement, to- 
— gether in a room? A pleasant, maybe 
V  evenagood outcome. Reality, as usual, 


is different. 


Last week's decision by the Employ- 


./ ees’ Provident Fund Organisation's 
— board to pay out9.5 per cent to its mem- 


bers for 2004-05 by dipping into a little 


' known account should be taken as a re- 


x ; . ality check on the UPA government. By 
\/ declaring a rate higher than EPFO’s 


, earnings, the three men in our hypo- 


thetical situation — Prime Minister 
"^ Manmohan Singh, finance minister 


y . P. Chidambaram and labour minister 


K. Chandrashekhar Rao, respectively — 
. have shown that they are willing to act 
unethically, illegally and against peo- 
 ple's interests. Before we prove that the 
9.5 per cent rate on EPF warrants this 
conclusion to our experiment, look at 


——, the bare facts. 


V The EPFO’s income for 2004-05 is 
~7 Rs 6,168.98 crore, enough for it to pay 
^ 8.5percent. The gap between EPFO's 
./ earnings and the amount required to 
s pay 9.5 per cent in monetary terms, is 
"^ Rs 716crore (revised from Rs 927 crore). 






DILEEP PRAKASH 


After a ping-pong game on funding this 
gap, it has been decided that EPFO'S 
Special Reserve Fund (SRF) will be 
tapped. First, it's illegal, by its own rules, 
for the EPFO to pay its members more 
than it earns. Second, subsidising a po- 
litical move is not the 'special' purpose 
for which the SRF exists. 

The cash in the SRF was collected by 
the EPFO on account of forfeitures long 
ago — people who were out of jobs be- 
fore completing 10 years of member- 
ship and needed the PF money to sus- 
tain themselves, were penalised. Their 
employers' contributions were with- 
held and pension contributions dis- 
counted to current values. 

To be fair, the money thus collected 
was used to pay off retiring employees 
whose employers had defaulted on PF 
contributions. So the money was col- 
lected from poor workers and is meant 
for workers left poor by their 
employers. Robin Hood 
would be turning in his 
grave now with this money 
beingused to enrich the rich 
further — a mere 3.6 per 
cent of EPF members have 
balances of over Rs 1 
lakh. Of the mem- 
bers, 85 per cent retire 
with only (an average) 
Rs 3,133 against their name. 
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Any higher rate will benefit 
those with higher balances — 
aone per cent higher earning 
on Rs 3,133 is just Rs 31.33! 

Intriguingly, EPFO mem- 
bers formless than 10 per cent 
of the 400-million-strong In- 
dian workforce. And by defini- 
tion of formal employment, 
EPF members are in the top 
half of income groups. How- 
ever, taxes are paid by all 
workers. For a government 
that claims to be pro poor, the 
EPF rate alone is a strange tool 
to employ to showits concern. 

There are other important 
questions that this raises. 
Does the EPF Act recognise 
the SRF? Has the permission 
of the Comptroller and Audi- 
tor General of India (CAG) 
been taken before doing this 
accounting jugglery? How will 
the government pay the gen- 
uinely affected workers who need the 
SRF as it now stands at a mere Rs 144 
crore? Besides, if this is what the PM, FM 
and labour minister have done, what 
would stop them from doing it again? 
This year, the 9.5 per cent rate was a 
tradeoff with the Left for FDI in telecom; 
next year, it could be for FDI in banking. 

The EPFO’s earnings in 2005-06 will 
not be able to support even an 8.5 per 
cent rate. But given its current disposi- 
tion, the UPA will continue to pay a 
higher rate. 

The next targets for fuelling this hal- 
lucinogenic exuberance could be other 
little-known EPF accounts like ‘un- 
claimed deposits’ and the ‘interest rate 
suspense account’ Both have workers’ 
money that never reached them. 

Take our word. Whether you've left 
the EPF net and not withdrawn your 
money, or you are putting in higher con- 
tributions on a voluntary 
basis to enjoy the tax bene- 


Businesswor [t| fits, it's time to pull your 


money out of the ac- 
counting black hole 
that is the EPFO. 
(See 'Emloyees' Provi- 
dent Fund DisOrganisation, 
BW, 25 April 2005, and 'Is 


There A Shortfall?, BW, 
6 June 2005). w 
VIKAS DHOOT 
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THE DAY YOU CAN DIAL A SHOWER IS 
THE DAY WE'LL MAKE ONE KIND OF SOLUTION. 


Your business is unique. Your goals are defined. But the issues vou deal with everv dav are complex. Which is why 
SAP makes modular software solutions for the business you're in. Whether vou're a large company or a not-so large 
company. Whether you're into telecommunications or consumer products. We have an SAP solution for vou - and 
it's grounded in our years of working with the best-run businesses in vour industry. Because we know business 


fundamentals. And we know what makes your business fundamentalh different. And so does our software. 


Tell us which industry you work in and get a free industry specific SAP CD, where you'll find all the 


answers to your questions and valuable insights from SAP. Send in your details to info.india 9 sap.com. 





For more details log on to sap.com or call toll-free on 1600 44 5959, 


THE BEST-RUN BUSINESSES RUN SAP 


LUFTHANSA 
Strategic 
market India 


'|TH traffic between India 
and Germany growing at 
19 per cent a year, Ger- 
man airline Lufthansa has declared 
India as one of its "strategic mar- 
kets in Asia". The other two such 
countries in Asia are China and 
Japan. "Lufthansa's focus will be 
equally on India as on China or 
Japan," says Werner Heesen, direc- 
tor, South Asia. 

What is interesting is the share 
of business class traffic from Mum- 
bai and Delhi is growing fast and air- 
line officials say it is may not be im- 
possible to fly a full business class 
aircraft out of these cities in future. 

Other than introducing Flynet 
(Internet on the aircraft), increasing 
the frequency (from three days a 
week to five), and giving fully-reclin- 
ing business class seats on the 
Delhi-Munich sector, Lufthansa is 
offering top customers various facil- 
ities like booking an executive jet at 
Munich that can take them to any 
part of the world. Limousine trans- 
fers for businessmen can be 
arranged for this. At Munich and 
Frankfurt, a direct shuttle to the air- 
craft can be arranged, minimising 
the need to interact at the airport. 

The airline is looking at operat- 
ing flights out of more Indian desti- 
nations. Under consideration are 
Pune, Ahmedabad and Kolkata. De- 
claring India a strategic market also 
means that the other group compa- 
nies are looking at increasing in- 
vestments in India. The cargo oper- 
ations are being expanded and 
Lufthansa Skychefs is opening a 
new facility in Hyderabad in the next 
six months (it has one operating in 
Bangalore). Lufthansa Technique, 
which, last year, got a $6-million 
contract from Jet Airways for engi- 
neering and maintenance, is also 
looking at offering its services to 
other start-up carriers in India. 
ANJULI BHARGAVA 






AIRPORT INFRASTRUCTURE 


The Munich demo. 


Myr! Hv te EAE SRM IRE RE II, 
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F you are flying Lufthansa to Eu- 
rope, fly through Munich instead of 
the usual Frankfurt. The newly 
built 1.5-billion-euro 

makes Frankfurt airport look 
like a poor country cousin. 

Wow factor apart, there is a good rea- 
son to touch Munich. Flughafen Mun- 
chen GmbH (FMG) is a state-owned 
company, which, along with Lufthansa, 
has built Terminal 2. It could be partici- 
pating in the modernisation of the air- 
ports at Delhi and Mumbai. FMG offi- 
cials say it will offer consultancy and 
expertise in building and operating In- 
dia’s airports through a consortium, but 
will not make any financial investment. 
FMG has also been involved in building 
the new airports at Kuala Lumpur and 
Athens. The Munich terminal was built 
as a 60:40 venture between FMG and 
Lufthansa and is expected to be the al- 
ternative hub to Frankfurt. In a way, Mu- 
nich demonstrates what it is possible in 
a state-of-the-art airport. 

In Munich, itis possible to have con- 
necting times of 30 minutes. It is equip- 
ped with quick check-in counters and 
kerbside check-in for first and business 
class fliers. The airport handled 16.4 
million passengers in its first year and 
can handle up to 25 million. There are 
140 regular check-in counters, of which 
69 are check-in machines that can be 
operated by passengers themselves if 
they have only cabin baggage. Such pas- 
sengers with a ticket that has a magnetic 
strip or Etix can check in through one of 
these machines. 
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The kerbside check-in allows pas- 
sengers to drive in, collect their board- 
ing card and leave their baggage. With 
prior booking, one can even get a valet 
parking service. Access to the Internet 
through hotspots is available in the en- 
tire terminal. Even without a laptop, 
there is a Sony Vaio airport lounge 
where notebooks are available. 

One of the biggest banes of flying 
through busy airports is the risk of los- 
ing luggage. In Munich, that or getting 
unwanted items past the checks is a 
challenge, what with the heavy-duty 
baggage system that has been installed 
there. The "industrial scale" system can 
move approximately 15,000 baggage 
items per hour at a speed of up to seven 
metres a second. The conveyor system 
totals, believe it or not, 40 km. It has 
27,424 photo sensors, 389 container 
scanners, 13 baggage ID scanners (360 
degree scanners for transfer luggage) 
and 60 X-ray machines. Two central 
computers control and monitor the sys- 
tem and calculate the fastest route for 
every single baggage item. Tags on each 
item allow them to be located exactly 
anywhere within the terminal. 

As for environmental friendliness, 
Terminal 2 has the world's largest pho- 
tovoltaic system at any passenger air- 
port installed on its roof. It generates ap- 
proximately 500,000 kWh of power 
every year, enough for 200 households. 

And to think that in a year or two, 
with a bit of luck, India could have two 
such airports! a 

ANJULI BHARGAVA 
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Fight Over U.S. Intelligence ~ Fa 

It was one of the greatest public blunders in fhe history | 
of U.S. intelligence-gathering. A presiderit builds a case 
for pre-emptive war based primarily on evidence that M 
Saddam Hussein had weapons'óf mass destruction. But © 
the "evidence" turned out to be false. The WMD did not | 
exist. st i 
How could the. White House and the intelligence 
community-.get it so wrong? Who should be held 
accountgblé? And will the rest of the world believe U.S. 
ntelligence claims in the future? CNN National Security 
Correspondent David Ensor investigates what went 
wrong and how U.S. intelligence might be fixed. 
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DYEING IN BLACK & WHITE IN 1959, Alfred Hitchcock had 
the option of filming Psycho in colour, but chose to make itin 
black & white (B&W). It would make the film less gory and 
more real for viewers used to seeing news in B&W, he felt. 

The latest Bombay Dyeing campaign, created by the Indian 
arm of London-based advertising agency St. Luke’s, isn’t Hitch- 
cockian in any way. But it is indeed a conscious abandonment 
of colour to showcase Ebony & Ivory, a collection of black & 
white bedsheet designs that will be unveiled on 14 June. Both 
the print and TV commercials, created by filmmaker Zakir 
Chinde with inputs from Maureen Wadia of the Rs 1,003-crore 
Bombay Dyeing, have been filmed entirely in B&W. Though the 
company refused to comment on the budget of the ad cam- 
paign, reliable sources put it at Rs 5 crore-7 crore. 

Globally, the B&W palette has been used to film Calvin 
Klein commercials, and is more common in music videos. In In- 
dia, Contract Advertising has used it for Shoppers' Stop cam- 
paigns. More recently, Grey India used it for an Aviva campaign. 

For St. Luke's, the choice of B&W for the latest campaign 
was logical, asserts Anil K. Nair, vice-president (strategic plan- 
ning), St. Luke's India. he explains: “For Calvin Klein and Shop- 
pers' Stop, black & white wasn't the lead message. Here, my 
product (the bed-sheets) is in black & white. And if the product 
itself is in B&W, | would follow that singularity of thought. We're 
pushing Ebony & Ivory into the realm of high fashion." 

It's a more stylised black & white than the classical B&W, 
says Chinde, who directed the film. “We played with light more 
than anything else, using gradients to deepen the look of the 
sky and make it look darker. Our effort was to make the film 
look stark," he says, noting that B&W can be more expensive to 
film than colour. It probably explains why almost all B&W com- 
mercials in India today are shot on colour film, taken into the 
digital format, before working on the monochrome. 

The Bombay Dyeing advertisement will feature five 
Gladrags supermodels, and will be on air from 14 June. St. 
Luke's is attempting a throwback to the ‘dream lover phase, 
says Nair, referring to the Bombay Dyeing commercials in the 
late 1980s featuring Lisa Ray and Karan Kapoor. St. Luke's 
clients in India include ITC and Go Airways. For more on the 
Ebony & Ivory ad, watch that TV space. 9 

KUNAL N. TALGERI 


ADVERTISING CODE 


Bump ahead 


T isasmall change inan existing law. Yet it has the poten- 
tial to make life difficult for advertisers. The government 
has decided to make the Advertising Standards Council 
of India (ASCI) code, which dictates acceptable and un- 
acceptable advertising, a part of the Cable Television Net- 
works Regulation Act (1995). 

What it means is that both the Ministry of Information 
and Broadcasting (MIB) and ASCI now have legal teeth to 
clamp down on what they deem as obscene or unsuitable. 
The first move has already come with the order asking smok- 
ingto be blurred out on television. Expect tobacco and liquor 
ads, surrogate and otherwise, to be monitored with more vim. 
"The main target is surrogate and obscene ads," says Bharat 
Kapadia, executive director, Divya Bhaskar and an ASCI 
board member. This change will not affect print and other 
media, which will continue to self-regulate based on the ASCI 
Code. (See asci.co.in) 

The MIB has for long been itching to regulate TV content 
and this is one more way to do it. Currently, ASCI's Consumer 
Complaint Council (CCC) decisions are voluntarily accepted 
by most members, with a compliance rate of 80 per cent. ASCI 
is a voluntary organisation of the advertising industry with 
advertisers, agencies and media-owners, among others as 
members. This move would mean that the code on which this 
self-regulation worked will now become law. And as law it is 
applicable to non members — small-time advertisers, local 
papers, cable TV channels — scores of which are not ASCI 
members. Tobacco, liquor and their surrogate brands are 
among some of the largest advertisers on TV. There are, how- 
ever, no firm estimates on their share of the Rs 11,000 odd- 
crore that the ad industry did in gross billings in 2004. 

What triggered the move is a VIP ad which shows a panty 
flying across the street to go hang itself next to a male under- 
wear. That, say sources, finally made the government rectify 













N acountry 
where private ra- 
dio has huge po- 
tential, FM opera- 
tors are still 
struggling. So, 
what are the 
chances fora 
satellite radio 
broadcast com- 
pany that charges Rs 1,200 a 
year for ad-free music? 
Plenty, says Deepak Varma, 
49, the new managing direc- 
tor of WorldSpace India. 
One ofthe big reasons 


WorldSpace has only 90,000 
subscribers after five years of 
launch is that it is not 
portable. Varma, formerly 
COO, BPL Mobile, knows 
how important that is. Over 
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Under fire: Commercials like these 
may come under the scanner 


an old mistake in the Cable Act. While 
stating the ad code to be followed, 
apparently by mistake, it put the Ad- 
vertising Agencies Association of In- 
dia’s name (AAAI doesn’t have a 
code). Both ASCI and AAAI have 
been requesting the MIB to re- 
place AAAI with ASCI in this rule, 
which it is now doing. 
This raises several fears. One, who will decide what 
is obscene or surrogate? The CCC and the MIB’s inter-minis- 
terial committee. Currently, 12 of the CCC’s 19 members 
come from civil society. This includes consumers, women 
and child activists, medical professionals and lawyers. The re- 
maining seven are from advertising and related professions. 
They may not be the problem, the MIB would. Two, will it be- 
come a blanket ban on valid brand extensions. “It doesn’t 
mean all such products’ advertising will be automatically 
considered surrogate. The criteria for deciding whether an ad 
is a surrogate for products and services that are banned are 
clear in the ASCI code,” says Bharat Patel, chairman Procter & 
Gamble and an ASCI board member. Wait then for Big 
Brother to censor our ads. 5 
VKK 
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AROUND i e UC S os 
thelast two years World- stores in 30 towns and is tar- 


Space Inc., the American geting 200,000 subscribers 
parent, has worked ontech- | byMarch 2006. ^Weare 
nology to make it mobile. ready to make the invest- 
Now you can listen to its 35 ments needed(to reach 


stations offering jazz, coun- 
try or Indian classical, 
among other genres, on the 
move. Add to it, former CEO 
K.R. Harish's efforts to bring 
down the cost of receivers 
from Rs 10,000 to Rs 2,800- 
Rs 5,000, and set up experi- 
ence stores, and the future 
looks good. WorldSpace is 
well on its way to having 


those numbers)” says 
Varma. For him, the parallels 
between mobile telephony 
and satellite radio are clear 
— acquire consumers, give 
them quality service and 
manage the churn. The big 
difference, he says, is that 
“music touches everybody’s 
heart and life". LI 
VKK 
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MEDIA ROOM 


UMBAI'S newspaper battle is finally taking its toll on 

publishers. Many are now complaining loudly about the 
‘unrealistic’ salaries on offer. Journalists, who are now getting 
2-3 times their current salaries, are thrilled. They were in de- 
mand, last, during the dotcom boom in 2000. When it went 
bust, many went back to old jobs and salary cuts. That time it 
was the Internet, now it is publishers flush with capital. Hin- 
dustan Times and Daily News and Analysis (DNA from Zee- 
Bhaskar) will be launching Mumbai editions in August. Dec- 
can Chronicle's just upped its Asian Age stake to 90 per cent 
to beef up its Mumbai presence. Indian Express picked up 
10 per cent stake in Mid-Day. Last week's launch of the 
Mumbai Mirror is market leader Bennett, Coleman's first 
salvo. The Rs-2 ‘compact’ is eerily similar to Mid-Day. | sus- 
pect the paper's team did not mean to mimic Mid-Day. It is 
just that Mid-Day, the only good 
and successful tabloid is the de 
facto benchmark for that format. 
In any case, Mumbai Mirror's 
purpose is to flank flagship The 
Times of India, create confu- 
sion, split circulation and read- 
ership when six brands fight in 
Mumbai. Eventually, not 
more than three will gener- 
ate the revenues to sustain 
those salaries and rising 
newsprint costs. That is 
when publishers will 
breathe easy. 












W HO is a journalist? According to the California First 
Amendment Coalition (CFAC) website (cfac.org), the 
California Highway Patrol will no longer issue press creden- 
tials to reporters. Ditto for several other local police arms. 
They argue that when all sorts of people are doing news blogs 
and websites, just like newspapers and TV stations, any defi- 
nition of journalist will be seen as unfairly exclusive by some, 
overly inclusive by others. CFAC is a non-profit body for pro- 
moting and defending the people's right to know. Two events 
make it a crucial debate. One, the US Congress is consider- 
ing a 'shield law' to protect traditional media and their web- 
sites (not blogs) so that they don't have to reveal their 
sources. Two, in December 2004, Apple Computer filed a suit 
against three websites that carried documents revealing de- 
tails of a product under development. It is seeking emails 
that will uncover the moles within Apple. Mainline newspa- 
pers are backing the websites' right to not reveal their 
sources. As the debate rages on, definitions of a journalist 
are emerging. In India, where several websites carry entire 
newspaper articles without permission and it is common for 
edit staff to report to business heads in many media compa- 
nies, a debate on ‘who is a journalist’ would be very timely. B 
VANITA KOHLI-KHANDEKAR 
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The author is consultant 
editor of The Telegraph. 


CIBIL is a 
cartel of 
creditors; 
giving it 
records of 
credit card 
holders will 
multiply 
credit card 
issuers 
atrocities 
manifold 








HAVE received a letter from my credit 
card issuer. It refers to a circular issued by 
the Reserve Bank of India ordering all 
cre-dit card issuers to give the Credit In- 
formation Bureau (India) Ltd (CIBIL) "or 
any other agency authorised by RBI or such 
other parties as the Bank shall deem fit" infor- 
mation about customers, the credit facilities 
they have availed of, the obligations they have 
assumed, or credit and obligations they will ac- 
cept in the future, and the defaults they have 
committed in discharge of those obligations. To 
its credit, the Reserve Bank has asked the card is- 
suers to get customers' permission. So, for the 
first time, the card issuer has given his address, 
and asked me to write to him if I have reserva- 
tions. And if Ido not write before 10 June, he will 
assume he has my consent. He dates his letter 
"April 2005" — no day. He sentit after the middle 
of May, and I am probably lucky; many other 
customers will receive their letters after 10 June. 

My card issuer also is my bank, with which I 
keep a decent balance. So I get good service. IfI 
have a problem I just go and have tea with Ka- 
maljeet Panag — I think she is called a Cus- 
tomer Service Manager — and leave the prob- 
lem for her to solve. 

But earlier, I was foolish enough to take two 
cards from Citibank. Both were cobranded; I 
took them for the benefits given by the cobran- 
ders — the airline gave free mileage, and the 
club asked me to use the card for charges in its 
bars, cafes and restaurants. 

Then one day I noticed a charge called late 
payment fees. I was intrigued, as I had sent off 
the cheque well in time. I protested, and the en- 
try was reversed. How nice of the bank to ac- 
knowledge its error so readily, I thought. But 
then, such late payment fees became frequent. 
To them were added unspecified service 
charges — no explanation about what service I 
was being charged for, and how it was being 
priced. I found that such charges, for which I 
gotnothing, comprised about a quarter of what 


- Citibank was getting from me, and many times 
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the annual fee it was charging me. It seemed to 
me to be a lucrative way of mulcting me. 

So when the year ended and I found an en- 
try for renewal fee on my bill, I wrote to Citi- 
bankaskingitto cancel my card. Instead of can- 
celling the card, it started sending me bigger 
and bigger bills inflated by late payment fees 
and service charges. I kept writing and telling it 
that I did not want its services, but to no avail. 
Then I started getting two or three calls a day 
from its operatives asking me to pay up. To each 
I explained that I had cancelled my card, and 
that I did not owe anything. But the calls went 
on as if my replies had never been received or 
heard. Finally I went to the CEO of the cobran- 
der, whom I happened to know. One phone call 
from him stopped Citibanks attentions. 

That taught me a lesson. On the second 
card, I carefully avoided any expenditure, so 
there was no bill to pay. When the year’s last bill 
came with the renewal fee, I wrote saying I had 
stopped using the card and did not want to re- 
new it. Soon the telephone calls started. This 
time, since there were no arrears, the operatives 
could not dun me. So they tried to persuade me 
to continue with the card. But I had learnt my 
lesson. I told them that I was an old man (how 
true), that I did not have much money to spend 
(sad but true) and that I could not keep track of 
bills (getting ever truer). For some months I 
continued to encounter deaf operatives; my 
message did not get through. Then a new card 
arrived; by this time I was alert enough not to 
accept it. Finally I met an angel operative who 
believed my story, and I got a final bill for 
Rs 2.43. I was more than glad to pay up. 

I may tell this story to my readers, but I 
would not tell it to CIBIL. For the Reserve Bank 
has set up CIBILasa cartel of creditors. If it goes 
ahead, thousands of innocent credit card hold- 
ers will be declared defaulters — whereas the 
card issuers will continue their unfair, strong- 
arm tactics. The Reserve Bank should desist 
from creating a database of defaulters until it 
curbs the malpractices of card issuers. E 
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HSBC is planning to step up its 
consumer finance business and 


enter insurance. Is it too late* 


NIRANJAN RAJADHYAKSHA 


HE 40th floor of the HSBC 

building in Hong Kong hosts 

an impressive private collec- 

tion of old oil paintings. One of 

these takes us back to the time 

when there was brisk trade be- 
tween India and China. The painting is 
titled ‘A Parsee Gentleman. It was once 
believed to be a portrait of Jamsetjee 
Jeejeeboy, one of the merchant princes 
of 19th century Bombay, who made his 
fortune trading cotton and opium in 
nearby Canton. Yet when the bank 
called in Martyn Gregory, a specialist in 
paintings and pictures of traders with 
China, he said he wasn't certain that the 
subject was Jamsetjee, as he was by no 
means the only Parsee merchant in Chi- 
nese trade at the time. 

Meanwhile, there is another sort of 
reconsideration going on at HSBC — 
but one that is contemporary and com- 
mercial. India is now just an outpost in 
HSBC's global empire, sprawled over 79 
countries. It accounts for a mere 1 per 
cent of the groups profits. The $800 mil- 
lion that HSBC has invested in India 
over the years is a drop in the global bal- 
ance sheet. China, in contrast, has pul- 
led in nearly $4 billion. And, as is well 
known, the bank has been caught in a 
regulatory tangle ever since it bought a 
14.9 per cent stake in UTI Bank in 2003. 
The Reserve Bank of India (RBI) says 
that a foreign bank cannot own more 
than 5 per cent in a domestic bank. 

Despite this, HSBC has identified In- 
dia as one of three emerging markets 
that will drive its global expansion in the 


coming years. The other two are Brazil 
and, of course, China. (North America is 
expected to be a major growth centre 
too.) ^I'm sure we'll bring more capital 
into India over the next few years," says 
HSBC group CEO Stephen Green, thou- 
gh he refuses to give an exact number. 

HSBC' next phase of growth in India 
is likely to come from consumer finance 
and insurance — a piece of a bigger jig- 
saw. “Globally, we are trying to shift the 
earnings mix away from corporate and 
commercial banking and towards per- 
sonal financial services," says Michael 
Smith, president and CEO of HSBC's 
Asian business. This is a key part of a 
new strategy cleared by the HSBC board 
about 18 months ago. 

Ironically, and with awful timing, 
HSBC had decided to reduce its focus 
on its Indian consumer finance busi- 
ness about five years ago. This was just 
when consumers acquired the debt 
wish, propelling growth in competitors 
like ICICI Bank. HSBC missed the explo- 
sive growth in mortgages, credit cards 
and consumer loans. Other banks piled 
in. The consumer finance business in 
India now looks crowded. Is it too late 
fora new entrant? 

Smith accepts the mistake. "We have 
missed an opportunity in India. We were 
slow to recognise the opportunity in 
consumer finance there," he says. Bank- 
ing analysts say that HSBC could find it 
tough to break into consumer finance 
so late. “The cream has already been ski- 
mmed off," says a rival banker, averring 
to the fact that the easier pickings in ur- 
ban and middle class India have already 
been taken by rival banks. How does 
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HSBC's India headquarters in Mumbai 


HSBC plan to address this problem? 
The probable answer lies in an ac- 
quisition HSBC made in 2002. That year, 
HSBC paid $14.2 billion to buy House- 
hold International, a consumer finance 
company in the US with 53 million cus- 
tomers. One in every three customers of 
Household is categorised as sub-prime 
(those at the lower end of the market). 
Servicing this group can be lucrative be- 
cause banks can charge higher interest 
rates. But the risk of default is higher. 
The trick, therefore, is to manage credit 
risks well. Household does this by what 
HSBC insiders claim is one of the best 
consumer analytics operations in the 
world. Each consumeris analysed down 
to the last detail, including his choice of 
colours. (A man buying a red car is as- 
sumed to be more flashy and daring !) 
In a presentation made to investors 
in September 2003, Household CEO 
Dave Schoenholz spoke of the need to 
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"export the Household model" globally. 
At the time, there were already early at- 
tempts to take the Household consu- 
mer finance model into Mexico, Brazil 
and Poland. Schoenholz also told the 
assembled investors that there were 
early-stage discussions about other 
countries as well. One ofthese countries 
must have undoubtedly been India. 

Household International has subse- 
quently been renamed HSBC Finance. 
It is likely that HSBC's new push into 
consumer finance in India will come 
from this finance subsidiary, rather than 
the main bank itself. CEO Green told In- 
dian journalists in Hong Kong that it will 
be setting up a non-bank financial com- 
pany (NBFC) in India soon. “We are do- 
ing our homework on the roadmap for 
the NBFC,” he said. Entry into the NBFC 
business could be through a new ven- 
ture or an acquisition. 

It is not clear what the exact struc- 
ture of this NBFC will be, but one can 
guess that it will be part of the global at- 
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Globally, the 
bank is trying to increase its rev- 
enues from consumer finance. 
HSBC Finance, a US-based 
subsidiary that has strengths in 
consumer analytics, will be used 
to spearhead its foray into 
consumer finance in India. 


THE PROBLEM: HSBC has been 
a late mover. The consumer 

finance market is well-serviced, 
and entering it will not be easy. 


INSURANCE 


Though insur- 
ance accounts for 10 per cent 
of global revenues, it is an 
insignificant business in India. 
HSBC is looking at both the life 
and non-life segments. It has 
already started testing the 
waters by selling insurance 
policies of other companies 
through its branches. 


THE PROBLEM: Once again, 
HSBC is a late mover. Also, it is 
still unclear whether FDI limits in 
insurance will be hiked soon. 


ACQUISITIONS 


HSBC's strategy 
for global acquisitions is a model 
for others to follow. It has taken 
minority stakes in three banks in 
China, where full buyouts are not 
allowed. In India, it tried to take 
a minority stake in UTI Bank but 
got caught in a contentious tan- 
gle with the regulators. 


THE PROBLEM: The RBI says it 
will allow foreign banks to take 
large stakes only in weak 
banks. But that is not what 
HSBC wants. 
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HSBC 


tempt to take Household’s consumer fi- 
nance business model into other gro- 
wth markets. It also fits in well with the 
local need of the day — finding a prof- 
itable way to break into sub-prime mar- 
kets in India. Insiders say that the bank 
has been quietly sending some local 
employees to the US to train with HSBC 
Finance. They will constitute the core 
team that will oversee the new NBFC. 

Meanwhile, the insurance sector 
beckons. Here too, HSBC can be ac- 
cused of moving slow, even though in- 
surance accounts for a full 10 per cent of 
the bank's global revenues. Green says 
that HSBC is currently looking at invest- 
ing in both the life and non-life seg- 
ments of India's fast-growing insurance 
market. The government is likely to in- 
crease the foreign investment limits in 
domestic insurance companies, thus 
attracting a second round of foreign 
money. HSBC wants to be part of this 
flow, though it is likely to go ahead even 
if the FDI cap is not immediately in- 
creased from 26 per cent to 49 per cent. 
(In China, for example, HSBC entered 
insurance by taking a modest 10 per 
cent stake in Ping An, the country's 
second largest insurer. This stake was 
recently increased to 19.9 per cent at a 
cost of $1 billion.) 

But even before there is more clarity 
on government policy, HSBC is likely to 
test the waters by distributing third- 
party insurance products more aggres- 
sively. “I think we will first distribute and 
then produce insurance products in In- 
dia," says Smith. He points to the suc- 
cesses the bank has had with bancas- 
surance in Hong Kong and Latin 
America. In India too, HSBC has a sub- 
sidiary called HSBC Insurance Services 
India that distributes the insurance 
products of companies like Tata AIG. 

Its now more than 150 years since 
the first Parsi traders set up shop in Hong 
Kong. A recent newsletter of the Royal 
Asiatic Society says: “In the first 25 years 
of Hong Kongs history, as many as a 
quarter of all foreign firms in Hong Kong 
belonged to Parsee Zoroastrians." These 
taipans bought the first banking and in- 
surance businesses to the city and were 
founding members of the Hong Kong & 
Shanghai Bank in 1865. A few even be- 
came directors of the bank. So, HSBC's 
new push in India isn't just about the 
future, but the past as well. = 
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Th A man demolishes 
e an old structure in 
Bangalore. The 


coalition city’s modern face 


is partly obscured 
by its crumbling 


partners eens 
running 
Karnataka 
are 
sparring. 
And 
Bangalore 
is caught in 
the middle. 
Will politics 
spoil the 
fate of 
Indias IT 
capital? 

By D. N. Mukerjea 
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YEAR back, questioning Bangalore’s future would 
have appeared absurd. The city is a mandatory 
stop for visiting heads of state. Its techies are feted 
and feared universally. It is home to storied infor- 
mation technology firms. Many of India's new- 
age business icons live and work in the city. In ef- 

n fect, India’s position as a superpower on the rise 
has much to do with Bangalore's emergence as a new technol- 
ogy capital, second only to Silicon Valley. Over the last decade, 
Bangalore's economic output grew at a brisk 11.7 per cent, 
much faster than the whole country's. 

None of this has really changed. Yet, there are many who 





have begun questioning Bangalore's future and its ability to re- | 
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main an attractive investment destination. This army of Scep- 


tics include some of the biggest investors in the city — people 
like Bob Hoekstra, CEO of Philips Software, and N.S. Ragha- 
van, former joint managing director of Infosys Technologies, 
senior members of industry bodies like Nasscom, and count- 
less people who work in Bangalore. Even Prime Minister Man- 
mohan Singh recently said: “If Bangalore fails, India fails." The 
thought had indeed crossed his mind. _ 

Thecommon arguments put forth by naysayers have to do 
with the city's infrastructure, which has collapsed. Hotel 
rooms are hard to come by, it takes hours to travel a few kilo- 
metres, there are endless queues at airport baggage retrieval 
belts, and so on. Meanwhile, Bangalore's technology compa- 
nies are struggling with attrition rates that are among the 
highest in the country. They are fighting a 
bruising battle to retain talent at extraordi- 
narily high salaries. Partha Iyengar, vice- 
president of Gartner, a consultancy, sums 
up the city's predicament. “Till recently, if 
you suggested Bangalore as an outsourcing 
destination, you couldn't lose your job. But 
these days, you might just.” | 

But poor infrastructure or high attrition 
rates are just a sideshow to the Bangalore 
story. What is far more germane to the city's 
future is the politics being played out in the 
state — between coalition partners Deve 
Gowda, former prime minister and leader of 
Janata Dal Secular, and Dharam Singh, the 
states chief minister from the Congress 
Party. Trapped in the middle of this power play is Bangalore. 

Despite being allies, the functioning of the Gowda-Singh 
combine seems far from smooth. Singh himself says so. "Deve 
Gowda has a tendency to make a big deal out of a small issue," 
says the chief minister. Gowda, for his part, argues that he 
needs to play the Opposition in Karnataka — never mind that 
his party accounts for 17 ministers in thestate Cabinet. Gowda 
says he has no alternative. "The recognised Opposition is 
hand in glove with the ruling party for the last five years... the 
Opposition should be functioning like a watchdog," he says. A 
senior bureaucrat explains that this is a coalition of equals, 
whose ideologies aren't quite aligned, and who are battling for 
the same political space. 

Significantly, Gowda also believes that Bangalore needs to 
take a back seat in the development of Karnataka. In his inter- 


view to Businessworld a fortnight ago, he said it's high time | 
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other places like Mangalore and Mysore were given equal im- 
portance and an opportunity to flourish. He seemed to blame 
Bangalores ills on its fast growth, and hinted that if the growth 
rates tapered, many ofthe problems might disappear. 
"Decongestion is one of the main issues. It (Bangalore) is 


one of the fastest growing cities in the country. What will be the E vu 


position of traffic congestion, pollution, drinking water prob- 
lem [a few years down the line]? Do you know that when Left — 
the state there were 238 slums in Bangalore, and today there ` 
are 565? You must also look at the other side of things. Weare 


not here to only develop Bangalore,” he said. His views are 4 pU 


reminiscent of West Bengal's Left Front government, which, in 


the early part of its rule, deemed that Kolkata was irrelevant. It E = 


took a while for the government to change its stance and even 
longer to undo the damage that was done. 
Now, even if Singh doesn't share Gowda's views — by all ac- 


The IT capital 


® Number of IT and IT enabled service (ITES) 
companies in Karnataka in March 2005: 1,520. 

Of them, 1,468 are in Bangalore 

$ Number of foreign companies in 2002-03: 79; 
in 2003-04: 110 | 

e Total investment by IT companies in 
Bangalore in 2002-03: $227 million; 

in 2003-04: $437 million 





* The city is home to about 1,400 
heads of IT companies and 
R&D units 


® On an average, Bangalore 
attracts four new IT companies 
every week 

æ Total investment by BPO 
and ITES companies 

in 2002-03: $113 million; 

in 2003-04: $225 million 

* Number of new IT companies 
who set up shop in Bangalore 

in 2004-05: 195 


counts, Singh's views are a little more nuanced — he can't ig- 
nore his partner's utterances altogether. Gowda's 57 MLAs will 
be critical if Singh, whose Congress Party has 64 MLAs, wants 
to carry on being the chief minister. (He needs 113 MLAs for a 
simple majority in the state legislature's lower house.) 

Politics aside, Singh feels somewhat cornered on the issue 
of Bangalores future. On one side, he has Gowda to deal with, 
who rarely passes up an opportunity to embarrass him. On 
the other, the people of Bangalore, especially the powerful IT 
lobby, is carrying out a shrill campaign on how the city is con- 
tinuously declining and refuses to acknowledge any of Singh's 
efforts to improve things. He believes that some part of itisa 
sponsored propaganda against him, that Bangalore has pre- 
judged him and that his actions won't change anything. 

He told BW that he has made an honest attempt to engage 
the IT companies and met heavyweights such as Infosys chief 
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mentor N.R. Narayana Murthy and 
CEO Nandan Nilekani to show how the 
government is trying to fix the city's in- 
frastructure. “But I can't understand 
why they're still complaining. What 
have we stopped, especially where in- 
frastructure is concerned?" he asked 
anxiously. In another interview a few 
days later, Singh retorted that Narayana 
Murthy sits in the US and talks of Ban- 
galore’ ills. It indicated that Singh was- 
n't taking the criticism well anymore, 
and perhaps, didn't really care about 
what people said. 

None of this augurs well for the city 
of Bangalore. 


OWDA knows fully well the signifi- 

cance of Bangalore. In his hour- 
long conversation with BW, he repeat- 
edly cited his credentials as a reformer 
and a pro-IT man. “There was anim- & 
pression in the minds of some econo- 
mists and policy makers that Deve Gowda was opposed to the 
IT sector. And I am opposed to creating infrastructure for at- 
tracting investments. The first IT Park was cleared by me in 
1995. I gave 10 years’ tax holiday to the IT sector,” he said, 
sometimes referring to himself in the third person. 

Gowda acknowledges that Bangalore is the state's eco- 
nomic engine, accounting for over half its revenues. In other 
words, some of the money that Gowda talks of investing in 
smaller cities like Mysore will have to come from Bangalore. 
(Of the 1,520 IT and IT-enabled service companies in Kar- 
nataka as of March 2005, over 90 per cent were in Bangalore.) 
Moreover, in the past couple of years, better property tax col- 
lections and projects done by the Bangalore Development Au- 
thority have generated more funds for the city and reduced 
the state government's budgetary support for Bangalore. "The 
money freed up can be used for other things," says a former 
member of the Bangalore Agenda Task Force. 

So why is Gowda making statements that could seriously 
impair Bangalore's — and potentially the entire state's — eco- 
nomic health? Karnataka’s other cities are, after all, nowhere 
close to being economic powerhouses. 

Political observers say the real reasons for his posture are 
not as apparent as Gowda puts it. They argue that Gowda 
turning Bangalore into a political battleground has less to do 
with Singh and more to do with S.M. Krishna, Karnataka’s for- 
mer Congress chief minister (now the governor of Maharash- 
tra), and his regime. He is Gowdas real rival, not Singh. There 
are different aspects to this rivalry. The first has to do with the 
community vote bank. Both Krishna and Gowda come from 
the same community — the Vokkaligas. And the tussle be- 
tween the two is for emerging as the undisputed leader of the 
community. “In some ways, it’s a battle for the old Cauvery 
heartland,” says a bureaucrat. 

Gowda also sees Bangalore as Krishna's town. (In the last 
elections, the Congress bagged 16 of the 17 seats in Banga- 
lore.) Gowda believes he needs to “win Bangalore” to dethrone 








Dharam Singh's (left) 
ngress Party needs the 
pport of Deve Gowda’s 

Janata Dal (Secular) to run 

the state. But the two don’t 

see eye to eye on a host of 
issues — including the 

role of Bangalore 


Krishna conclusively. The 
educated middle classes, 
who believe that Banga- 
lores moment of glory is at hand, do not identify with Gowda. 
But there is a section — mainly slum dwellers, who make up 
about a quarter of the city's population — that feels increas- 
ingly disenfranchised in Bangalore’s hi-tech glory. And it's 
them that “humble farmer” Gowda is trying to address 
through his scepticism. 

Singh says he is caught somewhere in the middle of this 
tussle. The irony is that Krishna is Singh’s senior leader. Singh 
was minister in charge of the public works department in Kr- 
ishna’s Cabinet, the very regime Gowda is attacking. Those 
close to Singh believe that he has no option but to live with 
Gowda’s jibes. But the politician in him also believes that if he 
can last it out, he may just create history. "Last year, nobody 
thought that I would last one year,” says Singh. "See what has 
happened." This June, the coalition completed a year in office. 

Singh's position on Bangalore is, of course, somewhat dif- 
ferent from Gowdas. Like Gowda, he publicly admits that dur- 
ing Krishna's tenure there was an overemphasis on Bangalore, 
perhaps to the exclusion of everything else. But he also ac- 
knowledges that there are problems in the state capital that 
need to be addressed. Those who have close links with the 
Congress say that Singh is under tremendous pressure from 
Sonia Gandhi to fix Bangalore. So his opinions may not just be 
his, but also that of the Congress high command. 

Some months back, the city's IT heavyweights brought 
Rahul Gandhi and Planning Commission deputy chairman 
Montek Singh Ahluwalia to Bangalore to show them the state 
of the city's infrastructure. Soon after, Gowda got Sonia 
Gandhi over to visit some of Bangalore's slums to show her the 
destitution there. Its amply clear where Gowdas priorities are. 

It is this kind of political football that gives people like 
Philips Software's Hoekstra little hope. "I sense that there is no 
real interest in the city. I don't think the government is inter- 
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ested. We promoted a conference called Healthy Cities in Jan- 


uary. But the government hasn't done much on what was sug- | 


gested at the conference. There is still no follow- up." 


Bureaucrats say that politicians are so busy managing the | 


coalition that they have little time for other things. For exam- 
ple, late last year, Gowda's JD(S) and Singh's Congress differed 


on the progress of the Cauvery water tribunal. The JD(S) in- | 
sisted that the Supreme Court be approached to recast the tri- | 
bunal, which they felt was biased. Leading jurist Fali Nariman | 


advised the Karnataka government against this, but the JD (S) 


was insistent. At the Supreme Court, the petition was rejected. | 


All this was a tremendous waste of government time. 


N the midst of all this, there is a paradox. As the table ‘If Not 

Bangalore...’ shows, some companies have begun taking 
their investments elsewhere. “First-timers to India like Banga- 
lore. But many who have investments here are already begin- 
ning to look at other cities,” says Avinash Vashistha, managing 
partner of neoIT, a Bangalore-based consultancy. A senior bu- 
reaucrat says that Bangalore was earlier always marketed as a 
destination by the city's industry, but now that has stopped. 

Yet, as the following article argues, Bangalore is still man- 
aging to attract some of the best technology work being out- 
sourced to India. So, while Singh and Gowda discuss the rele- 
vance of Bangalore, the high-end work coming there could 
also end up shaping the city's future. 

The big question: will politics spoil it? Some say that Ban- 
galore's existing technology cluster is so evolved that high-end 
work will keep flowing in, though the low-end stuff could go 
elsewhere. Others say that if things continue the way they are, 
it will start hurting in about six months. That leads us to an- 
other poser: if Bangalore is to become a hub for truly high-end 
Work, it needs to attract talent from all 
over the globe. Given what the city is 
going through, will they come? 

Much will depend on how Singh 
manages things from here. Those who 
know him well say his instincts are 
those of a "supreme pragmatist”, If 
that means managing the expecta- 
tions of Delhi for a coalition in Banga- 
lore, it also means doing whatever it 
takes to stay in power. (Singh admits 
that Sonia Gandhi did talk to him 
about getting the delayed airport pro- 
ject off the ground, and that Delhi un- 
derstands his limitations.) Also, there 
are rumours that Krishna may return 
to active state politics. 

"Don't forget that he has won 
eight consecutive legislature terms in 
Jewargi from 1972. That shows his po- 
litical mettle," says an observer. Singh 
has realised that while Bangalore may 
not count much by way of votes, bad 
press could actually damage his cred- 
ibility — not just among the voters, 
but also within the party. “He doesn't 
want to be seen as the man who de- 
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stroyed Bangalore,” says an observer. Also, the IT industry di- 
rectly employs some 3 lakh people in Karnataka, most of them 
in Bangalore. 

Predictably, he has turned his attention to solving the city’s 
infrastructure issues. To be fair, Singh's government isn't res- 
ponsible for the mess that Bangalore's infrastructure is. Given 
that things like these don't deteriorate overnight, Krishna's 
government and those before deserve the lion's share of the 
blame. "But perhaps a tipping point has been reached in the 
last one year," says Nasscom president Kiran Karnik. And con- 
sequently it is Singh's government that is getting all the flak. 

While Gowda believes this is a conspiracy against him (“It’s 
a whispering campaign to malign me... ever since I became 
PM"), Singh sees it as an opportunity to prove himself. One of 
the projects he hopes will redeem him as a Bangalore afi- 
cionado is the new airport, which according to Singh is 
through. (The chief minister says the next project that willim- 
prove the city’s infrastructure is the Bangalore Metro.) 

Insiders at Vidhana Soudha, Kamataka’s seat of power, use 
the airport project as evidence of Singh's ability to manage the 
coalition. Singh managed to overcome some opposition from 
JD(S) over the state support the project would get. 

But its unlikely that Singh will be let off so easily. Most se- 
nior executives BW spoke to said they would believe Singh 
only after he demonstrates something concrete. Karnataka's 
chief minister clearly faces a credibility problem in Bangalore. 
While some ofthat has to do with the statements coming from 
the senior members of his coalition, it also has something to 
do with Singh being compared to Krishna. 

Some argue that if you were to count the specific things 
that Krishna did for the IT sector in Bangalore, you would be 
hard-pressed to find concrete achievements. “His biggest 
achievement was that he stayed out 
of the way. Also, he presented the 
right face to overseas investors, and 
was smart about positioning Banga- 
lore," says the CEO of a local com- 
pany. The current CM's earthy style, 
unfortunately, finds few takers in a 
city of high-flyers. That could also ex- 
plain the credibility problem. 

Its becoming increasingly clear 
that Singh needs to be given space to 
manoeuvre. Some of Bangalore's 
opinion makers have already begun 
doing so. After having famously said 
that he was tempted to leave Banga- 
lore, Wipro chairman Azim Premji 
(and his company) has toned down 
his criticism of Singh's government. 
Infosys is also believed to be doing 
the same. Hopefully, Singh will 
emerge as his own man and do what 
is right for the city — or forever be 
condemned as the man who de- 
stroyed Indias Silicon Valley. a 

With reports from Shelley Singh, 
M. Anand and Pallavi Roy 
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N late 2002, Sutherland Global Services was trying to 
identify potential bases for its BPO operations in India. It 
looked at all the options — Bangalore, Mumbai, Delhi, 
Hyderabad and others — and decided that its first India 
centre will be in Chennai and the second one in Mumbai. 
Suibedandi is a truly global company; it has operations in 14 
cities in four countries. Last month, it announced a new 500- 
person centre in Manila in the Philippines, a city that's 15 per 
cent more expensive than Indian cities. Yet, Bangalore did not 
find favour. 

Its decision has been vindicated now. In the last two years, 
Sutherland has achieved one of the fastest ramp-ups among 





| Indian BPO companies. It now has over 7,500 people in India 
ve c — about 6,000 in Chennai and about 1,500 in Mumbai (hired 
— in the last 12 months). "Mumbai as a second location has 


B worked quite well for us," says Dilip Vellodi, chairman and 


V : : | CEO."We decided to stay out of Bangalore because there were 
B toomanycompanies rushing into the city. We did not want to 
| follow the herd. Availability of talent at the pace at which we 


| needed them would have been an issue in Bangalore." 
The cost of doing business in Chennai and even Mumbai 
was substantially lower than Bangalore. Availability of talent 


B in these cities was another key reason that influenced this de- 

| | cision. But even Vellodi, who lives in the US and visits India | 
| once every 45 days, finds himself touching Bangalore on al- 
=) mostevery trip to the country: too many ofhis client partners | 


" and representatives are based there. Bangalore cant be ig- 


v B noredeven by those who have tried to bypass the city. 


v Vellodi's is just one perspective of the city. Increasingly, 
| many of his ilk — BPO firms, and more recently, even IT ser- 


— x vices companies — are beginning to share his point of view. 
| Butthereisanother view ofthe city. Several high-tech compa- | 


nies working at the forefront of global technology swear by 
Bangalore despite the recent collapse of its public infrastruc- 
ture. Philips Software, Texas Instruments, Motorola, Oracle 
and others see the city as an integral part of their global R&D 
game plan. To say that Bangalore is important for technology 


| companies is to stress the obvious, like saying that London is 
| animportant city for finance companies. Which is why even 
(o |! now, global technology companies keep opening R&D cen- 
E tres or expanding their existing ones in the city. 


But Bangalore is also undergoing a transformation that, if 
continued for several years, could alter the face of the city. We 


S would haveliked to simplify this trend to its essentials and told 
| youthis: the call centres and other BPO outfits are moving out, 

| and the high-technology companies are moving in. However, 
- while this is largely true, there are several exceptions that 
| would make us pause. 


| There are several reasons for this trend, and poor infra- 
| structure is probably the least important of those. Because of 


| highdemandandlowsupply (in purely relative terms), wages 
| inBangalore have been rising extremely fast. Demand for en- 

| _ gineersin areas like chip design and wireless technology is al- 
B most50 percent more than availability. This leads to a churn 
| thatcompanies— except some large multinationals like Texas 

| Instruments and Motorola, who offer cutting-edge engineer- 
D ingwork—find difficult to cope with. 


— Bangalore engineers are becoming an arrogant lot — they 
| sometimes even set preconditions for attending job inter- 





The bad news: the city is 
getting too pricey for 
low-end BPO work. The 
good news: it's attracting 


more high-end work. 
 ByP Hari & M. Anand 


views. We pick one of the several incidents that highlight this 
point. Hari yer, vice-president (people and people support) at 
Sasken Communication Technologies, recently told a young 
engineer that he was asking for too much. The engineer in 
turn asked Iyer: ^Why don't you go and check with your boss?" 

Sasken's development centre in Pune has none of these 
problems. Engineers in Pune seem to be happier, more con- 
tent with their work and wages, a fact that reflects on the attri- 
tion rates: about 2 per cent compared to about 25 per cent in 
most companies in Bangalore. Attrition is an issue that most 
companies discuss when they give work to Bangalore. To add 
to the attrition, the costs are rising as well. Raymond Lane, co- 
founder of Oracle and partner at private investment firm 


Kleiner Perkins Caufield & Byers, which has sizeable exposure 


in India, says: "Three years ago, the cost arbitrage between Sili- 
con Valley and Bangalore was 5:1. Now it's down to 3:1." _ 

The poor infrastructure brings another set of problems for 
companies: longer commute times, decreasing safety, pollu- | 
tion and its impact on health and so on. “Indian's are just not 
comfortable with a 1-2 hour commute to work," says Ram T. 
Chandnani, head (south India operations) atCB Richard Ellis. - 
“Such commutes are pretty much the norm in other clusters 
like the Silicon Valley.” 3 

Yet, companies like Sasken need to be in Bangalore- —no 
other city can offer so many: experienced engineers in high- 
tech areas like silicon design, wireless, and so on. Butforthose | 
who do not need highly skilled engineers, Bangalore's prob- 
lems are easier to transcend — they only have to move out. 

Says N.S. Raghavan, former joint managing director of In- 
fosys: “There are certain kinds of jobs that do not really require 
highly skilled people. It is best that these jobs move out of Ban- 
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Companies me $ 
in low-end BPO work 
are finding 
Bangalore too costly. 
While some of them 
are trying to bypass 
the city en route to 
their expansion, 
none can ignore it 


galore.” Many companies are al- 
ready doing this. 
Vee Technologies is a mid- 


pany. It services clients in the banking, insurance and health- 


care sectors. It has a very interesting model. It is based in | 


Bangalore and has about 250 people there, but a bigger chunk 
ofits operations lies elsewhere, mostly in second-rung cities. It 
has a full-fledged facility in Salem, a three-hour drive from 
Bangalore, where it is easier to hire and retain talent. Over the 
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companies. "We could hire from anywhere in the country sit- 
ting in Bangalore," says Vivek Kulkarni, former IT secretary 


| and now managing director of B2K Corporation. Bangalore is 
sized, third-party BPO com- | 





next few years, its Bangalore head count is unlikely to cross | 
500, but it plans to add another 2,000 people in Salem, 1,000 in 


Tiruchi and about 500 in Coimbatore. The idea is to use Ban- 
galore as the headquarters and as a centre for really high-end 
work, and farm out the rest to the other second-rung cities. 


There are several companies that did not choose to come | 


to Bangalore. The best example is the $20-billion EDS, the 
world’s second largest technology services company. It oper- 
ates in over 60 countries and employs 1.2 lakh people. It cur- 
rently has 2,400 people working in India: Chennai (1,200 peo- 


ple), Pune (400), Mumbai (600) and Gurgaon (200). EDS is | 


planning to double its headcount in India to about 5,000 by 
this year-end. The company has conspicuously ignored Ban- 
galore. Abhay Gupte, managing director of EDS India, says 


that besides the infrastructure issues, one big reason why EDS | 


prefers Chennai and Pune to Bangalore is their capability to 
grow operations. 


There are exceptions. Accenture, for example, already has | 


4,000 people in its BPO unit in Bangalore, and it plans to ex- 
pand significantly. So are several other call centres and BPO 
companies. Bangalore does offer advantages to even BPO 
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stilla place where people in the country want to come and live. 
At one time, the moderate climate was the attraction of the 
city. Now, the opportunity to move into any stream of technol- 
ogy provides a bigger attraction. 

Bangalore has one of the largest concentrations of tech- 
nology companies of any place in the world. The city's R&D 
centres are not just islands working in isolation. They are part 
of the Bangalore ecosystem which any city will find it difficult 
to beat. For example, Texas Instruments works with five large 
bulk sub-contracting firms, more than 50 application devel- 
opers on Texas Intruments' platforms, electronic design ap- 
plication companies, testing companies, and so on. Says 
Bobby Mitra, managing director: "The power comes from the 
arches and not the nodes." The company cannot easily move 
this ecosystem, which acts as strong exit barrier. 

Texas Instruments, Motorola, Intel, Philips, Oracle, Cisco... 
all have partners in the city. Oracle, for example, has Infosys, 
Wipro, i-flex, and TCS as major partners. The work in these 
multinational centres has also gradually increased in com- 


| plexity. About half of the software for Motorola's phones are 


developed in Bangalore, along with half of its network soft- 
ware. The planis for the Bangalore ceritre to take ownership of 
this area by 2006. The city is a hub for expertise in soft switches. 
No wonder, Motorola plans to increase its head count here by 
another 500 this year. 

It takes a long time to develop knowledge and experience. 
Bangalore has been in this game for two decades now, and it 
may not be easy for other centres to catch up. 5 
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HEN we Indians look at 

the crumbling infrastruc- 

| ture of Bangalore, the pes- 

simists among us throw 

up our hands in disgust. 

The optimists point out that there are 

other attractive destinations in India 

for IT service and business process 

outsourcing work. But often, that's 

not the worldview shared by multi- 

national clients. To them, if it's not 

Bangalore, it could be anywhere else 
in the world. 

Hartford Financial Services, a 
| Fortune 500 company, faced that 
choice recently. It has nearly 1,500 
people working for it on processing 
insurance applications and claims in 
Bangalore, and was looking at dou- 
bling the headcount. But rising costs, 
failing infrastructure and high attri- 
tion forced it to look away. And that 
hasn't taken the company to a less 
crowded Pune or Chennai — it's now 
looking outside India. 

"In the early days of outsourcing, 
Bangalore was by far the best place to 
send work to," says Harris Miller, president of the IT Associa- 
tion of America. "Now there is a move to Eastern Europe, 
China, the Philippines and even Sri Lanka." 

The first reason for that shift is cost. IT wages in India are go- 
ing up by 12-15 percent a year. Attrition, at 16-22 per cent for IT 
services and over 50 per cent for BPO, is adding to costs. On the 
other hand, the billing rates for basic programming have stayed 
flat fortwo years. Smaller companies, especially, may find Ban- 
galore too expensive. Rajul Garg, COO (Indian operations) at 
US-based software developer IndusLogic, says: "Destinations 
outside India are attractive for a lot of small and medium enter- 
prises and niche players.” For basic testing, coding and pro- 
gramming, Budapest is likely to be cheaper than Bangalore. 

Competition is coming from within the US, too. Rural 
Sourcing, an application development firm, services its half-a- 
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Bangalore's competition is 
not just from other Indian 
cities — it’s from all across 
the world. By Shelley Singh 
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dozen clients from Greenville in North Carolina and Jones- 
boro in Arkansas. At $32-40 an hour, the company’s billing 
rates are half of those in Silicon Valley, but more than the $18- 
28 it would cost in Bangalore. To its advantage, Rural Sourcing's 
overseas marketing costs are a fraction of what an Indian com- 
pany would have to bear, and data theft is less ofa concern. 

Comparison crops up on skill sets, too. Flextronics Soft- 
ware Systems has 900 engineers in Bangalore, 1,700 in Gur- 
gaon, and 250 in Ukraine. Vinod Sood, head of engineering at 
Flextronics, says: “In Germany you get wireless engineers with 
over 20 years’ experience. In Ukraine, signal processing, text- 
to-language and algorithm skills are easily available.” 

Says Arjun Malhotra, CEO and chairman, Headstrong, a 
US-based software services company with centres in Banga- 
lore, Noida and Manila: “Algorithm skills in Russia are very 
good. You get experienced PhDs to work at less than $10,000 a 
year — cheaper than in India.” Building on those skills, the 
Russian government is aiming to reach $10 billion in IT ex- 
ports by 2010. In nearby Poland, the outsourcing industry has 
grown at a compounded annual rate of more than 40 per cent 
during 2002-2004. 

India has an edge over countries like Poland and Russia on 
one count — a large pool of IT professionals, which translates 
to scalability for clients. Poland produces just 40,000 IT profes- 
sionals a year. Ukraine's largest IT company has just 500 em- 
ployees. In contrast, Nasscom estimates that Indian IT service 
and BPO companies will recruit 109,000 professionals in 
2004-05 alone. 

That's why India still attracts half the world's offshore IT 
spend. But given the rising costs, more of it may go to other 
countries. The competition for Bangalore isn't just from other 
parts of India — it's from nearly 50 citiesaroundtheworld. @ 
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Purse 


Budget hotels raise the bar 
of hospitality at affordable 
prices. But can they sustain 
their unique model? 

By Neelima Mahajan 


VER the past 15 years, tourist 
inflows into India have grown 
by 50 per cent. Last year alone, 
both domestic and inbound 
tourism grew by 25 per cent. 
But is the Indian hospitality 
industry equipped to handle this boom 
in tourism? At present, the choice that 
tourists have is between a costly, starred 
hotel and a crummy, dirty one. 

However, if Vithal Kamat has his way, 
things will change. The Mumbai hote- 
liers mission: to set up 'budget hotels, at 
90-minute intervals from each other, on 
busy highways. And he means business. 
The Kamat group today owns the Kamat 
chain of restaurants, the Orchid Hotel 
and many restaurants across the world. 
With his Kamofotel chain — a Rs 500- 
crore investment to open 50 Kamfotels 
in the next seven years — Kamat is enter- 
ing the budget hotel segment. 

Kamat is not the only one eyeing the 
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budget hotel opportunity. In the last one 
year, a new breed — big hotel chains, 
fresh entrants, foreign franchises — has 
shown interest. Together, they are re- 
defining budget hotels, promising good 
management, and higher standards of 
hygiene and facilities. 

The idea is to “deliver 80 per cent ofa 
5-star hotel at 40 per cent of the price’, 
says Patu Keswani, CEO, Krizm Hotels, 
and a Taj veteran who has seen the lux- 
ury segment from close quarters. Kes- 
wani set up Lemon Tree Hotel in Gur- 
gaon last year, a budget hotel. Even as 
the first Lemon Tree was launched, indi- 
One was unveiled in Whitefield, Banga- 
lore. This was the culmination of Indian 


- Hotels’ five-year-old Project Wildfire to 


develop a hotel that would deliver value 
at Rs 1,000 a day. It even roped in man- 
agement guru C.K. Prahalad. 

Almost a year old, indiOne operates 
at near full capacity. Likewise, Lemon 
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Tree Hotel clocked average occupancies 
of 92 per cent last winter — a rare event 
in the hotel industry. (For 5-star and 5- 
star deluxe hotels, occupancy is between 
30 and 78 per cent.) 

The budget hotel is a good business 
proposition, especially at a time when 
the interest rate for financing hotel pro- 
jects has come down to 8-10 per cent as 
opposed to 18 per cent in the early 1990s. 
As many as six new chains are waiting in 
the wings (See 'Small Budget, Big Plans, 
page 42). Next in line is Sarovar Park Pla- 
zas Hometel chain with its first property 
coming up in Bangalore. Even Indian 
Railways Catering and Tourism Corpo- 
ration is setting up six budget hotels out- 
side major railway stations on surplus 
land belonging to Indian Railway. Be- 
sides indiOne, this is the only chain peg- 
ging its tariffs below Rs 1,000. 

Global hospitality majors like Accor, 
Choice Hotels and Microtel are also get- 


ting in. Accor is bringing its Ibis chain 
here. Based on how Ibis fares, it might 
bring in its hugely successful Formule 1 
budget chain which, price-wise, is one 
notch lower than Ibis. 


LL now, the growth in the Indian 
hotel industry has been lopsided. 
Though demand is highest in the mid- 
market segment, the luxury segment ac- 
counts for most of the growth. Delhi, for 
instance, has 9,000 hotel rooms in the 
starred category, with 6,000 in the 5-star 
and 5-star deluxe category. Further, 
there is an estimated shortage of 30,000 
rooms. In this context, budget hotels 

make sense for major hotel chains. 
During a downturn, deluxe hotels 
are hit first following the decline in for- 
eign tourist traffic. Budget hotels, which 
target domestic travellers, would enable 

big chains to even out fluctuations. 
Of course, there have been attempts 








(Clockwise from top right) Budget 
hotels like indiOne limit the lobby 
space and do away with bellboys; 
Their self-service cafeterias have 
microwaves for customers to 
warm the food; They keep basic 
food and beverages made in 
simple kitchens, avoiding huge 
equipment; The cafeteria seats 
about 50 people; Flat televisions 
mounted on the wall limit the 
need for furniture 


in the past by the major players to carve 


| out budget hotels. The Taj group had 


launched the Gateway chain at a slightly 


higher price bracket than its indiOne | 


brand. Then, the Oberoi group and ITC 
Welcomgroup had positioned their Tri- 
dentand Fortune Hotel chains as budget 


hotels. Trident, however, morphed into a | 


four star, while the Fortune chain has a 
mix of hotels — 4-stars and low-priced 
hotels — depending on the cities they 
operate in. Even the Indian Tourism De- 
velopment Corporation tried it with 


| Ashok Yatri Niwas, which bombed be- 


cause of poor quality and service. 

Says Nirmalaya Kumar, professor of 
marketing, London Business School: “I 
am not sure someone from a traditional 
5-star hotel mindset can crack this op- 
portunity. The basic value proposition 
has to be one of minimal service and ex- 
tras, but 5-star quality cleanliness." 

This is perhaps why Indian Hotels 
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BUDGET HOTELS 
how they 


e Maximise space for revenue- 
generating areas (rooms). 


e Reduce back-of-the-house 


areas like kitchen, laundry 
and house-keeping. 





e Do away with pools, spas, 
banquet halls and shopping 
arcades. 


€ Have smaller rooms: a third 
the size of a 5-star room. 





e Have fewer employees: 
30-40 vs 150-200 in a 
100-room, 5-star hotel. 


e Outsource services: house- 


keeping, gardening, security. 





e Rope in partners like Barista 
to open outlets in the hotel. 


key 


€ To get the cost structure 
right: bring as many cost 
heads as possible under 
variable costs; buy reason- 
ably-priced land; maintain 
the price point; and scale up. 


e To perfect the franchise 
model. 


e To sustain service and quality 
levels while outsourcing. 


spun off Roots Corporation, a separate 
firm, to setup indiOne. "To drive a differ- 
ent market, your policies have to be dif- 
ferent," saysSheila Nair, COO, Roots. The 
conceptualisation of indiOne was differ- 
ent from that ofa Taj hotel. The team had 
to work backwards from the price point. 
They had to take each aspect of the pro- 
ject and evaluate it on the basis of time, 
manpower and money required. This is 
not easy because every touch point has 
20 inputs. For instance, for an air-condi- 
tioner, you need to factor in the capital 


| cost, lifecycle costing, maintenance 


costs, electricity cost, etc. 


UDGET hotels earn maximum rev- 

enue from the rooms, unlike luxury 
hotels which earn as much from food 
and beverages (F&B), and extra facilities. 
Typically, for a luxury hotel, the ideal ra- 
tio of revenues from F&B and rooms is 
1:1. But since F&B is minimised in bud- 





-depth 


get hotels, the emphasis is on maximis- 
ing the room base. Says Keswani: “You 
do maximum construction in revenue- 
generating areas and reduce the back- 
of-the-house.” Usually, 40 per cent of the 
area goes into back-of-the-house activi- 
ties like kitchen and housekeeping. 
Budget hotels also do away with 
high-investment frills like swimming 
pools, spas and banquet halls. There are 
only one or two restaurants, and no bar. 
Says Uttam Dave, CEO, InterGlobe En- 
terprises, the Indian JV partner of Accor: 
"These facilities are not used by all 
guests, but they are factored into the cost 
anyway." All this saves space, staffing 
and maintenance costs. The soon-to- 
be-launched Microtel is likely to rope in 
coffee chains like Barista and Café Cof- 
fee Day to set up outlets at the hotel. 
Lemon Tree and indiOne have con- 
trolled staffing costs by outsourcing 
housekeeping and security. Hometel 
plans to do the same. A 100-room, 5-star 
hotel would typically require 150-200 
people to run it. In contrast, indiOne has 
only 30 people, out of whom only 7-8 are 
employees. Outsourcing can slash 
salary costs to 8-10 per cent of the total 
costs compared to 18-22 per cent in a 5- 
star hotel. Says Madhok: “This helps me 
cut my fixed costs, and save on things 





like uniforms and space 
for locker facilities." 

Says Harsh Vardhan, 
director, Percept Cus- 
tomer Lifecycle Manage- 
ment: "Outsourcing 
seems like a good idea. 
During lean periods, you 
can work with fewer peo- 
ple." But with oursourc- 
ing, quality of service can 
become an issue of con- 
cern. indiOne has, there- 
fore, ensured rigorous 
training before the 
launch ofthe pilot, followed by refresher 
courses through the year. Yet, for the 
next set of launches in cities like Vara- 
nasi and Haridwar, availability of skilled 
manpower could still be an issue. Kes- 
wani, who has outsourced almost 60 per 
cent of Lemon Trees services, has wor- 
ked out a smart alternative. He has co- 
promoted a company called Black Fox 
Security Management in which Lemon 
Tree has 50 per cent of the stake and an 
expert runs the company. In effect, 
Lemon Tree controls the service quality. 

Another manpower-heavy area is 
F&B. So reducing it to a cafeteria min- 
imises staffing requirements. Square 
Meal, indiOne’s restaurant, offers simple 


small budget, BIG PLANS 


Budget brand Room tariffs 
(company) (Rs) 
INDIONE 900-950 
(Indian Hotels) | 

LEMON TREE 1,500-1,800 
(Krizm Hotels) 

HOMETEL (Sarovar 1,000-1,500 
Park Plaza) 

IBIS (Accor & 1,800-2,200 
InterGlobe) 

— SLEEP INNS 1,800 for 
(Choice Hotels & Delhi 
Gupta group) 

. KAMFOTEL | 1,200 
(Kamat Hotels) 
MICROTEL (Microtel EPLIR 

| & the ABS Hotels) 
IRCTC (Hotels Sub- 1,000; 
Indian Railways differential 
Catering & pricing across 
Tourism Corp.) cities 





Project cost Properties/ 
(Rs/room) Planned 
10 lakh 1 (Bangalore)/10 
13-17 lakh E (Gurgaon)/4 
9-10lakh - m by year-end 
Not available 25 over the next 
10-12 years 
7-8 crore for Not available 
a 50-room 


property 
(including land) N; 


Not available 50 over next 7 


years 


10-15 crore 
per property 
Not available 


5 next year, 50 
in the long term 


1 (6 in Phase 1 
and 20 in 
Phase 2) 
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meals, doing away with food dishes that 
need costly ingredients and equipment. 
There are no menu cards either. "A menu 
card would mean committing to offer all 
dishes at all times," Nair notes. 

Though indiOne is faring well, in- 
dustry observers say Bangalore was a 
wrong market for the pilot. “Due to the 
IT rush, this year has been an absolute 
bumper for Bangalore hotels. Business 
travellers have been forced to stay in ho- 
tels with zero hygiene,” says one indus- 
try watcher. There is also a feeling that 
instead of a sub-Rs 1,000 price point, a 
differential pricing system depending 
on the city would work better. This is be- 
cause prohibitive land costs in cities like 
Mumbai and Delhi could throw the 
whole finance equation of the project 
out of gear. Typically, room charges are 
fixed at one-thousandth of the project 
cost. So for a 100-room hotel with a Rs 
10-crore cost, the sub-Rs 1,000 price 
point works, but the moment the project 
cost goes up, it becomes unsustainable. 

For the third set of launches, indiOne 
may try franchises. "It will help us propel 
faster into other cities," says Nair. But 
both Sarovar and Lemon Tree are steer- 
ing clear of this model. Says Keswani: 
"The (franchise) model has, by and large, 
not worked too well in India because of 
the failure of service-level agreements." 
Also, it may not attract good staff, feels 
InterGlobe's Dave. indiOne is now look- 
ing at a revenue-sharing model for its 
metro launches. The land will be owned 
by someone else while it erects the build- 
ing. The two parties will split the profits. 

Many such models are being tried 
out in a bid for budget hotels to be sus- 
tainable. And as they go through the 
learning pangs, the weary traveller can 
finally find a room of his choice. = 
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Windows Server 2003 Full Support (24x7): 10% of servers are Enterprise Edition, 9095 Standard Edition 
Red Hat Full Support (24x7y. 100% of servers are AS Premium 
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A recent study of licensing and support costs conducted by BearingPoint, 
a leading independent consulting firm, found that these acquisition 
costs for Windows Server™ 2003 are comparable to Red Hat Enterprise 
Linux or Novell's SUSE Linux Enterprise Server "despite the common 
perception that Linux is free or very inexpensive." However, if you 
require fuil 24x7 phone support on all servers, licensing and support for 
Windows Server 2003 can cost up to 73% less than Red Hat Enterprise 
Linux’ over five years. 


For the full study, visit microsoft. com/getthefa 
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Windows 
Server System 


*Red Hat Full Support (24x7) estimates based on case where 100% of servers are Enterprise Linux AS Premium. Red Hat Limited Support estimates are based on case where 10% of servers 
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The author is an 
independent market 
strategy consultant. 


What 
benefits 
should a 
company 
offer to 
maximise 
value to 
customers 
and 
minimise 
its own 
costs? 


y rama bijapurkar 


Low price. What 
performance? 


HANK god for C.K. Prahalad. But 
for him, a simple truth would not 
| have been acknowledged in board- 

rooms around the world: that peo- 











ple with less money desire all the 
same things that people with more money do, 
but do not buy them because they cannot af- 
ford to. And growth strategies would not have 
concerned themselves with the idea of a price- 
performance point (as opposed to just a price 
point), which enables both consumer happi- 
ness and business profitability. To use a CK- 
ism, we would still have been trapped in the 
“tyranny of OR". Customer happiness OR busi- 
ness profitability. High price OR high profits. 

The arithmetic of consumer demand in 
a country as poor as ours is very clear. At lower 
prices, there will be a lot of people consuming 
a little bit each, which can add up to a lot. Busi- 
nesses in the telecom and FMCG sectors have 
already proven this. 

However, there are two big challenges in 
tapping the demand potential that modest- 
income consumers offer. One, given the price 
that they can afford, the challenge is to deter- 
mine the right configuration of performance 
(‘What benefit bundle to offer?) that maximises 
value to customers and minimises cost to the 
company. There is little room for manoeuvre in 
the price the consumer can afford. The second 
challenge centres around how to drive produc- 
tion, delivery and marketing costs down to 
maximise profit for the chosen benefit bundle. 

This column is about finding the right per- 
formance configuration or benefit bundle. I 
would include innovative pricing, credit, econ- 
omy in use, method of purchase, after sales 
care, etc., in the benefit bundle. It is, in con- 
sumer speak, ‘what I give’, ‘what! get’, and ‘what 
I give up’. Everyone is familiar with the design 
principle of creating a low-priced offering: pro- 
vide minimum acceptable functionality and 
cut out the frills. However, the consumer is the 
only arbiter of what ‘minimum acceptable’ 
functionality is, and what an unwanted frill is. 
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Companies often forget this, and design the 
offering based on ‘what manufacturers think! 

Hindustan Lever decided to drive the low 
price/ discount/ popular market. But in an at- 
tempt to better margins, they slowly brought 
down product quality (e.g. TFM in soaps). This 
made their brands very vulnerable, even to 
competition whose performance was margin- 
ally better at a given price point. 

Moped makers offered sub-optimal perfor- 
mance at a low price, and as soon as better op- 
tions were available, consumers rushed to 
deferred purchase or second-hand motorcy- 
cles. Clearly, the price point was OK; the perfor- 
mance point was not. 

I think Big Bazaar and Subhiksha have got 
the price-performance equation right. The 
early wave of modern retailers added cost to 
themselves, but not much value to customers 
to justify that cost. So they got relegated to 'in- 
dulgence/ feel-good/ special items' shopping 
— a small and dispensable part of the total 
shopping basket. My Reliance cellphone had a 
great price-performance equation. However, 
the ‘Hindi only'-speaking customer care peo- 
ple, while costing Reliance less, caused me 
more stress as a customer. 

I am personally delighted with the idea of a 
‘low price’ hotel chain that offers adequate per- 
formance on quality of room, amenities, ser- 
vice, location and status cues. For years, I have 
struggled with having to choose between a de- 
cent hotel at ridiculously high prices and 
crummy hotels which are affordable but where 
I cannot stay. There hasn't been a middle seg- 
ment. The inns, lodges, 3-stars and guest- 
houses have poor performance-points: dirty 
sheets and bathrooms, sleazy waiters, terrible 
service, and poor communication facilities. 

The question is: what is the right benefit 
bundle for a low cost? What do you want me to 
sacrifice for the lower price that I pay? No room 
service? Fine, I can live with it. A coffee and tea 
vending machine and a water cooler, conve- 
niently located on my floor, are infinitely 





preferable to sleazy low-wage waiters, speaking 
in any language. But if the unintended conse- 
quence of it is that I have to begin my day run- 
ning into a lot of men in their lungis and bare 
torsos getting their morning cuppa or night 
bottle of water, I think it is a huge price to pay. 
This cannot be a place where families and 
women stay. 

Iam, however, willing to give up flowers and 
pretty paintings in the room, cardboard wrap- 
pers for toiletries, or even toiletries themselves. 
But stained sheets and harsh towels? No. Good 
quality sheets and towels not changed every- 
day? Yes. There is an implicit programming in 
my head of what is functionality and what are 
frills. Different segments of consumers will 
have different programming on this. And there 
is, I am sure, a clear 





preserving physical and psychological energy, 
quality amenities at a fee, making me feel 
safe and contributing to psychological com- 
fort. How prices are processed in the head — 
I don't mind paying a steep rate for a business 
centre service, but I do mind paying an arm 
andaleg for my tea. 

Based on this consumer logic, the configu- 
ration of performance can be designed, and 
tested against the need hierarchy of con- 
sumers. What do they feel are the table stakes, 
without which they will not even play? What are 
the dissatisfiers, things witho ut which the con- 
sumer feels unhappy? What are the value 
adders? What are the balance tilters? 

The visiting head of R&D for a medical sys- 
tems company asked: "But if] need to give good 


cost analysis in the 
head of the marketer 
of what adds to the 
cost and what doesn't, 
what is sustainable 
and what is not. The 


Budget hotels offer 
adequate performance 
on quality of amenities 
and cleanliness. Lemon 
Tree Hotel in Gurgaon, 
for instance, provides a 
clean room with a bed, 
TV and wireless Internet 


trick is to match the 
two for a segment that 
is large enough and 
clearly defined. 

The consumer part 
is harder and more 
painstaking. ^ Most 
people use the compli- 
cated technical way, 
that is, to make a laun- 
dry list of features they = 
plan or do not plan to s 
offer. They then do lots F 
of conjoint analyses 4 
and concept tests to 
measure consumer trade-offs. However, cre- 
ative solutions to manage the tricky equation of 
minimising cost to the company and maximis- 
ing value perceived by customers will not 
emerge from here. The smarter, though harder, 
approach is to do some good quality, open- 
minded consumer listening to understand the 
consumers ‘need logic’ and ‘need drivers. 

The following points help in that process. 
The context in which a consumer uses the 
product — I use a hotel to sleep in and prepare 
for my meetings, for my private face and not my 
public one. The value space in the consumer's 
head where the product resides — for me, a ho- 
tel is about enabling my productivity and not 
sending out negative status signals. The benefit 
structure logic — home-like physical comfort, 





quality diagnostics for everyone, whether rich 
or poor, how can I lower performance points 
and do a stripped down version?" The question 
is a fair one. And the answer lies in understand- 
ingclearly that core functionality ofthe product 
and service cannot be compromised at any 
price point, but frills can. 

The readings of the diagnostic machine 
and promptly fixing the breakdowns are non- 
negotiable. The rest of it is negotiable. Outright 
purchase versus hire or pay as you use is nego- 
tiable. Keeping records in the memory of 
the machine or in a printed file is negotiable. 
Perhaps. If we understand the customer value 
processing logic and the context of usage 
very well, more innovative designs are likely 
to emerge. E 
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Bob 
Woolmer, 
coach of 
the 
Pakistan 
cricket 
team, 
shows 
what 
business 
can learn 
from 
cricket 








y subroto bagchi 





It’s not just 





cricket 


ET me begin with a disclaimer: I 
know little about cricket. My en- 
counters with cricketers have been 
nothing short of disasters. On two 
different occasions, I just looked 
through Mohammed Azharuddin and Anil 
Kumble, to the horror of my family. So while I 
delve into a great cricket personality today, I do 
not want pass off as someone who has a pro- 
found understanding of the game or its actors. 

After the Bangalore Test between India and 





| Pakistan in late March, a Star News correspon- 


dent asked me if] would join him and Pakistan's 
coach Bob Woolmer for breakfast. Why should 
I have breakfast with Woolmer? I wondered. 
“To hear from him what business can learn 
from cricket," the journalist replied. The next 
morning, I showed up for breakfast. 

Born in Kanpur in 1948, Bob Woolmer stud- 
ied up to high school and worked his way up — 
playing Test cricket for England between 1975 
and 1981 and one-day cricket between 1972 
and 1976. His claim to fame has, however, been 
coaching. The high points include shaping the 
South African team in the wake of their return 
to international cricket. At present, he is the 
‘high performance manager for the Pakistani 
cricket team. Coaching, he feels, is a gift that life 
has given him, and he must share this with peo- 
ple far and wide. “Coach the way you would like 
to be coached," he says. Woolmer is also cred- 
ited with bringing technology into cricket to 
enhance performance, being one of the early 
ones to see the significance of software and 


| video in sport. If people can “see” what they are 


doing, their problems will get solved, he says. 
The pity is most of us do not “see” what we do. 
In a captivating presentation, Woolmer told 
us that good cricket and good business are 
about patience. He cited how Test players are 
selected — it is not just about skills. He talked 
about testing emotional quotient and the use 
of neuro-linguistic programming to determine 
how balanced the player would be! Cricket, ac- 
cording to him, is a mirror of life. So, a person's 
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ability to handle inter-personal relationships 
and adversity on and offthe field indicates how 
much ofa Test player he would make. Woolmer 
presented a new definition of TEAM: Together 
Everyone Achieves More. 

He also spoke about the importance of 
leading from within. In teams that are led from 
within, people have well-defined roles, take re- 
sponsibility and help each other achieve. Every 
player has a unique learning style, which slots 
him in one of four categories: the Imaginative 
who learns the touchy-feely way, the Logical 
who is led by intellect, the Dynamic who learns 
through enthusiasm, and the Practical who 
learns by being hands-on. 

Woolmer said that when 63 per cent of any 
team is committed to the objective of winning, 
the team wins! That is an amazing insight. Man- 
agers often worry about taking everyone along. 
But all we need is 63 per cent of people in the 
Ideal Performance state. Talking about the psy- 
chology of performance, he shared the Theory 
of Four States that a player can be in: The Awak- 
ened state, which leads to the Ideal Perform- 
ance state. This often leads to the Complacence 
state, which invariably leads to the Failed state. 
What was mind-blowing to me was Woolmer's 
theory that the first sign of complacency is seen 
when a player becomes materialistic. When he 
asks you for another raise or is chasing another 
new car, you know his eyes are off the game. 

Finally, Woolmer talked about the astound- 
ing power of adversity. It is through personal 
adversity that the best comes out. Dennis Lillee 
became what he turned out to be after a frac- 
ture that nearly ended his career. Lance Arm- 
strong battled cancer before winning the Tour 
de France six times. Finally, of course, look at 
the man called Albert Einstein who reportedly 
failed school five times because he could not 
speak English, being a Czech immigrant! 

In closing, Bob Woolmer said that everyone 
wears an invisible sign around the neck that 
says: “Make me feel important." Now, that's not 
just cricket! he 
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CASE STUDY 


standardised replica of grandma's mint chutney! Standardisa- 
tion is a critical marketing factor for global brands, which is 
| achieved through an edible white paste, edible green parti- 
| cles, mint flavour and sodium chloride.” 
Shiamak laughed: “Boss, seriously, you don't mean all that? 
I will go hungry yaar!” Then, on a serious note, he said: “Tell 
me doc, does the consumer really want to know? If I am sitting 
at a fast food restaurant hungry for a burger, I would not really 
want to know about the chemical composition of their patty. 
| OK, letus leave food aside and take a non-food item: Tany's pet 
| punching bag, paints. Lots of educated people know that oil 
paint in India has lead content; yet people throng to buy 
painted ceramics at exhibitions and boutiques in spite of the 
fact that they have been glazed with lead bisilicate. Is the fer- 
i vour getting less? When the cola pesticide issue happened, 
Ey i ee | colavolumesfell by only 40 percent. Now they are back to nor- 
iui , mal. Bottomline is doc, consumers don't care." 
Puru nodded gently, then said: “Aisa nahi hai. Damage is 


Does the consu mer have À happening, but we don't attribute damage to the current 


transaction because we are looking at incremental damage. 


a ri gh t to kn OW Deyo n d h IS When your teeth start going bad or you put on weight, you say 
Va | ue expectati on ? G unes h itis old age, late hours or stress. When you get that sharp burn- 


ing in the pit of your stomach you don't blame it on the bright 


(3 Uu pta feels Its not an orange chicken tikka masala you ate in a restaurant, which 


was probably coloured using Tartrazine, a very lethal colour! 


Or ga n isati On 'S Jo b to | nfo rm | Also in India, we have this attitude: 'Kya ho sakta hai. We have 


MEERA SETH 





HIAMAK Wadia spotted Tany and Aman in the 
open air lounge in the Metrox Mall. Approaching 
their table, he found Dr Puru Lal too, the ex-assis- 
tant vice-president (technical) at Alto. Recently, 
they had been discussing the issue of whether 
consumers cared enough about product quality, 
and they decided to chat up Puru. Having taken 
premature retirement, Puru was now working on a forum for 
Consumers Right To Know’. Shiamak gave Puru a bear hug 
and said: “Doc, you look healthier after leaving Alto! Must be 
active on the treadmill and laughter clubs!” Puru laughed: 
“Uske liye abhi time hai, I am only 54!” 

Presently, Tany brought her food tray and Puru drew the 
sandwich closer and sniffed it. Then he said: “This may not be 
mint sauce, be careful what you eat.” Tany was surprised, and 
Puru said: “Some mint sauces I have studied recently do not 
contain mint — but some chemically achieved mint flavoured 
paste. And it tastes a lot like the home-made one." Shiamak 
patted Puru on the arm and said: “Boss, this is the problem 
with you technical guys. As a brand manager I can tell you, this 
sauce has body, bounce, fragrance, colour..." 

"Only no mint," said Puru, completing that with a laugh. 
“But seriously,” said Shiamak, “Now why would anyone waste 
money on a make-believe sauce when it is more cost effective 
to produce real mint chutney using local cheap labour?" 

“Because this is more cost effective," said Puru. “All you 
need is a fine chemical lab, a centralised production area, arti- 
ficial food colours and flavours to ensure long-term preserva- 
tion and a distribution system that reaches all outlets. Back 
that up with fabulous advertising and you have a long life, ANTHONY LAWRENCE 
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lived with plague in Surat, a gas leak in Bhopal, liquor poison- 
ing, cookingoil poisoning and we continue living with it.' Peo- 
ple feel life is ‘ kismat! This attitude leads to amazing tolerance 
in the Indian consumer, including not getting fine print details 
from companies. It's just too low on an Indians list, I guess." 
Tany pushed the tray away and said: “I don't agree. We are 
basing that only on our introverted corporate experience. Out 
there, the consumers want information, only there is no one 
giving it to them. Why should companies wait till consumers 
protest? It is the responsibility of companies to abide by hon- 
est standards of health. LG, for example, always talks from the 
health platform: the TV does not strain eyes due to X technol- 
ogy, the refrigerator keeps food fresh due to Y technology, the 


microwave keeps nutrients intact due to Z, the AC gets rid of 


bacteria in your house, etc. It just shows that some companies 
want to be responsible, because they realise consumers want 
them to be involved in their well-being. What beats me is why 
this is not apparent to others yet.” 

Puru replied: “If you had raised these issues while I was at 
Alto, I too wouldn't have allowed myself to think so freely be- 
cause my life was about career growth, and I guess most of us 
try and keep ethics out — in the parking lot! This is part of be- 
ing self-centred and not including the larger community in 
our drive. And I can say that all answers to marketing strategy 
lies in this inclusive process. Right now, corporates are operat- 
ing in complete disconnect with the consumer. The man on 
the street, who earns daily wages and wishes to take home a 
pack of biscuits, will only believe he is buying the best for his 
family. It is that trust which we have to make our driving force. 

“By withholding information, or even by not saying what 
we know to be true, which could help a consumer make better 
choices, we afe only taking part in a mammoth global experi- 
ment in dishonesty. How far can it stretch the bottomline, and 
at what cost to public, personal and physical growth? Thus, we 
render our own children and theirs deficient by our acts.” 


MAN now perked up: “So, better labelling and pack 
information. Labelling should classify the safety 
levels of the ingredients used and the consumer 
segments that should not consume these ingredi- 
ents. But this will meet with a lot of resistance, I can see. The 
foods category itself today has gone berserk. Cigarette smok- 
ing may not be half as injurious as eating food, these days!” 
Tany and Shiamak laughed, but Puru said: “He's right. It 
might seem an exaggeration, but look at what complications 
food has caused in the West. Meat from animals with foot and 
mouth disease, avian bird flu, genetically-modified foods, 
MSG, sodium rich foods, trans fat, the list is endless!” 
Shiamak was thoughtful. He said: “Look doc, I must admit, 
it’s a tricky area, because science has not proven a lot. And 
then scientists also contradict earlier findings! What are com- 
panies and consumers to do? Recently, there was a scare 
raised over the use of cling film in microwave. Allegedly, the 
chemicals in it leach into the food and could cause breast can- 
cer. Also, people were told not to heat food in plastic contain- 
ers. So habits changed accordingly. However, the companies 
did not respond to these findings. Then, another study de- 
clared cling film does not cause damage! But the damage was 
done, no? Many consumers will not go back to that product! 








Try talking about hand care, try offering free 





So who do you believe — the manufacturers or the scientists? 
If we were to believe the scientists, we should just stop living.” 

Puru laughed and said: “I know that is scary. But I think the 
idea is for companies to concentrate on delivering quality 
even if at a price; raise the bar on quality voluntarily, not as 
a fallout of consumer demand. Tell me, today, which consu- 
mer knows what defines good quality? Product technology 
is not expensive. In fact, if your product performs well, it’s 
actually cheaper! 

“Take a basic example: a food company makes a product 
using cottage sector labour because they get some dubious 
tax breaks. So instead of one good labelling machine that 
churns out ‘x’ bottles per minute, they use fifty people at low 


wages to ‘take out paper label, glue on to bottle, supervisor 


makes sure it’s not affixed upside down, wipe with a dirty rag 
to remove excess glue, pass on to person putting it in crate.’ 


You're telling me it's not more expensive in the long run? OK, 
Alto sells Wow, the scouring paste. Do we care that it harms 


the skin? Do we care that it could lead to skin aller- 
gies? Do we bother to ‘educate’ the consumer on 
using kitchen gloves when she does dishes? 

















gloves with each Wow pack and see if she 
does not just fall in love with Wow, and 
gets fiercely loyal to you because you 
love her. Now, try and see if you cant 
innovate and create a gentler Wow.... 
Maybe it truly cannot be done; soft 
on hands, tough on grease is a tall 
order, but you haven't even tried, 
have you? I have been in Alto for 18 
years, but not once has any product 
manager asked me to develop a 
kinder scourer! Because marketing 
doesn't know this is an issue!” 

Shiamak checked his watch, and 
mouthing some unintelligibles, he flew 
out of the mall. He forgot he had to be at the 
office for the weekend brand consolidation 
meeting called by Gunesh Gupta, the business 
head of Hair Care. 

Gunesh had been the marketing manager until eight 
months ago. A very ascerbic man who never minced his 
words, Gunesh had had many sparring exchanges with Shia- 
makin the past. The latter, for his part, had actively engaged in 
these wars, knowing that it was only under attack that Gunesh 
was able to impart knowledge; he was never known to discuss 
anything passively. So the meeting began with the usual noise 
and clutter that typified Gunesh's meetings, and then different 
groups made their presentations. As slide after slide rolled out 
and much intelligence traded, one obscure slide remained on 
the screen — unintentionally — waiting for cups of tea to be 
passed around. The slide said: ‘Sales’ contention: TCH (Tress 
Hair Conditioner), quality an issue in southern markets.” 

Gunesh, who happened to see the slide, now froze. Clip- 
ping his fingers, he called the team’s attention. “What’s this?” 
he asked stiffly. All cups of tea were hastily downed as angry 
words flew across the room. “Enough!” snapped Gunesh and 
asked sales to explain. They said THC was found to be harsh 
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on the scalp. 

Gunesh promptly called Vilas Kher in product develop- 
ment (PD) on his mobile: "My friend, why aren't you here?" Vi- 
las said: "If I had been told I would have been there, Gunesh. 
Anyway, what is the issue?" And Gunesh described what sales 
had told him. Finally, Vilas said in simple terms that PD had 
designed the conditioner to meet a certain price range. "I can 
make it tops, but then costs will also be higher, no?" 

For some reason Guneshs eyes rested on Shiamak next to 
him. And Shiamak was unable to resist a smile. Having heard 
Vilas through the mobile, he said: “Look, let's face it Gunesh, 
it's bad news. It was delivered to us last year. Then we went 
through denial; now it's anger. Isn't it time we accepted it?" 

Meanwhile, instant solutions, strategies and opinions flew 
across the room: "Offering is sub-optimal in terms of perfor- 
mance”; "Do the goodies have a perceptible effect on hair?"; 
"Maybe they can be improved upon by playing around with 

the formulation?" ;"How does quality compare with com- 
T petition?”; “What would it take for us to be perceived 

! as significantly better in quality?"; "Why isn't Vi- 
— las here?”; “Agree, we must ask him if one 
were willing to take an X per cent increase 
in formulation cost, could he optimise 
the formulation to provide better qual- 
ity, both relative to competition and 
perceptible to consumer?”; “Does 
the formulation have any gross neg- 
atives for some consumers?” 
Only Shiamak remained quiet. 
“Mr brand manager, kuch bolo, this 
is your baby!” said Gunesh. “Kya 
baby-baby, Gunesh!” said Shiamak 
in characteristic style. “Bottom line 
is, as Vilas has told you — Tress is not 
good enough. We need to work on im- 
proving quality all around, both product 
formulation and our own knowledge on 
its application.” Gunesh winced. “Quality?” 
he growled. “Can your consumers take a price 
increase? Let's be realistic. All you young flighty fel- 
lows want to be neighborhood Robin Hoods! Quality is 
not something you get for the asking. You need to pay for it! In 
marketing, we call it value expectation. So if your consumer 
expects greater value, good! I can give it to her for a greater 
price. So don't give me that tripe about quality. The quality of 
THC is commensurate with the consumers value expectation 
and the price. Simple economics, not moral science!” 

Shiamak nodded and said: “What you say is at best a ten- 
able legal argument for why Tress is not the best. My point is, 
how have we decided to operate at below best? Clearly, based 
on a few consumer letters I have, THC is causing damage as a 
result of being ‘less than best’. So either we raise the quality to 
best, or find a way to tell the consumer what she needs to do to 
get the most out of THC. For example, if THC is likely to affect 
people with some kinds of scalp condition, or even coloured 
hair, owing to some ingredient in it, then we should make her 
aware of those conditions so that she has the information to 
make a fair choice. That's all." 

Gunesh shookhis head. “Sorry, I disagree,” he said. “First of 











all, a handful ofletters do not stand for either Tress’ bad quality 
ora vocal demand for better quality. Second, is it really the role 
of Alto to educate consumers on product usage? And this is a 
conditioner, not the Concorde! Please do not get me wrong; 
Alto is not desirous of causing wilful and intentional harm to 
consumers. Given the variety of socio-economic segments in 
our market, Alto has chosen those segments where critical 
mass exists for it to operate in a commercially viable manner. 
Naturally, given the affordability levels, products are differen- 
tiated and designed to match those. It cannot be the motive of 
an organisation to offer only the best. That would necessitate 
operating only in the premium segment, and notall can afford 
premium quality. In order to serve even those who cannot af- 
ford high price, we operate in the mid-price segment where 
quality may be lower but critical mass for business viability is 
higher. Is this difficult to understand? 

‘As for consumer education, Alto is not obliged to inform 
the consumer about everything that may impact her decision 
to buy ornot buy the product. At best, if we know that a certain 
ingredient is harmful or banned elsewhere and our R&D has a 
way out, then we would inform the consumer only in order to 
induce a switch from competition brands. You have examples 
like iodized salt, cars meeting Euro 3 crash tests, etc. 

“Worldwide, companies act based on how the informa- 
tion would impact sales, how it would influence consumer 
perception of the company. Thus, in Germany, where there is 
a huge Green movement, companies stress the environmen- 
tal impact of their products and play up ‘environmentally 
friendly’ advantages. This isn’t even mentioned in India! The 
other day our young friend in skin care, Tany Lall, was getting 
aggressive about the presence of lead in paints. But even if we 
buy her argument that lead from the paint gets absorbed into 
thebloodstream ofthe kid, the level of absorption may be only 
2 per cent of what kids absorb everyday due to Bombay's pol- 
lution! Hence, there is no need for a company to create a fear 
psychosis by saying ‘this paint may be harmful ete.” 


HIAMAK was startled. “Wait Gunesh, wait please. 
What will your stance be if tomorrow you became the 
CEO of a paint company? Brands and organisations 
come into existence because of social welfare. Even 
paint companies realise they have to move away from lead, 
not for any marketing differentiation but because it is a moral 
prerogative. Global paint companies like ICI, Sherwin Wil- 
liams, Benjamin Moore, etc., are clued into this health issue 
and moving to organic pigments in their paints without added 
lead and mercury. This means they lose out in the bright 
colours market, but it is an organisational stance they have 
taken and they have not even gone to town on it, claiming 
their less hazardous paint as a differentiator! Outside of the 
paint industry, no one is even aware of their stance. Marketing 
a safe product is a company's responsibility.... itis not a differ- 
entiator, damn it! Companies have been taken to court and 
sued for billions because their products polluted/contami- 
nated/deformed consumers' bodies! And you are talking of 
segmentation and differentiating quality based on SEC!" 
Gunesh flushed. "How old are you Shiamak, 28, 29? And 
how well-heeled has your glamorous brand management 
stint made you as a business manager? You are looking at one 
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fraction of the canvas and complaining it is grainy. Move fur- 
ther away from the canvas and look at the whole picture. That 
picture includes government regulations, licences, permis- 
sions, sanctions, inspections, delays, harassment and what 
not, not to mention the ‘shooting-from-the-hip cowboy tac- 
tics’. Conforming to regulations comes with a huge host of all 
this. Pesticides in colas is a scandal, but what about the thou- 
sands of street side juice kiosks? Sometime back, the FDA put 
stoppers on our toilet cleaner on the grounds that the colour 
of the liquid was harmful to health! This, despite the fact that 
the product in question was a toilet bowl cleaner, not a mouth 
wash! Oh and Partho will substantiate this one — he was the 
brand manager then — an ingredient in a kids body gel could 
not be used because the FDA said it had to be tested on ani- 
mals first. However, there was a law then banning testing of 
these ingredients on animals. So there wentall the product de- 
velopment effort, brand building effort, everything. You think 
businesses can be emotional? In a confused regulatory envi- 
ronment, a company’s top management has to use their 
judgement after consulting with legal, commercial, product 
development, etc. — and not just lower life forms like BMs -— 
and then make a decision! " 

Shiamak laughed aloud. “Good one, Gunesh! Then allow 
me to evolve, Darwin would approve!" But for all that, Shia- 
mak felt a bit drained. Gunesh and he were completely po- 
larised on opinion. No doubt, men like Gunesh had been 
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there, done that, been hit by market conditions and swal- 
lowed their pride and values over time. But as the front-end 
communicator for Tress, as BM, he felt doubly responsible for 
the images he was creating to lend Tress that aura of goodness. 

He now told Gunesh: “Look, anything that is not good is 
bad. Tress is causing anxiety — whether it is incorrect applica- 
tion, confused communication, missing ingredient or active 
killer ingredient. Fact is, we need to take it back to the drawing 
board before this blows up in our face. I work closely with the 
brand, Gunesh, so equally, I work the brand into consumer 
minds, minds I know better today than I will when I become 
business head. In clinical marketing terms, our consumer will 
feel cheated once someone raps us on the knuckles for this. 
Then like the worms and paraffin oil and pesticides did unto 
their products, we will be in the bin. And mind you, Gunesh, it 
is usually the mid-price brands that drag a company down. 

"Let me give you my final word on all this. Marketing es- 
sentially means co-creation of consumer value... it does not 
mean the organisation is at one end and the consumer at the 
other. You are walking in the same direction hand in hand... at 
times, the consumer tells you which way to go, at times you tell 
the consumer which way to go. It's a partnership of mutual en- 
hancement. It is the duty of organisations to improve lives. If 
educating consumers was not the role of organisations and if 
making them aware was not the role of organisations, compa- 
nies like Motorola would not be withdrawing whole batches of 
their products from the market because they saw a small flaw. 
It takes courage, Gunesh." 


UNESH'S brow furrowed in exasperation. "Now 

you have really lost it my friend,” he said. "Two con- 

sumer letters on one brand, and you already see 

the bankruptcy courts looming large! You cannot 

run a business from the edge of your heart or nerves. First of 
all, we are not doing anything illegal. We are not making any 
claims that Tress is the best. Our communication line is: 'For 
hair in control’. Is that dishonest? What I am against is ‘flirting 
with the edges of the law’, that companies often do to boost 
their marketing claims by using dubious medical endorse- 
ments. No, I am not one of those. Alto does not make exagger- 
ated claims about our quality. But even so, you Mr BM, you 
need to muddy your hands a bit more before espousing elo- 
quent ethical epithets! If you, as a consumer, want a car for 
Rs 1 lakh, a Maruti 800 is great quality. If you want a scourer for 
Rs 5, Wow, is your good quality paste. But you want a scourer 
that does not harm your skin? You need to look in the top shelf. 
"Quality is basically delivering to the consumer what he 
expects from the product or service. Great quality is providing 
more than what the consumer expects. If you build a brick 
wall, it would do reasonably well. A concrete wall would be 
better quality, but the consumer may not want to pay for that. 
So, what is quality? In his book, Focus, Al Ries points out that 
there is no correlation between the ratings of experts on the 
quality of cars and the actual sales or perceived quality. Hence, 
out of 10 cars, if Toyota is the best seller, it will also be rated the 
best on quality (even if experts rate it, say, No. 6 ). So, find out 
what the consumer wants and meet that, then you will deliver 
great perceived quality, even if, in the process, you compro- 
mise on some factors that experts say will harm quality!” — B 
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T may sound strange — Shiamak is 

right, and so is Gunesh, and so are 

Tany, Aman and Dr Puru. Yet the real 

solution lies not in rights and 
wrongs, but somewhere else, some- 
where in between! (The Buddhist phi- 
losophy of the middle path is so true in 
so many situations in life) 

‘The best’ is a journey, not a destina- 
tion. Things keep changing all the time. 
In the 1970s and 1980s, fried food was 
tasty and exciting, testified by the gro- 
wth of McDonald's. Today the same 
things are oily and unhealthy, caused by 
the growing knowledge of well-being 
among consumers. It is also true that 
the consumer often prefers to have a 
quality of 90 at the price of 70 rather 
than quality of 100 at the price 
of 90! Many consumer durables 
with evolved, rarely-used features 
are rejected because of this. And 
in personal care, many con- 
sumers recognise that products 
need to suit their skin or hair types. 
Yet, some consumers actually be- 
lieve that a product can suit everyone. 
So, making an issue of Tress Hair Condi- 
tioner affecting a few scalps and arous- 
ing the conscience of the company is 


making a mountain out of a molehill. 

So should the two complaints be 
ignored? The answer is a firm no! The 
molehill could become a mountain. 
Today's consumers may catch up with 
today's experts tomorrow. If the com- 
pany doesn't start to think of defence or 
correction today, the two could become 
two thousand which could become two 
million and grow into a consumer pro- 
test. Once a brand faces that, it loses 
trust. THC would find it difficult to re- 
gain ground. Although currently, costs 
don't permit introduction of a better 
product, it would be advisable for 
Gunesh and his team to keep at it and 
see how costs can be reduced to make 
the new product viable. 

It's not a case of social responsibility, 
but one of having the business sense to 
be sensitive to consumers. If you don't, 
competition may see the opportunity 
and attack. It may even be worthwhile to 
consider reduction in margins. Many 
MNGs in India have realised that pro- 
tecting margins may not be the best 
thing. They learnt this after they faced 
the shock of low-priced competitors 
coming in and stealing market share. 

What's the right time to act? Unfor- 
tunately, there is no template to guide 
us. A wise company will keep its eye on 
the ball and do the needful as the situa- 
tion develops. As Jack Welch said in 
Straight From The Gut. “There is no for- 
mulae answer to business strategies.... 
More often than not, business is smell, 
feel and touch as much as or more than 
numbers. If we wait for the perfect 
answer, the world will pass by." 
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How much does a company need to 
make the consumer aware? Companies 
are in business to sell products. There 
are enough regulators in society — the 
government, the FDA, the NGOs, etc.— 
who provide the checks and balances to 
ensure that consumer interests are pro- 
tected. And then, in a free market, there 
is the ultimate judge, the consumer! As 
long as the company is not breaking any 
laid-down legal rules; and as long as the 
company believes, in fair judgment, 
that the product it is offering is safe, 
there is no need to withdraw. 

As for companies providing knowl- 
edge, it is true that even we, as individu- 
als, don't reveal all our limitations in an 
interview and put only our best foot for- 
ward. So why should brands be differ- 
ent? Soaps are harsh on skin. That is a 
proven fact, and the basis of growth of 
Dove worldwide. Does that mean that 
every soap brand needs to put that on its 
pack and in its advertising? It is ridicu- 
lous. In that context, one sees the unfair- 
ness in the international governmental 
regulation stipulating that every ciga- 
rette pack should carry the warning "To- 
bacco is injurious to health. Given that 
cigarettes are permitted to be sold and 
marketed, it becomes the government's 
responsibility to promote 'anti-smok- 
ing' with the entire excise collected on 
the category. However, as this is a regu- 
lation, companies have no option but to 
follow it. In normal cases, companies 
naturally will do, and should do, what is 
in their best business interests. 

Having a Shiamak in the team is 
beneficial, it stimulates thinking ahead. 
However, to spread paranoia among 
consumers does not help, nor is it advis- 
able. And finally, having worked with 
consumers for over two decades and 

having observed them closely, one 

can say confidently that they know 

how to make their decisions. They 
are wise; they are not morons. 

In sum, the real issue in this 
case is that two complaints could 
be a signal for change. Wise com- 
panies recognise that consumers 

evolve all the time, and businesses 
need to evolve along with them or 
elsetheyfacethethreatofdeath. Ni 





The views expressed in this analysis are 
his own and do not reflect that of the 
organisation he works for. 
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HIAMAK, Dr Puru Lal, Tany 
and Aman have, in the guise of 
the right to know debate, 
brought into perspective a key 
marketing strategy issue. The issue is of- 
ten ignored by marketers: the informa- 
tion contract implicit in all business. 

All business are constantly chal- 
lenged by new sets of unintended con- 
sequences driven by new findings and 
research. Instinctively, they try to hide 
these from the consumer under the pre- 
text of the eternal debate of ‘to tell or not 
to tell’. Depending on ones position, the 
conflict between business greed and 
business ethics hides the significance of 
the issue of information as a key mar- 
keting weapon. 

Information is the main build- 
ing block of a key brand variable, 
trust. It is important for marketers 
to understand that in today's 
world when the Ps of marketing 
(product, price, place, promo- 
tions) do not provide sustainable 
differentiators, a key weapon in a 
marketer's armoury is the informa- 
tion contract. Infosys was able to 
leverage the power of the information 
contract to leapfrog itself into the big 
league, although TCS and Wipro had 
started much earlier. It has a clearly ar- 


ticulated information contract which 
does not hide bad news from its cus- 
tomers. All anecdotal evidence in ind- 
ustries such as oil, pharma and foods 
points to the fact that companies which 
use the information contract as a mar- 
keting weapon not only become, but 
stay, leaders. 

The information contract defines 
the way a company shares its strengths 
and vulnerabilities, both in business 
and in its products. It is never asked for 
by customers, butis given voluntarily by 
the business. It delivers three strong 
outcomes for companies: 

Builds Trust: This trust allows compa- 
nies to deal with mistakes, and cus- 
tomers believe them when they correct 
genuine mistakes. The pesticide contro- 
versy had different impacts on national 
brands versus local brands mainly due 
to the level of the information contract 
between the two. We all also know the 
national brands could have done better. 
Automobile majors have learnt that re- 
calling faulty car pieces is better than 
hiding facts. 

Defines Weaknesses Early: If a brand 
manager oflime juice cannot admit that 
his lime juice has less lime than a bar of 
soap, he better start recognising that he 
is vulnerable in his positioning. Seeing 
five fatal motorbike road accidents on 
Delhi's roads in the context of all the re- 
cent advertisements of motorbikes in- 
dicates to me that the motorbike majors 
have weakened their information con- 
tract with their customers. Wait till the 
safest bike is the winner. 

Raises The Bar, Internally: When the or- 
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ganisation knows that all is potentially 
out in the open, it challenges them to 
raise the bar and innovate. Food com- 
panies are increasingly focusing on en- 
suring that expired stocks do not reach 
the consumer, leading to better supply 
chain practices. 

How does a company go about 
shaping its information contract strat- 
egy? The first step is to recognise that 
this is a top level issue. It is a strategic 
business decision since it involves the 
future of the company and requires in- 
vestments to sustain. The contract will 
vary in its focus depending on the na- 
ture of the business. Intrim's framework 
for developing and managing the Infor- 
mation Contract rests on the four pillars 
of LEAD, which is listening; evolving 
processes to manage information; artic- 
ulation and active advocacy of informa- 
tion to consumers; defining the trade- 
offs clearly for consumers which the 
organisation has made. 

Competition and regulators are ex- 
cellent sources of early information 
about weaknesses in one’s products and 
services. If systems can be set up to 
manage the complexities of consumer 
behaviour, surely ways can be found to 
capture early warnings from such 
sources. An excellent case is that of the 
early warnings the Central Leather Ex- 
port Organisation in Chennai picked up 
regarding the PETA threat to India's 
leather exports. Sharing with customers 
that most Indian leather is made from 
carcasses eventually led to a mutually 
satisfactory agreement between PETA 
and Indian leather exporters. 

The goals of the organisation have to 
go into the realm of benefits to society, 
rather than pure sales and profit. 

All consumers know that in real life, 
trade-offs are made. Transparency of 
trade-offs is a key pillar on which the 
quality of information rests. This 
helps issues shift from ethics to 
perspectives on trade-offs, and al- 
lows the organisation to respond 
incrementally rather than thro- 
ugh cataclysmic events like court 
cases. An interesting thought— 
should the food packet give calo- 
ries or show trade-offs between 
calories and taste? 

This case helps bring the new mar- 
keting weapon — the information con- 
tract — into focus. bi 
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The dotcom 
euphoria burst 
exactly five years 
ago in India. During 
the giddy days of 
the Net boom, 
hope, excitement, 
greed and world- 
changing ideas 
jostled with each 
other, and changed 
the lives of the 
participants of the 
Net economy 


forever. It was a. 5 


time ^when the 
world went a little 
bit mad". BW's 
Radhika Dhawan 
asked five people, 
who were in the 


thick of things then, 


what they think of 
it all in hindsight 





START-UP MAVERICK 


SUNIL LULLA 
Managing director, Times TV 


I think start-ups are fun because it is 
greatto be at the bottom ofthe road and 
then climb up. And I like running a 
company. When I got the offer to join 
Indya.com, there was both fever and 
fervour. In hindsight, the best piece of 
fiction had been written: The Great 
Internet Hope. Anyone who was there 
between 1998 and 1999 will tell you that 
it seemed like the best place to be in. It 
was new, technology-led, and barriers 
to entry were fewer. 

With Indya, we were trying to find a 
platform that would be of use to people 
on an everyday basis. It got Rupert 
Murdoch excited enough to fly into 
Bangalore one Sunday afternoon. News 
Corp. put in $50 million and it was the 
biggest investments in the dotcom 
industry in India. If News Corp. had 
played a patience game, we would have 
built a strong economic model, I think. 
Today, in many parts of the 
world, the Internet change is 
sustained. The combined 
revenues of Yahoo! and 
Google total the rev- 

enues of the three big 
terrestrial ^ networks 
(ABC, NBC and Fox). 
Rediff has carved a media 
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gii? 
Sunil Lulla is now on his third start-up, Times TV. The 
first two were MTV and Indya. Unfortunately, the last 
one went down in history as a spectacular failure of 
one of the most high-profile and huge investments of 
News ales Does Lulla UE that m of his life? 





^We SHOULD have... 
we SHOULDN'T have..." 








space in the US, while Yahoo! and India- 
times have built businesses in the mo- 
bile space. This has nothing to do with 
the original model but the brands are 
online brands. 

I'm glad that the Internet phase 
happened in my life. I meet people who 
say “you lucky bastard!”It taught me 
what technology was all about and how 
you could use it. Today’s businesses are 
so technology-enabled. Those who 
have not participated in the Internet 
business are less tech-savvy. I meet a lot 
of. people who cringe when talking 
about the Internet phase in their lives. I 
would never hire such people. Because 
if you are embarrassed by what you did, 
then what's the point. 

Ifyoulookat what weare trying to do 
at Times TV, we don't have a single jour- 
nalist who is the conventional pen and 
paper type. They are all tech-savvy and 
camera friendly. I think the definition of 
journalism is changing in the age of TV. 

Everyone from the dotcom India 
phase has gone on 
to grow. I know of 
at least 20 peo- 
ple who have 
become suc- 
cessful per- 
sonal finance 
advisers, private 
investment 
bankers, or are do- 
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T |. DOTCOM 


3 — bean entrepreneur. She gave 


ing well in the travel business because Mu up a job with Boston Consulting d dotcom boom went bust, they had the 
they struck out on their own. But not me. FA Group to follow her dream. But A cash to discover mobile and gaming 
I have always said I will never burn my | . that didn't cloud her good n businesses. Businesses and markets 
own money. I am a good Sindhi. _ sense. She was one of the few X may vanish but these companies had 

^ Indian entrepreneurs who Ai the cash to morph into something 
WITH LU CK ON HI S SIDE Pes returned money to the venture different. From these situations emerge 

E: capital firm when things around P : the next big ideas. That culture of 
RAJESH JAIN N: her went kaput. . entrepreneurship would have lasted if 


CEO, Netcore Solutions 5 —  wehadalot more ideas. 
There is a book, Lucky or Smart?, bya | EM i My focus has really been on how to 
man called Bo Peabody, who ran a com- use technology as a platform and as a 
pany called Tripod. My answer is you tool for change. How can we create 
have to be smart to be in a situation solutions for the next billion people in 
where you get lucky. A friend once gave emerging markets? We need disruptive 
me a piece of advice: More than know- innovations in such markets. 
ing when to enter a business, it is also For instance, how do you deliver 
important to know when to exit a education differently? You need to 
business. You can’t begin a business leapfrog in the delivery of services. How 
with the objective of selling it one day. can we build technology-enabled solu- 
But ifan offer comes along, you need to tions which can be used in India first? 
be smart about it. How can you envision tomorrow's 

I launched Indiaworld a week world and go out and create it? India- 
after Yahoo! was formally launched world was a vindication of that belief. 
on 13 March 1995. With any new 
technology, we tend to overestimate 
what it can do in the short term and un- DRIVEN BY ETHICS 

NIRALI SANGHI 
President, Indiaparenting 


derestimate what it can do in the long 

term. But for anything to work, the 

ecosystem has to fall into place. Thomas I had felt it right through my studying 

Friedman in The World Is Flat talks days. I knew I was going to do some- 

about the telecom boom and howsome | that what I am doing is the next big | thingon myown. When I got pregnant in 

of the same mistakes were made there. thing. If I don't believe in it how will I | 1998 and started looking for information 
The second point I want to makeis | convince others? So you haveto paint | on parenting on the Internet, there was- 




























SANJIT KUNDU 


about entrepreneurs. You have to distin- | that picture of tomorrow. n't much available in the Indian context. 

guish between those who go in there | Looking back, I think the most posi- | What began as just a germ ofan idea then 

motivated only by money and those | tive aspect of the dotcom boom is thatit | wentonto become Indiaparenting.com 
who go in to change the | gave people a flavour of entrepreneur- | We raised $2 million from ICICI Ven- 














world. Anentrepreneur | ship. People quit well-paying jobs tosee | ture and Infinity Venture at an extremely 

has to have a | whatthe other side is all about. I wish it | high valuation. When the bubble burst, 

little bitofthe ‘change | had lasted alittle longer. Then we would | we were extremely cash-rich. But 

the world' thing in | havehadalot of money invested inthe | being a conservative person, I did not 
him. If I have to get | Internet business in India. That's what | blow itall up on advertisements. 

my passion | has happened in China. At least four We tried to do different things — buy 

across, I have | portals managed to raise $100 million- | a chain of nurseries, get into publishing, 

to believe | plus on the IPO offerings. So when the | but nothing really worked out. By 2001, I 

started feeling uncomfortable about the 


valuation that we had got and we 
He is the original poster boy of the dotcom era, decided to return most of the money. It 
who struck it big by selling his portal to Sify for just didn't feel right. I returned the 
. Rs 499 crore. As always, we found Rajesh Jain still money and also raised the equity stakes 
believing that every idea must aim to change the for ICICI and Infinity. 


world. Else, what's the point? We just kept a little bit of the money 
to keep going. We would have been prof- 
itable, but I knew that the investors 
would not get the kind of returns they 
were expecting. 

[twas notso difficult going through it 
all because it was happening to every- 
one around me. 
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vogue 
SIZING IT UP 


like ours, which started in 
1995, now has over 300 


aie a okie people. The world tends to 
anaging director, 
Edelweiss Capital surprise and a part of the 


game is to grow with that 
surprise. The key challenge 
is changing the mindset 
within the organisation 
and driving home the 
point that the world out- 
side has changed. 

From 1996 to 2000 and 
from 2000 to 2002, it was 
slightly painful. At that 
time, we were very clear E 
that this was a correction ho. 


of the world at large. We B.G. Mahesh and his partner Raj Koneru 
were also clear that we had became the punching bags of the dotcom 





I think towards the end of the whole 
Internet phase, people just got carried 
away but that is part of any market 
trend. For instance, steel is currently do- 
ing well and people will overinvest in ca- 
pacities. However, you also have to 
realise that a part of the dotcom busi- 
ness was just rubbish models. I guess 
when any industry is doing well a lot of 
riff-raff comes in. There was also too 
much focus on spotting an opportunity 
space rather than creating a good 
management team. 








SANJIT KUNDU 





A business plan does not reflect the | to put our heads down and bust in India. Fancy budgets, high-profile X 
quality of management. That can only | carry on. employees, multiple locations — it was all V 
be proven in the real world. The ability The era also kickstarted undone very quickly. Few know that the site 4 
of a management team to adjust to the | the venture capital indus- was originally called Mahesh.com and i, 
shifting world shows the qualityofman- | try. Many companies started life in the US in 1993. M 


agement. This is something we have to 
become very careful about. 


Wealth destruction is part of any | 


market, but in dotcoms it got hyped a 
lot. There was a lot more destruction in 
the IT services and in the BPO sectors. 








raised a lot of money in In- 
dia. And the availability of 
capital was a good thing 
because it allowed people to step out 
and say: ‘Let me try something differ- 
ent’. If we were to do it all again, we 





market has to say and you have to join 
the party’, they said. We too succumbed 
to it. 


So much money was destroyed but they | would do 85 per cent of it. Too many things were happening 
didn’t get the same bad publicity. The In- during that short time and we scaled up 
ternet became the foster child of the quickly. Once the writing was on the 
crash. Ultimately, I would think THE SURVIVOR wall, we were the first ones to go in for 
companies like Google, Yahoo! andeBay | B.G. MAHESH the right size. I think it was a correct step, 


would be worth it and make up for a lot 
of the wealth that got destroyed. 

If you go back to 1995, when the real 
Internet boom started, and then up to 
2001, you will see that point-to-point, 
the world has achieved quite a bit. If you 
start from 100 to go to 1,000 and then 
come back to 300, you are still 
three times the size you started 
with. A three-man-company 






Not a traditional venture 
capitalist, Edelweiss Capi- 
tal would have been mis- 
taken for one during its 
heydays. The firm was in- 
strumental in networking 
and raising money for nu- 
merous dotcoms, some 
of which Rashesh Shah, a 
promoter of the firm, now 
terms 'rubbish'. 



















Co-promoter, Indiainfo 


Mahesh.com was a fairly successful 
website for non-resident Indians. When 
Icame to India, it was all a bit ofa culture 
shock to me. I had never spent on public 
relations or on marketing. The amount 
of money spent on advertising was 
something that I could not under- 
stand, particularly when the num- 
ber of Internet users in India was 
so small. 
Everyone was 
relying on those 
research reports 
and fell into the 
trap. No one was 
talking about rev- 
enue. Everyone 
was advised, in- 
cluding us, on fo- 
cusing on page 
views for the mo- 
ment. ‘Sometimes 
you have to go 
with what 


Mm m7 
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but we got spanked in the media for it. 
The market was simply not there. 

For me, the entire Internet phase 
was a painful yet rich experience. I am 
the only one who stayed back in the 
senior management team. A few of us 
have continued to see that the show 
goes on. Itis my baby. 

I think what Internet companies, 
including us, should have done was to 
involve successful people from different 
businesses. We should have had them as 
advisers in the company or on the 
board. If such people were involved, we 
would have been warned that we were 
crossing the line. Also, if only we had 
paid attention to revenue. 

Was it good for all? Well, it depends 
on who you want to talk to. If you speak 
to the hoarding guys, they will say it was 
such a fantastic phase because they 
made a killing. Those who came into 
Indiainfo and left now have good jobs. 
People are earning well, so no one can 


the | really complain. = 


HEMANT MISHRA 


We innovate to make 
things simpler. 





Nds 


Simply Smart 


Simple outside. Intelligent inside. 


It is a philosophy built into every 








Telemecanique device. Complex 
technology packed within a user-friendly 
interface for ease in using the most complicated 
technology. It couldn't have been simpler, it could 


have been smarter. 





Schneider Electric India Pvt. Ltd., 


Corporate Office: A-29, Mohan Co-operative Industrial Estate, Mathura Road, New Delhi-110044. 
Phone: 011-51590000 Haindack: in.helndineb Ain maimai aaa a ‘a 
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RASHMI BANSAL 


HERE do you see yourself 
five years from now? 
That's a standard question 
every B-school applicant 
is prepared for. “Writing a 
novel” is not the standard 
or acceptable answer. But thatis exactly 
what a bunch of graduates from pre- 
mier B-schools are doing. By day, they 
are investment bankers and brand 
managers. By night, they toil away at 
their keyboards, tapping into their own 
experiences to spin out slice-of-life sto- 
ries that appeal to ‘People Like Us. 

IIM Ahmedabad graduate Chetan 
Bhagat relived his IIT days in Five Point 
Someone. Swati Kaushal's stints at Nes- 
tle and Nokia provided rich fodder for 
Piece Of Cake, a light-hearted tale set in 
corporate India. And that's just the be- 
ginning. July 2005 sees the launch of 





Mediocre But Arrogant, a story of love | 


and life in the fictitious Management In- 
stitute of Jamshedpur (MIJ). No prizes 
for guessing author Abhijit Bhaduri's 
alma mater — it's XLRI. 

Says Bhaduri: "Anyone who has 
gone through a business school or lived 
in a hostel will be able to identify with 
the characters in the novel." In fact, 
Mediocre But Arrogant (MBA) is the first 
of a trilogy. The second book will follow 
the protagonist into the corporate 
world, and the third one sees him fulfil 
his ‘dreams’. Writing these books itself 


Abhijit Bhaduri's debut novel Mediocre 
But Arrogant, the first of a trilogy, will 
be launched this July 














After Piece Of Cake, Swati Kaushal has 
taken a sabbatical and is well on her 
way to writing her second novel 


has been just that for Bhaduri, who 
otherwise works as part ofthe global HR 
team at Colgate-Palmolive in New York 
(See ‘In B-school, As In Life’). 

Anovelis alabour oflove. Like a good 
pot of coffee, it takes time and patience 
to brew. Says Bhagat: “The idea had been 
floating in my head for over eight years. 
But much of the process took place over 
a three-year period.” The process meant 
waking up an hour early and writing — 
day after day and sometimes late into 
night. After nine drafts and a complete 
rewrite later — Five Point Someone was 
born. Then came the really ‘hard part’ of 
finding a publisher. 

“Everyone, except Rupa, rejected it. 
They found the topic, title, language — 
everything too unusual,” recalls Bhagat. 
With 100,000 copies having flown off the 
shelves in less than a year, both 
author and publisher are now having 
the last laugh. Smart pricing has played 
its part in Five Point Someone's success. 











At a youth-friendly Rs 95, the book has 
achieved cult sales. For Rupa, the book 
is a worthy successor to The Inscrutable 
Americans, one of its best sellers for over 
a decade. 

For Swati Kaushal, writing Piece Of 
Cake was a one-and-a-half year project. 
“I had a very clear idea of the office bits, 
but only as disparate scenes,” says the 


A novel 


pastime 


Managers are moon- 
lighting as authors. But, 
refreshingly, the books 
they're cranking out 
have nothing to do 
with business 















_ MBA AUTHORS 








IIM Calcutta graduate, who now lives in 
Minneapolis, US. Certainly, the descrip- 
tions of the 'advertising meeting in the 
fourth floor conference’ room and life in 
the ‘northern region sales office’ are the 
book's most entertaining, insightful bits. 

The central character, heavily 
inspired by Bridget Jones, is 29-year-old 
Minal Sharma — the archetypal MBA 
trying to ‘have it all’ Says Kaushal: “In the 
Indian context, despite all the recent 
permissiveness one reads about, I feel 
women still agonise over marriage, ca- 
reer, family expectations and trying to 
make it all work out.” Though reviews 
have been mixed, the light-n-bright read 
seems to have found enough takers. 
Penguin is going in for a second reprint 
just two months after its initial release. 

If Piece Of Cake is chick lit for the 20- 
somethings, Deeptha Khanna’s Vinita 
Sharma, The Year I turned 16 is going to 
be its teen counterpart. The book, set for 
release by Puffin in 2006, is the ‘diary ofa 
wonderful young girl who is a teenager 
in present-day India’. Khanna, an IIM 
Bangalore graduate and brand manager 
with P&G, Singapore, says she met hun- 
dreds of teens in the course of her con- 
sumer work. And what struck her was 
that most of the impressions about 
teenagers are so one-dimensional. 

“I remembered how I was as a teen 
— idealistic, impressionable, hormonal 
(!) and decided I wanted to write a book 
that reflected the real Indian teenager. I 
did justice to more aspects of their lives 
than just the clothes they wear and the 
music they listen to.” Khanna’s heroine 
is sassy without being ‘yo’. The book fol- 
lows Vinita through a chaotic year in her 








In B-school, 
as in life 


ET against the backdrop of a 
fictitious business school in the 
steel city of Jamshedpur, Abhijit 
Bhaduri's Mediocre But Arrogant is 
a story of how the two years of 
an MBA transforms Abbey's life, 
perspective and relationships. 

Narrator and protagonist Abbey 
lands up in MIJ, the coveted Man- 
agement Institute of Jamshedpur, 
as an act of “serendipity”. Here, he 
meets several classmates — Harpal 
Singh alias Hairy, David Chum- 
manoor or Chumma, guitarist 
Arunesh Nanda, and the mysterious 
Rascal Rusty. Then the girls... 
Ayesha, for one. 

Will Abbey find the love of his 
life? In a Darwinian microcosm of 
the corporate world, MIJ teaches 
Abbey to hone his survival skills and 
shave off jagged edges of his char- 
acter. Is this what he wants to be? 


young life — deep friendships, heart- 
breaks, me vs my parents conflicts and 
the eternal quest for identity. Contem- 


DPS MMS sex clip are also woven in. 
Mainak Dhars first foray into pub- 
lished fiction was Flashpoint, a novel 
based on a fictional India-Pakistan war. 
The IIM-A graduate, who is currently as- 
sociate marketing director at P&G, Sin- 
gapore, had earlier co-authored two 
books on economics — a subject he 
studied at Delhi University. “I think I’m 
still at an early stage in really discovering 


like to see myself taking a full-time 
plunge into writing unlike today where I 
have a full-time corporate job. Writing is 
a passion | indulge in my spare time.” 
MBAs turning to writing is actually 
not surprising because many Indian B- 
school graduates are simply exception- 
ally bright individuals who followed the 
easiest path available to them. An IIM or 
XLRI campus is invariably host to a pool 
of versatile talents. And for these young 


Chetan Bhagat relived his IIT days in 
Five Point Someone, a book that is 
being made into a film 
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Deeptha Khanna's Vinita Sharma, the 
year I turned 16 will be released by 
Puffin in 2006 


people who could have been artists, 
musicians or filmmakers, treading the 
road to respect and riches has been less 
fraught with risk. 

Interestingly, all these MBA-turned- 
authors are currently based abroad. 
Perhaps they have more ‘spare time’ 
there? Both Kaushal and Khanna are, in 
fact, currently on sabbaticals from work. 
"You cannot write about something 
unless you put sufficient distance be- 
tween it and yourself," muses Kaushal. 
"Since Piece Of Cake drew so heavily 
from personal experiences in the corpo- 
rate world (though it's by no means a 
memoir) I dont think I could have writ- 


_ tenitwhile I was still working." 
porary issues like Internet porn and the | 


Dhar, however, feels the solitude 
that comes with living abroad leads to 
introspection. Hence, the self expres- 


| sion. Post Flashpoint, he has written a 


collection of poetry, Face In The Mirror, 


| which was published in early 2004. 


Khanna is also on to her next book — a 
set of 12 short stories for children titled 
Chari Thatha's Nature Stories. Kaushal's 


| second book goes a “little deeper" and 


| focusses on a 15-year-old girl. 
myself as a writer,” says Dhar. “I would | 





| 


| fairytale ending. s 


Meanwhile, Five Point Someone is 
being made into a film. Movie rights to 
the novel were snapped up by Ten Films 
in June 2004. Thirty-something director 
Ritesh Sinha, a former advertising man, 
who says he relates completely with the 
book, promises “not to ruin the gripping 
story with song and dance sequences”. 

For one MBA-turned-novelist at 
least, that’s a dream debut — with a 








The author is an IIM-A graduate and 
founder-editor of youth magazine JAM. She 
can be reached at rashmi@jammag.com 








Mukund Ramaratnam 
Director, AMD India 


IAM reading GAME THEORY AT 
WORK: Outthink And Outmaneuver 
Your Competition by James Miller. I 
feel the insights derived from this 
book are critical in today’s technology 
environment, which is all about com- 
petitiveness. This is more so in high 
growth markets like India. 

This book talks about pricing 
strategy, which is a critical element of 
business strategy. In the past, simple 
pricing mechanisms might have 
worked; but today, knowledge and 
transparency in pricing is a given, es- 
pecially with the Internet and globali- 
sation of trade. I would definitely rec- 
ommend this book to all manage- 
ment and marketing oriented people. 

[love reading management, 
strategy and technology- related 
books that present alternate perspec- 
tives. Most of my browsing occurs at 
airports or through the Internet. W 


ALERT 
Fowl: How Birdbrains Get Results 


By Martin Gurdon 
(New Holland) 





THIS book pretends to 
be about how chickens 
can teach us business 
strategy. Fair enough. 
But really, it's an aging 
male author's fantasy 
that involves a manager 
named Shardonay, wor- 
kers in bird costumes and a busi- 
ness initiative in which the dead 
bodies of beloved family pets are 
stuffed and glued to toy race 
cars. No, we are not kidding. P 








| 





Mellowing 


ASHOK V. DESAI 





ANY will remember the 
story that erupted over 
Delhi in February 2004 of 
the romance between 
Lord Desai and Kishwar 
Ahluwalia. The Times Of 
India gushed: "Lord Meghnad 

Desai, he of the strait-laced LSE 
and Einstein hair, is an 
unlikely hero of a Mills & 
Boon tale. Romantic fic- 
tion is not the forte even 
of Kishwar Ahluwalia, 
managing editor of Roli 
Books. Yet call it chem- 
istry or Cupid, when wor- 
Id-renowned economist 
met little-known pub- 
lisher, all kinds of ridicu- 
lous things happened. 
Stars shone, bells chimed, and a ro- 
mance blossomed over champagne 
and chameli. The two are all set to get 
married (both for the second time) in 
two ceremonies, one in Delhi, the other 
in London. And to think that three 
months earlier they hadn't even set eyes 
on each other.” Thus was a good woman 
annexed by the Desai clan. 





SELECTION 


A ‘brand’ new 
ad primer 


HE UK is one of the most evolved 

advertising and media markets in 
the world. It has a world-class ad busi- 
ness and routinely creates cutting edge 
advertising that makes brands and 
wins awards. 

It is also the world's most popular 
fishbowl for digital TV technologies like 
Direct To Home (DTH) and gaming and 
entertainment services on mobile 
phones. Author Chris Hackley makes 
ample use of this environment, based 
as he is at Royal Holloway University, 
London, in the School of Management. 
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Kishwar was the editor of a book of 
Meghnad, not this one, though. This is 
the next one — a 200,000-word com- 
pendium of Desai's writings between 
1967, the year after he ended up as a lec- 
turer in the London School of Econom- 
ics, and 2002, the year after he retired 
from LSE, bought a huge mansion in 

the countryside, and 
maybe dreamt of hav- 


DEVELOPMENT 
AND NATIONHOOD 
Essays is the Political 
Economy of South Asia 


By Meghnad Desai 


Oxford University Press 
Pages: 410; 
price: Rs 650 


ing a lady love to share it with. 

Although he taught in LSE for all 
those years, his early students would 
have been shocked to hear him 30 years 
later. For, he started as a fire-eating 
Marxist and ended up as an equally 
committed liberal. This collection 
serves all the flavours from the Left to 
the Right. The tone also changes. The 


He brings a conceptual rigour to his 
textbook, unusual in marketing and ad- 
vertising books. 

Hackley has a PhD in marketing, 
and it shows. His book is pleasant, in- 
formative and packed with examples 
from brands like The Sun to the football 
team Manchester United. There are sev- 
eral good ones in the chapter on Promo- 
tional Media. The example of a Scotch 


ADVERTISING 
AND PROMO- 
TION 


By Chris Hackley 
Sage Publications 


Pages: 264; 
price: £24.99 








.. BOOKMARK 


of Meghnad Desai 


early Desai was an 
earnest academic. The 
later tone is magisterial. 

Many of the pieces 
are talks. The character 
of the invitations cha- 
nged as he became fa- 
mous; from being asked 
to read papers at semi- 
nars, he graduated to 
giving ceremonial orations. As the audi- 
ences became more distinguished, the 
themes also became broader and gra- 
nder. The length of the book is amelio- 
rated by the variation in style and pace. 

The early pieces are dominated by a 
search for "contradictions" in India's 
capitalist development. Thus, the first 
paper asks why the "nationally domi- 
nant minority” — the Anglophone 
nationalists — lost out to the “non- 
dominant majority” — the verna- 
cular provincials — in the 1960s. Desai’s 
answer is that there was a split in the 
former between Nehruvian socialists 
and big business. 

In subsequent papers, this “contra- 
diction” is blamed for slow growth, hope 
is reposed in the Green Revolution 
spreading across the country and creat- 
ing a national proletariat which would 


whisky company that hired a student to 
be brand ambassador on his campus is 
quite interesting. “Using a financially 
embarassed student is not only cheap, 
it also means that students are ac- 
cessed through their peers and resis- 
tance is circumvented,” says Hackley. A 
ploy that Indian liquor marketers can 
only dream of. Or, take Benetton’s con- 
troversial advertising. Its ads, which 
deliberately take up issues like race, 
HIV and others to make a statement, 
usually get strong reactions. 

With cases like these, Hackley takes 
you, very easily, through the basic con- 
cepts of advertising, promotion, and 
other marketing tools, throwing in sev- 
eral related topics, like culture. A good 
read for anyone who wants to study 
what brand building is all about. Ww 


VANITA KOHLI-KHANDEKAR 


MEGHNAD DESAI is professor 
emeritus of management at Lon- 
don School of Economics where 
he taught for 38 years. He was the 
founder-director of the Centre for 
the Study of Global Governance. 
Desai has written 16 books, 
among these, Marx's Revenge 
and Nehru's Hero: Dilip Kumar in 
the Life of India. He is a member 
of Britain's House of Lords. 








lead India to a revolution. By the time of | 


the emergency in the 1970s, Desai is bit- 
ter and despairing, and predicts that the 
next dictator after Indira would be a 
strong man that is "stronger willed, 
more single-minded, not confused by 
radical claptrap." 

Something happened then. Maybe 
Desai got disgusted and tried to forget 
India; maybe he got involved in Labour 
politics; maybe it was something more 
personal. There is only one article in this 
book from the 1980s. And then there is a 
spate of articles and speeches from the 
1990s onwards. Maybe in Britain, Desai 


had arrived by then; in 1989 he was | 


made a life peer. That was a reward for 
intellectual services to the Labour party, 
which transformed itself in those years 
from a British CPM to a nimble, liberal 
party with a heart. And the Manmohan 


What drives 
economies? 


N the tumultuous years be- 
fore and after the arrival of 
the Internet, there has been a 

shift in the kind of institutes 
that drive economies. These 
are increasingly non-state entities. In 
GLOBALISATION, ICT AND DEVELOPING 
NATIONS (Sage Publications), Sumit 
Roy, senior visiting fellow at the Depart- 
ment of Economics, City University, Lon- 
don, takes a deeper look at the shift 
from state to non-state institutes that 
now steer economic and political 
change. The foundation of this change, 
says Roy, is not just new economic 
thinking, but also how information com- 
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reforms made India a more interesting, 
less predictable, more hopeful place. 

On his return, Desai touched on his 
early themes of socialist transformation 
and planning; but his message was 
quite different: that India should open 
up and integrate itself with world capi- 
talism. It was partly out of resignation — 
he had given up hope of the Indian state 
taxing the rich enough — but also partly 
out of optimism that Manmohan 
Singhs reforms had opened up the 
world capital market for India. What did 
not change was Desai's frustration with 
the Indian political system: earlier it had 
defeated socialism, now it was well 
armed to defeat capitalism. 

As his socialism drowned in despair, 
his mind was liberated, his ideas soared, 
and his themes became more wide- 
ranging — such as nationality in a 
multinational country, secularism and 
communalism and a vision for South 
Asia. He became that oxymoron, an NRI 
worth reading, eclectic, panoramic and 
entertaining. Desai's journey is not riv- 
etting; but the destination is, and that is 
what matters. Li 





Ashok V Desai is consultant editor 
of The Telegraph 


munication and technology 
(ICT) have impacted society. 
The key point in the first 
half of the book is that many 
institutions, both global and 
regional (like ASEAN), can 
harness the potential of non- 
state institutions (read: 
MNCs) as a force of growth. 
The second half of the 
book illuminates the need 


for developing regions to use ICT to 
bridge the digital divide and stimulate 
development. India has been taken as a 
case study with a quick look at every- 
thing from its hardware sector to its 
tele-working experience. 

The author seeks to explain the 
synergy between technology and eco- 
nomic development, but fails to bridge 
the gap between the two very distinct 
parts of the book. x 






















India. What will the National 


most people hin 
(80, that expenditure c on the first 
is money down 


bluff? Perhaps it knows that the Left may 
not actually withdraw support from the 
UPA. As with FDI in telecom, the PM 


disinvestment, spurred, possibly, by the government’ S 


| poor showing on reforms during its first year in power. 


What the UPAs actual philosophy on disinvestment is 
is anyones guess. Its bible, the Common Minimum Pro- 


gramme (CMP), is a political document, not an economic 

. one, and it is pretty vague. Courtesy the CMP we know 
-sick public sector units (PSUs) will be restructured and 

. perhaps sold, and that profitable ones will ‘generally’ not 
be privatised. We know that privatisation will be transpar- 


ent, that PSUs will be granted 
managerial and commercial 
autonomy and be allowed to 
raise resources from the capital 
market. Also, proceeds from 
privatisation will be linked to 
social sector expenditure. 

That last clause explains 
why the Budget takes no credit 
for disinvestment receipts, 
since that money flows into the 
National Investment Fund and 
not the Consolidated Fund of 


Investment Fund be used for? 
Restructuring PSUs and for ed- 
ucation and health, although 
, and rightly 





the. drain. be s 
However, improving access to edücatioti in health are 





N- laudable objectives, and thereisa pledge that public ex- 
.. penditure on education will be 6 per cent of GDB while x 





expenditure on health will be increased to 2-3 per cent. 





If the finance minister is to be believed, disinvestment | 
will bring in Rs 16,000 crore over five years, granted of | - 
. course, that the UPA government lasts that long. Given - 
. ^ this projection, why does the 2005- 06 budget provide. 
7 Rs14,040 crore of loans and Rs 3, 554 crore of equity sup- | 
^ „portto Central PSUs? It is a separate matter that the UPA | 
~ hasbeen able to do little to make public expenditure more 

_ efficient or limit hikes in EPF rates. 


But let’s get back to the privatisation issue. e. What does | 
privatisation mean? Is there privatisation if government 


equity is more than 51 per cent? With the clause on raising. 


resources from the capital market, the CMP suggests that 
while minority sales are fine even for profit-making PSUs, 


the Arun Shourie model of strategic sales (Centaur hotels) 


is out ince t the FM wasnt willing to concede an EPF rate 
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seems to have been key to resurrecting 


| 
| 
| 
| 
| 
| 
| 
| 
| 


AS the Congés décided to call the Lefts | 


Like the rest of the country, the 
Left must be wondering what 
the government's policy on 
PSUs really is 





| 
| 
| 
| 
| 
| 
| 


| dress tothe Congress Working Comm 


-but with a self-chosen: mandate of covering 







of 12.5 per cent asa persuasion. measure, disinvestment 
appeared to have been off the CMP slate until the PM sad 1- 
mittee on 16 May. = 
However, given the confusion over media briefings qu 





and the conflict between the statement andthe press 
handouts, no oneis clear about what the PM actually said. . 
But he is believed to have harped on the need for disin- _ 


vestment to “rise like a phoenix from the ashes" Thus, we 
have the 26 May Cabinet decision to sell 10 per cent of the | 
government's 68 per cent equity ín the profit- -making 
BHEL (Bharat Heavy Electricals Limited) — - with the 
promise of more such sales, ^ 
.. Could such a major decision have been iakeh without | 
the concurrence of the Left? It seems unli! cely. Yet, true to 
form, Left spokesmen have 
criticised the announcement. 
Andwhat exactly are they com- 
plaining about? The govern- - 
ment will still retain more than 
51 per cent of the sharehold- 
ing, and. sales will be to retail 
investors, banks, financial in- 
~ stitutions, mutual funds and — 
foreign institutional investors, 
allof which should do wonders 
-for BHELs management. 
.. All the same, the Left has 
: cause for complaint. Like the 
‘rest of t ne country, it must be 
E wondering. what the govern- 
-ment’s policy‘on PSUs really is. 
Look at the number of institu- 
tions. mandated to study the 
restructuring, reform or what 
you will. There isa Board for Reconstruction of Public Sec- 
tor Enterprises, ostensibly to examine loss-making 























ugh it is yet to submit a report, the board ha 
that it doesn't believe in privatisatio -disinv stment. 
There is also an adhoc gi group of expe: d 
jun Sengupta! that has been set up to examine nat | 
and miniratnas, but with ano! her self-declar i 
_ ofcoveringall profit-making PSUs. The grou phas: l 
ted a report that not only looks ät managerial aad com- | 
mercial autonomy, but also recommends equity dilution 
up to 51 per cent through. the Board of Directors, and - 
more than 51 per cent: through Parliament. In other 
words, it recommends both: Ta and disinvest- 
ment. If these are accepted, we will ha 
paradoxical situation of profit-mak gP SUs being sold- 
and loss-making ones being retained. Should we rechris- - 
; MP) that «e 













ten the Common Minimum P 'rogramme | (CMP) 
UPA swears by to Confused d Management am 
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Conon 


Delighting You Always 


PUT YOUR 
OFFICE ON A 
‘HIGH-CARPS’ 
DIET! 


e Print ° Scan ° Copy *Fax at super speed 
with CARPS (Canon Advanced Raster Printing System). 


Presenting Canon Laser Multi Function Devices. 





Experience a ‘technological sugar rush’ with Canon's new range of super versatile machines. These Printer-Copier- 
Scanner-Fax machines come loaded with CARPS(Canon Patented Technology) that uses your PC's memory for faster 
printing. It gives you high quality prints, outstanding scanning and quick fax capability. You also get bundled 
software like Presto! Page Manager 6 and Omni Page to make life easy. Go ahead, speed up your work with Canon. 













MF5630 


e Print/Copy Speed - 18ppm/cpm(A4) 
e Scan - 9600x9600 dpi (Enhanced) 
* Auto Document Feeder - In built 
» Total Memory - 64MB--the memory of your PC(CARPS) 
e Others - MF Toolbox v4.7 for easy scan to PC/Email 
* Bundled Software : OCR Software, 
Presto! Page Manager 6, Omni Page 


MF5650 


* Print/Copy Speed - 18ppm/cpm(A4) 
e Scan - 9600x9600 dpi (Enhanced) 
* Fax - Super G3, 3 sec per page 
* Auto Document Feeder - In built 
» Total Memory - 64MB +the memory of your PC(CARPS) 
Others - MF Toolbox v4.7 for easy scan to PC/Email 
* Bundled Software : OCR Software, 
Presto! Page Manager 6, Omni Page 


MF3112/MF3110 


* Print/Copy Speed - 20ppm/cpm(A4) 
* Scan - 9600x9600 dpi (Enhanced) 
Total Memory - 64MB +the memory of your PC(CARPS) 
. Others - MF Toolbox v4.7 for easy scan to PC/Email 
* Bundled Software : OCR Software, 
Presto! Page Manager 6, Omni Page 
"Zooming with preset ratio (MF3112 offers customized ratio)" 


South & South Asia Regional Headquarters: Canon Singapore Pte. Ltd., 1 Harbour Front Avenue, #04-01 Keppel Bay Tower, Singapore 098632. www.canon-asia.com 
Corporate Office : Canon India Pvt. Ltd., Second Floor, Tower A & B, Cyber Greens, DLF Phase-lll, Gurgaon 122 002. 
Call Canon at 1600 33 33 66 / 39010101 or visit us at www.canon.co.in 


a 


dentsumarcom/canon/1215/2005 
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Suzlon Energy. Asia's largest wind power company*,with operations 
in Australia, China, Europe, India & the United States of America. 


Technology development centres in Germany & Netherlands. International business headquarters in Denmark. 

- 10 E Wind turbine manufacturing facilities in India. Just like the wind we harness our energy from, Suzlon's success 
YEARS too is powered by global experience. Its unique combination of international expertise and local know-how, 
REUVENATING of professional acumen and a selfless motive to protect the environment, all working towards making it the SUZLON ES 
world's 6th largest and Asia's largest wind power company today* A company that, as of3 Ist March 2005, has < 


EARTH : ' ; e s 
installed and commissioned wind turbines with a power generating capacity of more than 1000 MWs! POWERING A GREENER TOMORROW 


Some facts about wind energy: * Growing at 28% globally for the last 5 years. * Wind energy meets 20% of Denmark's electricity consumption & 6% of Germany's. 
* Renewable Energy expected to meet 22% of the European Union's power requirements by 2010. 


WIND KNOWS NO BARRIERS. NOR DO WE. 


" World-Market Update 2004, BTM Consult Denmark 








Samsung recommends 
Microsoft" Windows" XP Professional. 
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SAMSUNG 


nt is not measured 


what you have done. 


Are you a mere thinker or someone who follows up thoughts with concrete action? For the latter, we present the weapon of 
choice - Samsung NotePCs. Designed to maximise productivity, Samsung NotePCs are loaded with a whole bunch of 
thoughtful features that free you to concentrate all your energies on what you do best. Samsung NotePCs. Don't just think, act. 


Samsung Smart Functions for Smart Computing: 
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Sum HELPLINE 
s 3030- B282 


support.india@samsung.com 





Network Manager Smart Screen Digital Convergence Etiquette Mode 


It's time to act. Choose your Samsung NotePC. 






















P28 (P Series) 
* Intel” Celeron* M Processor 1.6GHz (2MB) 
* Microsoft® Windows® XP Home 

* (15") 38.1 cms/256MB/40GB/Combo Drive 
* 3 yr Warranty/3.5 hrs of battery life 

* Weighs only 2.7kg 


Starting at Rs. 62,990” 


Free Allen Cooper Carry Case 


X05 (X Series) 
* Intel” Centrino" Mobile Technology 1.5GHz(2MB) 
* Microsoft® Windows” XP Professional 

* (14.1") 35.8 cms/256MB/40GB/Combo Drive 

* 3 yr Warranty/3.5 hrs of battery life 

* Weighs only 2.0kg 


Starting at Rs. 65,990* 


Free Allen Cooper Carry Case 





Choose from a range of 10 stunning NotePCs. 
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For more details call 1600-114433 or write to: notepc.siel@samsung.com. intel, Intel Centrino, Intel Inside, the Intel Centrino logo, the Intel Inside logo and Pentium are trademarks or 
registered trademarks of Intel Corporation or its subsidiaries in the United States and other countries. Microsoft and Windows are registered trademarks of Microsoft Corporation in the United States and 
other countries. All other trademarks are used for identification purposes only and belong to their respective owners. Features may vary from model to model. # Taxes, Octroi, levies as applicable extra. 
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Soft Stories 


The media has an exceptional 
talent of getting euphoric 
about small events. The 
economic progression of 
any region is always accom- 
panied by its influence 
spreading in the world. Be it the 


US or Japan, the countries which had a boom of 






growth also gained considerable share in cultural influence 

around the world. This is nothing new. As we have aped the West for so 
many years, it is now fitting that we export some of our culture to them. 
But let's not get drowned in a flood of needless optimism. 


Yugal Joshi, posted on BW website 





PROVIDENTIAL SUGGESTIONS? 
Considering all the problems and 
corruption in the Provident Fund being 
reported on, the new pension Bill 
should be passed only with the 
following safeguards: 

Two members of the PFRDA should 
belong to labour organisations. Labour 
interests should be protected because, 
fundamentally, the PF is meant to serve 
labour. Second, attempts to give full 
control to just six pension fund man- 
agers should be scuttled, and entry 
should be unrestricted for competent 
organisations. Like the RBI, the PF 
authorities may regulate entry through 
measures like capital adequacy. 

Sashi Kumar, Bangalore 


AN UNPROGESSIVE PLAN 

Smart citizens willagree with your 
opinion ‘Think Twice Once More’ (BW, 
28 February). The UPA government's 
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employment guarantee scheme bristles 
with many pitfalls. The average size ofa 
rural family is at least four, but the 
scheme offers only 100 days of employ- 
mentin a year for just one member. 
Since the jobs will be in rural areas us- 
ing unskilled labour, the quality of the 
permanent assets created (apart from 
leakages of funds deployed) will suffer. 
Also, though job training may help 


| liftsome unskilled villagers out of 
| poverty, no such thing has been 


considered. The people will remain in 
poverty and the assets will crumble to 
dust. Where's the progess in that? 

N.K. Suryanarayanan, via email 


BROKEN LAND 

Fragmentation of land, improper prop- 
erty titles and ownership disputes have 
made it impossible for farmers to raise 
capital and modernise (‘Fixing The 
Mandi’, BW, 30 May). Mandi reform 
will be effective only when the govern- 
ment regularises all farm properties. 
Arun Kottolli, via email 


CORRIGENDUM 

In A Bite Of The Apple’ (BW, 13 June) 
we incorrectly stated that Soundbuzz is 
planning to come out with a digital 
music player to take on iPod. Sound- 
buzz is not planning to become a 
device manufacturer, though it does 
have a partnership with Creative, 
which deals in digital music devices. 
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(1) Bio-Green Filter m. 
Bio-Deodorising pm 


Filter 
Silver Nano Filter 


Samsung Air Conditioners are much more than mere ACs. Thanks to the Six Step Fresh-air system, air is processed and filtered not once, 
but six times. Therefore, the air you breathe is not just cool, but also refreshing and rejuvenating. So, breathe deep and freshen up! 
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this issue 








Clockwise from top left: Arun Jain of Polaris, Phaneesh 
Murthy of iGate, Deepak Ghaisas of i-flex, and Narendra 
Patni of Patni Computers are all looking at a new reality 


COVER STORY 


Caught In 
The Middle 


Differentiate or perish — that's the writing 
on the wall for Indian mid-tier IT service 
companies. Does the mid-tier have the 
depth and resources to stand up to the 
challenge? If not, it's only a matter time 
before larger, stronger players push them 
into the sidelines. 





BY INVITATION 


Future Shock 


Sanjay Anandaram, managing director of 
JumpStartUp Fund Advisors, on why 
India’s much-vaunted IT industry must 
change dramatically to maintain its 
leadership role. 














Exclusive No More? 


A US court ruling allowing innovator pharma companies to 
approve authorised generics could kill the EMR regime. 


Politics BJP president 
L.K. Advani's remarks in 
Pakistan should be seen in the 
light of the BJP's growing need to 
dissociate itself from the RSS in 
the era of coalition politics. 





« Advani: Epicentre of the quake 


Raman Roy He has quit Spectramind, the 
company he set up and later sold off. What next? 


BPO The Nasscom ITES-BPO Strategy Summit 2005 
looks beyond the era of low-cost advantage. 
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| guru Jack Trout is convinced that 
| ‘positioning’ is as relevant today as it 





A Few Good Men? 


Arbitrary transfers made by the UPAS first labour minister, 


| Sis Ram Ola, are further undermining the credibility of 


regional provident fund offices around the country. 


Jack Trout Marketing strategy 


was 35 years ago when he introduced 
the concept into the world of business. 
An exclusive interview. 





"You don't worry about positioning > SONE 
only if there’s no competition" a 


Mid-Cap Funds Should investors be wary of the 


| current boom in mid-cap funds? 
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is a rare Indian product start-up 
that survived the telecom bust 
and managed to create a 
niche for itself. Innovation 
and speed are what brought 
it success. 





62 Bookmark Oded Shenkar, consultant to 
govenments and guru par excellence, believes that China is 
coming to steal your job and suck up all the venture capital. 


ECONISHAD 
36 Niranjan Rajadhyaksha 


Government policies that violate the laws of 
economics often do more harm than good. 





GAMEPLAN 
46 Ranjit Shastri Businesses that 


refuse to reinvent themselves over time risk 
becoming obsolete — and extinct. 


THAT'S IT 


52 Mala Bhargava Despite the role of 
technology in the Star Wars series, the movies 
are more about The Force than special effects. 





COACH’S BUSINESS 


58 John Buchanan There is a way for 
teams to link their processes with a larger 
vision: it’s called the ‘stretch’ approach. 
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Web Exclusives 


Wide Angle: Effective leadership is a function of the 
needs a leader has to attend to. 


Stock Sense: India Inc. has been travelling overseas a 


lot. Will better visibility make a difference? 


Pharma Capsules: Your fortnightly update of the 
action in the pharmaceuticals sector. 


| Logonto | ie  Wwww.businessworldindia.com  ) 











Defending L.K. Advani 


HIS letter normally sticks to matters of economics, 
business and international affairs. But I am so 
mystified by the brouhaha over Lal Krishna Ad- 
vanis statements in Pakistan that I am going to let 
politics intrude this week. 





Advani's statements have made his party writhe in dismay, as if 
he has dismantled its ideology altogether. But a close reading of 
the statements makes you wonder what the controversy is 
about, even from a Sangh parivar point of view. Let's go over 
them. He said partition is an irreversible fact. As far as I know, 
no BJP leader has ever asked for reversing partition. In any case, 
can history be reversed? Does someone in the parivar own a 
time machine? Secondly, Advani said the day Babri Masjid was 


| demolished was the saddest day of his life. He has said this so 


many times that it has become a 
cliché. That it should surprise 
anyone is a surprise in itself. 


m] 
Businessworld 


Thirdly, he said Jinnah was a rare 
individual who actually created 
history, not just left a stamp on 
it. What else would you say 
about a man who artificially cre- 
ated a whole country?! Fourthly, 


Thé Perils , 


ot the 


Midäle Rung 


Constituent assembly of Pak- 
istan was a forceful espousal ofa 
secular state. This is a matter of fact — that Pakistan didn't fol- 
low his advice is another thing altogether. In fact, Advani's 
quotation of Jinnah should have made his audience squirm! 
Fifthly, he said Sarojini Naidu had once described Jinnah as an 
ambassador of Hindu-Muslim unity. This is also a verifiable 
fact not open to controversy. Lastly, Advani wrote in the visi- 
tors book at Jinnahs mausoleum: “My respectful homage to 
the great man." That, I would imagine, is ordinary courtesy 
you pay when you visit your neighbour. All of this doesn't add 
up to calling Jinnah "a great, secular leader" — a phrase that 
keeps getting attributed to Advani. Which is why I think what 
is going on in the BJP is not about Advani's statements — it is 
about who wields control over the party. 





Coming back to business, there are real issues facing the Indian 
IT industry as well. As the industry matures, the middle tier is 
facing a crisis of sorts, writes special correspondent Snigdha 
Sengupta. She then goes on to explore the options before them. 
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HE fault lines in the Sangh 
parivar split the saffron camp 
open last week, unleashing a 
quake of epic proportions that 
threatens to bury the Rashtriya Swa- 
yamsevak Sangh (RSS) and the Bhara- 
tiya Janata Party (BJP) under the debris 
ofa long and bitter struggle for power. 

The crisis rocking the saffron forces 
is not just about former BJP president 
L.K. Advani's reported statements or the 
succession battle within BJP's Genext. 
Nor is it a simple clash of ideology — 
moderate versus hardline Hindutva. 

The confrontation is over something 
more basic, something that challenges 
the very foundation of the parivars 
power structure. Its about rewriting the 
equation between the RSS and its politi- 
cal arm, the BJE and streamlining saf- 
fron politics for today's coalition phase. 

After its shock defeat in Lok Sabha 
elections in 2004, the BJP has had to face 
the unpleasant truth that its voter base 
is too narrow and its national spread too 
limited for it to come to power on its 
own in the near future. Its only hope of 
returning to office is as part ofa coalition 
for which it needs the flexibility of au- 
tonomous functioning without having 
the RSS and its various constituents, like 
the Vishwa Hindu Parishad (VHP), yap- 
ping at its heels constantly. 

The Telugu Desam Party's withdraw- 
al from the NDA on the Gujarat issue 
was another wake-up call that the com- 
munal politics of organisations like the 
VHP and the Bajrang Dal will hamper 
BJP’s ambitions of leading a successful 
coalition against Congress’ seemingly 
impenetrable United Progressive AL- 
liance (UPA)-Left Front combine. 

Unpalatable as these facts may have 
been to the architect of the BJP’s Hin- 
dutva line, Advani seems to have come 
around to former prime minister A.B. 
Vajpayee's view that the BJP needs to 
mainstream itself by distancing itself 
from the RSS without necessarily dis- 
owning its mentor. A nuanced declara- 
tion of independence, so to speak. For 
Advani, the process was to begin in Pak- 
istan, which he felt would give him an 
ideal platform to correct the anti-Mus- 
lim image of his party and discard his 
militant Hindu cap. 

It's not clear whether he anticipated 
the extent of the reaction within the 
Sangh over his so-called dove-like re- 


Pitching 
fora 
‘free’ BJP 


Advani's remarks in 


Pakistan should be seen in 


the light of BJP’s growing 
dissociation with the RSS 


marks about the Babri Masjid demoli- 
tion and Pakistan's founder, Moham- 
mad Ali Jinnah. However, his abrupt de- 


cision to resign from the post of party | 


president and the speed with which Vaj- 


payee rose to his defence by supporting | 


his perception of Jinnah’s ‘secularism’ 
show that the two are spoiling for a fight 
with their tormentors in the Sangh. 

As the battle lines are drawn, the pic- 


ture remains hazy. The line-up, both | 


within the BJP and the RSS, is still to 
emerge. Is the RSS united in the power 
tussle with the BJP? Are the second-gen- 
eration leaders of the BJP ready to back 
Vajpayee and Advani in their plan to 


bring BJP out of RSS’ shadow? And the | 


outcome of the battle remains uncer- 
tain. But there are indications that ef- 
forts are on for a hasty patch-up job, 
similar to the one that was carried out 
after RSS chief K.S. Sudershan’s tele- 
vised attack on the Vajpayee-Advani 
duo, largely because of the forthcoming 
Bihar elections. 





The Bihar elections are crucial to the 
fate of the ruling coalition and could 





start the countdown to a mid-term gen- | 


eral election. So, it is critical that the BJP 
and its National Democratic Alliance 
(NDA) partner, JD(U), put up a proper 
fight. The alacrity with which JD(U) 
leaders Nitish Kumar, George Fernan- 


des and Sharad Yadav have jumped into | 
what would normally have been BJP's | 
internal matter underlines the anxiety | 


of the anti-Lalu Yadav forces not to let | 


the NDA equilibrium be disturbed. 
Can Bihar prove to be the rallying 


point for the conflicting forces in the | 


parivar? Much depends on the stand 
taken by leaders other than Sudershan; 
like his likely successor Mohan Rao 


Bhagwat, and H.C. Seshadri, who is the | 
oldest and the most respected of the | 
Sangh top brass. If they can be per- | 
suaded to agree to an interim arrange- | 


ment till the Bihar polls, the saffron 
camp may see a temporary, albeit un- 


easy, truce. On the other hand, if they | 
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put up a united front with 
Sudershan, the showdown 
between the RSS and the BJP 
could come sooner than ex- 
pected, with disastrous con- 
sequences for the NDA in Bi- 
har, and for its future itself. 

The tensions between the 
RSS and the BJP, evident in 
small ways even during the 
Vajpayee governments rule, 
first exploded in public a few 
weeks ago when Sudershan 
went on television to haran- 
gue the BJP leadership and 
demand that Vajpayee and 
Advani make way for fresh 
blood. It was the first time 
that the RSS had publicly at- 
tacked a member of the pari- 
var and Sudershans inter- 
view sent shock waves 
through the saffron camp. 

Embarrassed by the 
chief's decision to wash dirty 
linen in public, Sangh leaders 
like Bhagwat and Seshadri 
rushed to paper up the cracks 
that had appeared and threw 
their weight behind the BJP's 
two tallest leaders. However, 
the damage had been done 
and the interview seems to 
have been the proverbial 
straw that broke the camel's back. From 
then on, it was inevitable that the battle 
would be fought with renewed force. 
Advani's ‘Jinnah’ remarks seem to be 
merely an excuse to settle scores. 

While the Vajpayee-Advani duo is 
trying to mainstream the BJP there is no 
escaping the fact that the party is almost 
totally dependent on the RSS network at 
election time. It is the RSS cadres who 
turn out to campaign for the BJB man 
the booths and swell the voter ranks. So, 
can the BJP cut its umbilical cord from 
the RSS without paying a price? 

Vajpayee and Advani are banking on 
the professed reservation of leaders like 
Bhagwat and Seshadri that RSS, under 
Sudershan, has become too involved in 
the day-to-day running of the BJP They 
are believed to think that there should 
be more distance between the two to 
preserve the Sangh’s purity of ideology. 
Can Vajpayee-Advani triumph, or will 
BJP accept Big Brother's authority? 
ARATI R. JERATH 


TRIBHUWAN SHARMA 


ELECTROLUX KELVINATOR 


lug-o-war 


HOis getting the Rs 340-odd- 
crore Electrolux Kelvinator 
(EKL)? Reports said that the 


contours of a deal with the Rs 4,000- 
crore Videocon group have been fi- 
nalised. But sources say Harish Kumar, 
managing director of the Rs 150-crore 
` Maharaja Appliances, is still in the run- 
ning. While Videocon has the financial 
clout, Kumar is one of the original part- 
ners of the Swedish AB Electrolux for its 
Indian venture and a director of EKL. It 
appears that the attraction of EKL, 
which ran up a loss of Rs 117 crore 
(FY04) and has debt of about Rs 506 
crore, is its ready production capacity. 
According to sources, Videocon is 
expected to take over the entire EKL op- 
eration, including its manufacturing 
facilities (Shahja- 
hanpur in Rajas- 
than, and Warora 
and Butibori Ma- 
harashtra), while 
AB Electrolux 
would pick up a3- 
4 per cent stake in 
Videocon Inter- 
national. So, Vid- 
eocon would add 
refrigerator capa- 
city of 750,000 
units to its exist- 
ing 650,000 units. Sources said Hyundai 
refrigerators, made by Videocon in 
India, is facing a capacity constraint. 
Kumar, on the other hand is keen to 
launch a refrigerator line of his own. If 
he gets EKL cheap, he would need to 
invest much less than for a greenfield 
unit and he could also get into the mar- 
ket faster. In all likelihood, he would 
. also have the Kelvinator brand, which 
still enjoys fairly good brand equity. 
Neither Videocon, nor Kumar was 
willing to comment as they are bound 
by the non-disclosure agreement with 
EKL till a deal is finalised. A decision will 
be taken after their meeting with the AB 
Electrolux board to be held soon. EKL is 
also said to be weighing the option of 
selling off its plants and turning itself 
into a trading company. g 
NANDINI VAISH 
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NION petroleum minister 
Us Shankar Aiyar seems to 
be making some headway with 
Pakistan about getting natural gas piped 
in from Iran, but the US could still spoil 
his party. For starters, Aiyar and his Pak- 
istani counterpart have set up a joint 
working group that will look into the 
technical, legal and commercial issues 
of laying the estimated $4.5-billion, 
2,600 km Iran gas pipeline that will pass 
through Pakistan. 
While the pipeline will take time to 
fructify, Aiyar is trying to convince Pak- 
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NEWS CAPSULES 
RIL gas for Dadri 


Revi anc Energy (REL) chairman 
il Ambani has said that Re- 
liance Industries has committed to 
provide natural gas supplies to REL'S 
Dadri power plant in Uttar Pradesh. 
The plant is due to be commissioned 
by 2008-09, he said, adding that the 
company has earmarked an invest- 
ment of Rs 68,750 crore for power 
generation projects based on coal, 


gas, hydro, and wind power. Ux 


Khaitan’s buy 


CLEOD Russel, a tea major 

owned by B.M. Khaitan, is set 
to buy out Williamson Tea Assam 
owned by Philip Magor. The compa- 
nies split to form two different enti- 
ties four years ago. fal 
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ENERGY 


Mani-fold 
equations 


istan that Indian refineries would be 
able to meetits diesel needs for less than 
what it is paying now. Pakistan imports 
4.5 million-5 million tonnes of diesel a 
year from Kuwait. IndianOil Corp (IOC) 
has offered to supply 3250,000 tonnes of 
diesel during October-March 2005-06. 
In 2004-05, India earned $2.28 billion 
from diesel exports. 

While Aiyar is trying to leverage In- 
dia as a net exporter of petroleum prod- 
ucts, the worry is Kuwait could makes a 
noise about the shift in diesel supply. 
That, in turn, could bring the US into the 
picture. Already, the US has raised con- 
cerns over the Iran pipeline. It could be 
one of the reasons why India has shown 
an interest in being a partner in the 
Turkmenistan-Afghanistan-Pakistan 
(TAP) gas pipeline. Though the pipeline 
passes through Afghanistan, that coun- 
try is not part of what the US calls the 
Axis of Evil, which includes Iran. ge 

ANUP JAYARAM 





Designer outlets 





ERE will one find the swanki- 

est petrol pumps in India? Kazi- 
ranga, believe it or not. That is where 
Numaligarh Refineries, which has per- 
mission to set up 510 outlets, has set 
up its first 'Energy Station', which was 
designed by the Delhi-based Incubis. 
Not to be left behind, ONGC has com- 
missioned the National Institute of 
Design to conceptualise its ‘Relax- 
stop' outlets. Ej 
GINA S. KRISHNAN 


Suzlon Energy. 
Reducing dependency on imported fuel so India can be more self-reliant. 


Every year India spends millions of dollars towards importing oil and other fossil fuels, so it can use them 
to generate power. This expenditure is in turn increased by the cost of subsidies borne by our government, 
so the same power can be made more affordable. In a situation like this, wind energy can be the cleaner, ' 
more convenient alternative. Generating the same power for the nation, just by setting up wind parks locally. | POWERING A GREENER TOMORROW 


SUZLON 


Some facts about wind energy: * Reduces dependency on imported fuel.* Facilitates industrial growth by providing power at a reasonable cost. + *A cumulative installed base of 2980 MW. 


58 YEARS LATER, 
IT'S TIME TO FAN THE SPIRIT OF SWADESHI AGAIN. 
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INTERVIEW/RAMAN ROY 


LAST week, Raman Roy, the chief archi- 
tect ofa 16,000-strong BPO business, re- 
signed as president & CEO of Wipro BPO 


(formerly Wipro Spectramind). One of | 





the first movers in the Indian BPO space, | 
he founded Spectramind and sold it to | 


Wipro for $102 million in July 2002. BW's 
M. Anand spoke to him about his plans 
for the future. Excerpts: 


Ld Why did you quit Wipro Spectramind? 

Wipro’s BPO business has grown to 
about 16,000 people in five years. I don't 
think any other company in India has 
managed to do this in terms of size and 


scale. It has now reached an inflexion | 


point. Its competitiveness and cus- 
tomer traction has been built-up. 

I could have stayed on to see the 
business grow. But I was missing the ex- 
citement of working in the start-up 
mode. Over the years, I have also ac- 
quired a certain amount of knowledge, 
expertise and capacity to raise capital. 
This created an opportunity. I am too 
young to retire. I am also not going to 


every week. They have said that they will 
have the comfort to take the plunge only 
if I would support them. This was an op- 
portunity to make a real big difference 
to them. And I owe this to myself and I 
owe itto the country. 


is Would you be willing to support such 


, entrepreneurs financially? 





join another large company. I was doing | 
| Toknowthat I have made a difference to 
| theirlives is very fulfilling. 


rather well for myself at Wipro. 


m So what's next? 

I have two options — to start something 
new, or contribute to smaller compa- 
nies and entrepreneurs. I could make a 
real difference to some of them. 


a Have such small entrepreneurs been 
in touch with you? 


Yes, they have. In fact, my meetings with | 
several of them catalysed my decision to | 
quit. On an average, at least one such | 





entrepreneur has been meeting me | 


If it benefits them, why not? I don't have 
the kind of money venture capitalists 
have. But yes, if there is a need and if it is 
within my ability, I will invest financially. 


& You've built a large BPO business. 
Looking back, what's the most satisfying 
aspect of it? 


| Five years ago, when this building was 


still a construction site, if you had told 


| me that 5,000 people would be working 


here, I would have been delighted. We 
have exceeded my own expectations. 
And there is another aspect that has 
given me fulfilment. You know, the big 
Indian dream is to own a home. I have 
been invited a number of times by em- 
ployees who have bought new homes. 


m Where does your exit leave Wipro? 
The BPO business is an online and real- 
time business. It is not a business that 
can be created by one individual. It is 
created by processes that make all this 
business possible. And Wipros BPO 
business has processes that are robust 
enough to go on without me. I dont 
think there are any issues about Wipro 
BPO growing to its full potential. It is on 
a firm footing. 


I 
$ 
< 
a 
a 
a. 
aj 
uy 
= 
ea 





Suzlon Energy. 6 
Harnessing the potential of wind into an energy source for our homes and industries. 


^. |) a 


YEARS No expensive drilling for oil. No bruising the countryside to displace thousands of people so 
ene you can build a dam. The power of wind is free. And it's yours for the taking. All you need is 
"A a wind turbine to spin power out of thin air. So be it your backyard, or a barren mountaintop, 

while wind blows, power can be generated. Sounds like magic? At Suzlon, we call it wind power. POWERING A GREENER TOMORROW 


SUZLON 


Some facts about wind energy: * Reduces dependency on fossil fuel. * Contributes to industrial growth & employment by commissioning wind farms at remote locations & in rural areas. 


AND YOU THOUGHT ONLY MAGICIANS 
PULLED THINGS OUT OF THIN AIR. 
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24 hours x 365 days. 
Here’s some help 
in planning them. 





* Dimensions: 15cm X 20cm 
* One page per day for better planning 
* Project Finance Notes 
* City Helplines 
* Useful Websites 
* 3 year Calendar 
* Extra Refills also available 
Price: Rs. 750 


To help you keep track of the coming year, 
Businessworld brings you a unique leather 
bound Planner. So avail of this offer at the 
earliest, after all, it's best to plan ahead. 


I would like to order | ] Planner | | Tan [_| Black 
Name: Mr/Ms 





Address 





City: 





State 





Pin (essential) Tel. 





Cheque No/DD No. (In favour of ABP Pvt. Ltd.) 


Dated; for Rs 


or charge the tota 


amount of Rs _ to my credit card. HEE [ | 


m rnm r—4r—r—r-— ~rr 


Card No. OOOO OOOO ( 


Card member's name 





OO OOO 


(last 3 digits on the signature panel of Card) 


Card expiry date CJC] 
CVV.No. DOC 


Signature Date 


For bulk booking and other information contact: 
Delhi: Sangeeta Biswas, Tel: 011-2370 2170-79; Mumbai: Arvind Patil 
Tel: 022-24962587; Kolkata: Ashish Das Gupta, Tel: 033-22600745 
Bangalore: R. Katla, Tel: 080-2558 8127; Chennai: R. Sudhakar, Tel 
044-2813 1278/9; Hyderabad: Shanker Dasgupta, Tel: 040-2331 7147 























US flight 
jinxed? 


N American airline called Jet 
Airways Inc. (JA) has claimed 


that Indias Jet Airways is | 
funded by money from ter- | 


rorist group Al-Qaeda and, therefore, al- 
lowing the airline to fly to the US would 


be a threat to national security of that | 


country. The US company has also said 
that the Jet' trademark belongs to it. This 
allegation comes at a time when Jet is 


readying to commence its Mumbai- - 
Brussels-New York flights in June 2005, — 









| has deferred its US flight due to an "oper- 


ational hitch”. However, if the required 


| clearance does not come through soon, 
| itcould costJet dearly. Airline economics 
| says that each day the aircraft is on the 


ground, it loses money. The widebody 
Airbus A340, which Jet has leased for fly- 
ing to Newark, New Jersey, requires spe- 
cially trained pilots and special engi- 
neering and maintenance skills . 

The airline has hired a chief pilot. Till 
Airbus flights start, he is heading the op- 
erations department. Jet's 12 Indian pi- 
lots are undergoing training in Toulouse, 
France, the headquarters of Airbus, to 
shift from the 737s to the A- 340. Till they 
are ready to pilot an Airbus on their own, 
the airline will rely on expatriate pilots. E 


Jet's retaliation strategy has been to. ( ! 


attack JA’s credentials and threaten alaw 


suit for claiming links to ‘undesirables’. It 
claims that JA is not a certified airline 
and has no aircraft registered in its 
name. The US Department of 
Transportation is due to take its 
decision on the matter. 

So far, the Indian airline 
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‘We are undervalued’ 


In March 2004, Biocon's IPO was over- 
subscribed by 38 times. Just a year later, 
however, the biotech company’s stock has 
lost the buzz around it. BW's Gina S. Kr- 
ishnan spoke to chairman Kiran 
Mazumdar-Shaw about how Biocon is 
coping. Excerpts: 


b Has pressure on the statin market led 
to pricing pressure on the Biocon stock? 


We think our stock is undervalued now, | 


but it is more realistic. We 
will call it underperfor- 
mance when it goes below 
the listed price. 

Statins have given us 
40 per cent growth only on 
the basis of technology. We 
have not expanded capac- 
ity, but have increased vol- 
umes. And since our busi- 
ness depends on multiple 
factors, like regulations, 








patent expiries, etc., you can't give guid- 
ance. In the pharmaceutical sector, the 
returns come to long-term investors. 


E What are Biocon’s future offerings? 
We have a rich pipeline of products. We 
have the oral insulin, molecule for Oral 
BNP cancer vaccine, cancer drug and a 
couple of antibodies. 


m Howis Insugen, Biocon’s insulin, far- 
ing in a generics market? 
Insugen is doing very well. 
Being the last to enter the 
market, we used a different 
strategy. We compared it 
with the market leader's 
product. Doctors gained 
confidence in our product 
and are prescribing it. In 
any case, we are focusing 
on sub-metros’ new pa- 
tientstotakeInsugen. E 


NAMAS BHOJANI 


SuzlonEnergy. 
Harnessing non-polluting wind energy to give our children a cleaner, greener tomorrow. 


Today, wind energy is one of the few energy sources to be produced at relatively low risk to nature.With zero 
emissions, and infrastructure that is less disruptive to our environment, the clean, green power of wind can go 
a long way towards arresting the ageing of our planet and giving our children a healthier tomorrow. It is this 
life-saving power of the wind that we seek to harness at Suzlon, Asia's largest wind power company*. POWERING A GREENER TOMORROW 


SUZLON 


Some facts about wind energy: * Reduces fossil fuel depletion * Non-polluting * 100% renewable * Promises Certified Emission Reduction as per the Kyoto Protocol. 


GOOD CHEER, PERHAPS THE 
ONLY EMISSIONS WE'RE RESPONSIBLE FOR. 


World ket Update 2004. BTM Consult Denmark 
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The Goddess 
brings joy to all. 
No reason why you 
should be left out. 


Presenting ABP Puja Annuals - an integral part 
of every Bengali's Puja. And arguably, the best 
bet for your brand in the great shopping festival 
called Durga Puja. Booked months in advance 

by loyal readers, these festive editions of ABP 

publications have a shelf life of more than just 
a few months. And best of all, these are published 
just at the peak of the shopping frenzy that carries 


on for two months before the five days of explosive revelry! 


Offer the ABP Puja Annuals to your media plan. Thereafter, 
be blessed with some truly heavenly benefits for your brand. 


Puj n 
Annuals 


For further information: Kolkata 033 22378000/4880 Chennai 044 28131278/279/286 Delhi 011 23702170-79 Mumbai 022 24962601-08 
Bangalore 080 25588/127/928 Hyderabad 040 23317147 Ahmedabad 079 26460267-69. 





NEC-HCL JOINT VENTURE 


The other 
option 


APAN'S NEC Corporation, a lead- 
ing provider of broadband net- 
work and enterprise business so- 
lutions, has struck a joint venture 
that has the potential to change its for- 


tunes dramatically. In this tie-up, India's | 
HCL Technologies will make embed- | 


ded software, hardware designs, high- 
performance computing and mobile 
technology for NEC's domestic market. 

Despite its success in creating a 
strong brand equity around it, like a 
number of other Japanese companies, 
NEC, too, has not been able to grow in 
other markets. The share of the domes- 
tic market in NEC's revenues for the 
year 2004-05 was 77 per cent and has 


been at that level for a while. The com- | 


pany's revenues have fallen from 5409 
billion yen in 2000-01 to 4855 billion 
yen in 2004-05. 





TOPLINE TALE 


4,695 4,906 





NEC Corporation and consolidated subsidiaries. Year ended 31 March 
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Due to its overly inward-looking | 


approach towards a market that's bat- 
tling economic recession, NEC's rev- 
enues have been relatively flat over the 
last five years. "IT investments have 
gone down, orders haven't been signif- 
icant enough, and prices have eroded," 
Toshihiko Takahashi, executive vice- 
president, NEC Corporation, told BW. 
NEC has refused to enter emerging 
markets or sell its lower-end products 
outside Japan. Takahashi said the com- 
pany has the potential to manufacture 
low-cost products and solutions, but 
would keep them confined to the do- 
mestic market. "We have no plans to 


Overseas ilc Domestic 
4,855 








take the low-end products 
out of Japan," he said. 
Takahashi denied that 
Japan's souring ties with 
|! China will impact NEC's 
| business there, but said 
| the company was looking 
at India as an important 
| market. The JV begins op- 
erations in October 2005 
and is expected to get 
sales of about $25 million 
in three years and about 
$100 million in five years. 
All that and more seems eminently 
achievable if NEC is prepared to lever- 
age its relationship with HCL to the 
fullest. HCL is one of India's leading IT 
companies and claims a solid reputa- 


NEERAJ TIWARI 


| tionin the world market — about 90 per 
| cent of its $2.2-billion revenues came 


from exports last fiscal. Riding on HCL’s 
capability to service segments across 


| the board, coupled with its own ability 
| to provide mid-end solutions, NEC can 
| find new markets to drive its sales. With 


the joint venture, the company is at 
least "attempting to" go that extra mile, 


| Takahashi conceded withasmile. E 
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VIDEOCON 


The road to Pakistan 


ONSUMER electronics company, the Videocon 

group is planning a foray in Pakistan. The 

company's other overseas endeavours include 
acquisitions of a compressor plant and Thomson's 
picture tube facility, both in Italy, and a joint venture (JV) 


with Kelon in China. 


According to sources, the V.N. Dhoot- 
controlled Videocon is scouting for a local 
partner in Pakistan to manufacture 
Videocon products and is reportedly in 
talks with Noble, a Pakistani brand, for 
their range of televisions. 

But much will depend on Pakistan's 
new admission policy for Indian companies 
to be announced around 21 June 2005. 

Earlier, Bajaj Auto and Dabur were 
among the other Indian companies that had announced 
plans of manufacturing in Pakistan through JVs. 

At present, South Korean companies LG and 
Samsung manufacture their products in Pakistan 
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through local vendors. 


PREMIUM BRIEFS 


E 
NANDINI VAISH 





"^ $5-billion Indian BPO in- 
... Nasscoms India ITES-BPO 


w Bangalore last week. On the 


om body talked about breach- 


in 2004-05 and the in- 
. creased international at- 


/ 2009. Despite the euphoria 
... about high growth and am- 


. much of the deliberations 
~ how to handle the indus- 


/ pangs.One ofthem relates 
— to sustaining the present 


BPO 


Down to the brass tacks 


Indian industry leaders look for growth avenues in the post-cost-advantage era 


OU couldn't have 
missed the ele- 
ment of deli- 
cious irony in the 
dustry if you had attended 
Strategy Summit 2005 in 


backofa50 per cent growth 


tention on it, the industry 


ing the $20-billion mark by 


bitious growth targets, 
at the summit were about 


trys two major growth 
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Opening show: (L-R) WNS group CEO Neeraj Bhargava, EXL Service CEO Vikram Talwar, Gecis 


' backdrop of declining Global CEO Pramod Bhasin, CNBC's Govindraj Ethiraj and e-Serve International CEO Rahul Singh 


billing rates — they have 
gone down by as much as 70 per cent 


- for some companies — because of in- 


"4 


tense competition. 
The other, of course, is the need to 


. address the manpower issues. These 


range from ensuring adequate amount 
and quality of manpower to managing 
high employee attrition and fixing 
emerging issues like data security. 

It was clear at the summit that the 


./ Indian BPO industry is now experienc- 
—, ing the burden of high expectations, be 


it from the clients, investors or employ- 
ees. Participant after participant talked 
of how the customer profile is changing 
and how this poses a formidable chal- 
lenge to the industry's growth. 

Unlike in the past, it is not the For- 
tune 500 companies, but second-tier 
companies that are now seeking out- 


./ sourcing benefits. This has not only 
. meant hard negotiations for getting the 


business, but has also forced Indian 


companies to offer greater value in the 
form of bundling of services like IT and 
consulting. Clients are also seeking ben- 
efits of expertise emanating from spe- 
cialisation. All this is over and above the 
low rates that the companies have to of- 
fer. In the opinion of experts, the clients 
are increasingly seeking end-to-end so- 
lutions that will help them reduce costs 
as well as achieve improvement in out- 
sourced processes. All this requires a 
much higher level of capability on the 
part of the BPO companies. 

Clearly, the days of playing the low- 
cost game look numbered. "Indian 
companies will now have to brand even 
their commoditised offerings,” says Ki- 
ran Karnik, president, Nasscom. Indus- 
try leaders were unanimous that the fu- 
ture winners will be those who 
flawlessly execute projects rather than 
those with brilliant strategies. They also 
felt that the pressure to maintain growth 
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rates might force compahies in subse- 
quent years to take over the smaller BPO 
companies. Besides demanding clients, 
the BPO industry also has to reckon with 
high investor expectations. "Investors 
are expecting us to grow at higher-than- 
industry rates," says Ananda Mukerji, 
managing director and CEO, ICICI One- 
Source. That issue, however, is a picnic 
compared to the manpower challenges 
faced by the industry. 

Already grappling with an employee 
attrition rate of 30-40 per cent, the in- 
dustry — currently employing an esti- 
mated 350,000 people — will need 
1,003,000 by 2008. That translates to a 
shortage of 262,000 people that year. If 
the industry were to quadruple by 2009, 
it will have to annually recruit 250,000 of 
the 3 million Indians graduating every 
year. Call it another burden of growth 
expectations if you will. To address this 
issue, at the summit, Nasscom flagged 


off an ambitious nationwide certifica- 
tion programme. Says Karnik: "This 
programme will cast the net wider, en- 
abling companies to look for talent not 
just in the big cities, but all over the 
country. Second, it will provide a bench- 
mark that would then stimulate other 
educational institutions to come up 
with programmes that meet industry 
requirements." This would also help 
certified people to be viewed as industry 
professionals. Along with in-house hu- 
man resource management systems 
(with elements like career management 
and Nasscoms proposed industry-wide 
salary benchmarking), this is expected 
to help check employee attrition. 

To address the data security issue 
that has come to the forefront in the re- 
cent past, Nasscom announced plans to 
set up a common database of employ- 
ees. "We are seeking to set up an em- 
ployee registry where employees can 
register on a voluntary basis, so that po- 
tential employers could log in and es- 
tablish employee identity," explained 
Jerry Rao, chairman and CEO, MphasisS. 

Besides getting information, BPO 
companies will save on enormous 
amounts of time and money that they 
spent in doing background checks 
while hiring thousands of employees 
every month. "This initiative may not 
solve the problem immediately, but it 
will reduce cost," Rao added. This move 
will help companies struggling to strike 
a balance between the pressure to re- 
cruit fast and the need to check em- 
ployee backgrounds. 

The industry also seems to have 
come to terms with outsourcing back- 
lash, especially in the US, and the fluctu- 
ating dollar. "As India's trade balance 
with the US becomes more equitable, 
the backlash will die down," argued 
Pramod Bhasin, president & CEO, Gecis 
Global. Moreover, the problem of the 
eroding value of the dollar vis-a-vis the 
rupee was dismissed with a single but 
telling comment from BV. Kannan, 
founder and CEO, 24/7 customer.com: 
"Ifthe value of the service you are offer- 
ingisrelevantto the customers, they will 
always be willing to pay for it." Sceptics 
can be dismissive, but the summit ex- 
hibited the Indian BPO industry's quiet 
self-belief about achieving the stiff tar- 
get it has set for itself. m. 

M. ANAND, UDAYAN ROY & SHELLEY SINGH 


SUMMIT SIDELIGHTS 
Bad press for Bangalore 


HE strain is now glaring. In November 

2004, several companies boycotted the 
prestigious IT.com event to protest against 
the poor infrastructure. At Nasscom's India 
ITES-BPO Strategy Summit 2005, citizens' 
groups took to the streets demanding ac- 
tion on the long-delayed Airport Road fly- 
over and other projects. Many of the dele- 
gates spent almost two hours to cover the 
2 km between the airport and Leela Palace Hotel, the venue for the event. And 
Karnataka's secretary for IT, biotechnology, and science and technology, M.K. 
Shankaralinge Gowda, got held up so long that he could not make his sched- 
uled speech at the opening session! LI 
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Security and the media 


S the Indian media biased against Indian companies? Going by the coverage 

of security breaches in the BPO sector, that’s the way it looks. While the secu- 
rity breach at Mphasis in April 2005 got wide coverage, they argued, that was 
not the case with the serious security lapses at, say, Citibank. The bank lost 
tapes containing personal banking data of 3.9 million customers. Something 
else that went almost unreported was the spate of arrests in the US in connec- 
tion with the theft of data on more than 700,000 account holders of four major 
banks — Bank of America, Wachovia Corp., Commerce Bancorp and PNC Fi- 
nancial. Both this and the Citicorp case are undoubtedly more serious than 
what happened at Mphasis. 4 


The buzz about IPOs 


F India’s 280 BPO companies, only two are listed. With industry revenues 

growing rapidly and stockmarkets on a high. So, asked Progeon managing 
director and CEO Akshaya Bhargava, shouldn't BPO companies be going public 
now? WNS group CEO Neeraj Bhargava responded: “One is tempted. These are 
great times to go public, our investment bankers tell us. But we have certain 
minimum metrics in mind. We would like to achieve these before making the 
decision." Ananda Mukerji, managing director and CEO, ICICI OneSource, was a 
lot more guarded: “This is something that you want to be very careful about be- 
fore you decide.” But it was Paul Deninger, vice-chairman, Jefferies & Company, 
who had the last word: “Market timing must always take a back seat to com- 
pany-specific timing. Companies should go public only when they are ready for 
it, not simply at a market peak.” Let down for the l-bankers? Ds 


Destination Canada 


LOKE Nanda, managing partner of the Toronto-based Chand Group, says In- 

dian BPO and ITES companies have much to gain by setting up a Canadian 
base. First, he says, the proximity to US facilitates a near-shore alternative to 
compliment the offshore model that India offers. Second, the Canada base 
could be an effective marketing outpost for US clients as there is a strong cul- 
tural affinity between the two countries. Third, the client interfacing can be done 
better out of Canada. Fourth, Canada is also about 25 per cent cheaper than 
the US. Incidentally, Nanda represents a $33-million Canadian BPO outfit look- 
ing for an Indian buyer. E 
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MEE A crisis is looming for 

RS Ue um mid-tier IT companies. 

=m | Patni Computers, NIIT, 
Mastek, i-flex, Polaris and 
the like have chalked out 
their survival strategies. 
But do they have time on 

their side: 


mS SOE RT SITE EEE 





T is not typical of Jerry Rao, the 52-year-old chairman | offer for an additional 20 per cent. 

and CEO of MphasiS, to duck meeting the media. But | Four days later, when BW caught up with Rao at his Banga- 

on 6 May, Rao’s office called in last minute to cancela | lore headquarters, damage control was under way. The chair- 

breakfast meeting with BW in Mumbai. The reason for | man had formed a core team — CFO Ravi Ramu, vice-chair- 

the ditch became clear that evening. The Bangalore- | man Jeroen Tas and Rao himself — to focus on the task at hand. 

based IT services firm and its largest shareholder, Bar- | “We've insulated the operating management from the process. 
ings India Private Equity, put out a joint statement in- | It’s business as usual for the rest,” said Rao. But for him, Barings’ 
forming shareholders that the private equity investor had | imminentexitcommandstop mind share. "When a36 percent 
retained Standard Chartered Bank to advise it on the sale ofits | shareholder wants to sell, you can't pretend it's a non-event.” 
35.6 per cent stake in MphasiS. Suddenly, one of the bell- | Barings' bankers had already received bids from three top-tier 
wethers of the Indian middle-tier IT service was facing an | Indian IT services firms. (See ‘Inside The Mphasis Deal’) 
acute crisis. The company's promoters faced the prospect of Barings' decision to exit could not have been more ill- 
ceding majority control to an external investor — anybody | timed for Rao. But analysts who have been tracking the Mpha- 
who buys Barings’ stake will necessarily have to makean open | siS stock say the private equity investor is probably keen on 
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cashing in on its investment before it's too late. "Things have 
been amiss at MphasiS for well over a year now,” says an equity 
analyst in Mumbai. The scrip has plunged 60 per cent in 12 
months — from Rs 543.55 per share on 31 March 2004, to Rs 
223.2 at the close of the 2005 fiscal. The stock is currently trad- 
ing at Rs 277, which roughly puts MphasiS' valuation at $500 
million. The company s IT service business hit a trough during 
the past fiscal and it was forced to lower its growth guidance — 
it had originally pegged revenue growth at 35-40 per cent and 
profits at 40-45 per cent. The company closed the fiscal with a 
32 per cent topline and 26 per cent bottomline growth. 

This increase came primarily on the back of key acquisi- 
tions like Kshema Technologies, and with a relatively stable 
growth in the BPO business. The management has tried to take 
some corrective action by bringing in consultants McKinsey & 


Company to rejig the business model, but the success of that | 


initiative now hinges on who buys Barings stake. 
But MphasiS is not the only mid-tier firm facing tough 
times. The middle-tier, as per Nasscom data for 2004-2005, 


comprises 12 firms that account for 20-25 per cent of the | 


country's $12.2 billion software and services export revenues. 
And quite a few of them seem to be grappling with problems. 


per cent from Rs 268 at the time of its merger with Orbitech in 
August 2002 to Rs 100-110 now. Mumbai-based Mastek, which 
made its second public offering in 1996 at Rs 180, had seen its 
scrip almost touching Rs 600 by January 2003. But it has 
plunged since, and is now trading in the Rs 300-400 range. Cur- 





INFOTECH 


rently, the two companies are grappling with internal issues 
that will have a bearing on how they weather the next few quar- 
ters. Market sources say Citigroup, which had a 54 per cent 
stake in Polaris, wants to demerge Orbitech. “Citi may be tak- 
ing a relookat its IT service outsourcing arrangements in India. 
It could be looking at a larger captive strategy," says a source. 
Polaris CEO Arun Jain denies this, but says: "Citi is agreeable to 
bringing down its stake in favour of a strategic investor." Citi 
did not respond to queries from BW. 

Meanwhile, Mastek's two BPO joint ventures with UK- 
based Capita Group (60:40) and Deloitte (50:50) are flounder- 
ing. Capita has hiked its stake in the JV to 90 per cent and in- 
tends to pursue BPO in India on its own, says Mastek 
chairman Ashank Desai. Deloitte, meanwhile, has reworked 
the terms of its JV with the caveat that ramp-ups at its captive 
centre in Hyderabad will get first preference. Desai maintains 
that none of this will set back Mastek's growth. The Capita JV 
incurred losses of Rs 6.6 crore in the 10 months between 
March and December 2004. Capita hiked its stake soon after- 
wards. The Deloitte JV accounted for 16.8 per cent of Mastek's 
revenues for the half-year ending 31 December 2004. The 


| company closes its fiscal on June 30. 
Chennai-based Polaris Software Lab’s scrip has declined 60 | 


Delhi-based NIIT slipped into the red in 2001-02 with a 
loss of Rs 19.2 crore against a net profit of Rs 71 crore the previ- 
ous year. It was able to profit in 2003-04 (Rs 41.7 crore), but 
only after it had changed its fiscal year from October-Septem- 
ber to April-March. It also spun out its software business into a 
separate company, NIIT Technologies, in September 2003. 


What the MphasiS deal could look like 

N less than a week, Bangalore-based MphasiS’ largest 
| shareholder, Barings Private Equity, will pick the winner of 

the pack of bidders for its 35.6 per cent stake in the middle- 

rung IT and BPO services blue chip. “By next Friday, we should 
know who the buyer is,” says Subbu Subramaniam, partner at 
Barings India. The private equity investor is hoping to achieve a 
return of at least 5-7 times on its original investment of $16.6 
million. The names doing the rounds in investment banking cir- 
cles include TCS, Wipro, IBM Global Services, EDS and Cap 
Gemini. More interesting is the talk about buyout funds sniffing 
at the deal. 

Of course, ultimately valuations will determine the final 
buyer. MphasiS is valued at approximately $500 million. 
Barings’ wants a 20 per cent premium on the current market 
price, say sources. But that might be difficult given MphasiS’ 
recent track record on growth rates. Some quarters peg the valu- 
ation for Barings' stake at between $140-200 million. "Any bid- 
der will keep in mind that the final payout will be much higher 
considering that it will have to make an open offer for 20 per 

| cent," say sources. 

Why does Barings want to exit now? To be fair, it's been an 
investor in MphasiS for almost nine years. It does seem to have 
an immediate compulsion — it simply wants to move on to the 
next fund. But the question is: Will chairman Jerry Rao stay on? 


A CEO Jerry Rao 


E 
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| Thefirm is currently scouting for an in- 
vestor, according to CEO Arvind Thakur. 
If market analysts are to be believed, 


the number of mid-tier firms headed for | 


arough ride is growing by the day. It may 
not be a full-blown crisis yet, but seems 
to be building up fast. Valuations are 
also under pressure. Last year, mid-tier 
stocks were trading at price earning ra- 
tios (P/Es) in the 15-20 range. This year 
the P/Es are in the 9-12 range, bar a few 
honourable exceptions like Patni and i- 
flex. (See ‘How The Numbers Stack Up’) 


The Maturing Of An Industry 


Why is the mid-tier coming under so 
much pressure? To get a clue, first look at 
how the structure in IT services industry 
has changed in the past few years. 

According to Nasscom’s 2003-04 re- 
view, the tier-I players, the top five IT 
vendors, accounted for 36 per cent of 
the industry’s $9.2-billion export rev- 
enues. The mid-tier firms accounted for 
16 per cent, and the MNCs 31 per cent. 
The balance was shared between niche 
players (3-4 per cent) and smaller firms 
chasing generic work (5-6 per cent). 

By the end of 2004-05, when export 
revenues grew to $12.2 billion, the top 
five IT firms had increased their market 


share to 49 per cent.The mid-tier had | 


grown to 21 per cent but only because 
players like Patni, iGate and Hexaware, 
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Narendra Patni (L), CEO of Patni Computer, is betting on acquisitions 


to become one of the big boys 


Deepak Ghaisas, CFO, i-flex, has shown the path to niche strategy is 
by not going the IT services way, but by betting on products 


had completely overhauled their busi- 
nesses in the previous year. All three had 
taken pains to differentiate their market 
offerings. For example, iGate had 
started experimenting with the transac- 
tion-based pricing model. Patni started 
selling clients end-to-end solutions. 
And Hexaware's go-to-market strategy 
was built around its technology exper- 
tise in packaged software solutions 
(Peoplesoft, SAB Oracle). 

However, the rest of the middle-tier 
players, largely offering generic, me-too 


services, had started floundering. This | 
| jumped 10 ranks from 14 to 4 in 2004 


is, in fact, a sign that the IT service in- 
dustry is entering its mature phase, say 
analysts. In a mature sector, there are a 


few large players who dominate the | 


market and smaller players who survive 
in niches. There aren't too many mid- 
level players in a mature industry. 

This is just how things are shaping 
up in the Indian IT service industry to- 
day. But before going any further, look at 
how the squeeze in the mid-tier began. 


What Went Wrong? 


The genesis of today's churn can be 
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traced to the big slowdown of 2000-03. 
Since then, the hierarchy of the mid-tier 
has been changing practically every 
year. Take a look at the line-up at the end 
of 2001-02. Based on revenues, the top 
five players in the category were Patni 
Computer, Silverline Technologies, 
Mahindra British Telecom(MBT), Pen- 
tasoft Technologies and HCL Perot Sys- 
tems. In 2003, Silverline had dropped off 
altogether and Pentasoft had plunged to 
number 17. The new line-up included 
Patni, MBT, i-flex, HCL Perot and NIIT. 
But this would not last for long. Polaris 


and i-flex pushed past MBT to reach No. 
2. (HCL Perot Systems got merged with 
HCL Technologies). The only constant 
has been Patni, which retains its nu- 
mero uno position till date. 

During the slowdown, the early ca- 
sualties were Silverline and Pentasoft. 
None of the two rising stars of the mid 
tier proved resilient enough to weather 
the turn. By March 2002, Silverline had 
turned its $86.8-million working capital 
surplus in December 2000 into a $109- 
million deficit. The promoters had to re- 








sort to selling their top accounts — | With the US economy facing its worst | 


Greenpoint and Citicorp — to another 
mid-tier firm, i-flex, to repay their 


bankers. Pentasoft's stock is currently | 


trading at Rs 2.70 per share. It reported 
revenues of Rs 56 crore and net profits of 


Rs 2.4 crore for the year ended 31 March | 
| guidance for 2001-02 from 50- 


2005. In April this year, the Chennai- 
based firm announced it was merging 
with the Kolkata-based Silicon Valley In- 
fotech. Silverline and Pentasoft had 
some fundamental weaknesses in their 
business models. Both were driven by 
promoters who gave their professional 
managers little leeway on strategic busi- 
ness decisions. Silverline saw two CEO 
changes within six months in 2002. The 
transience of the top management im- 
peded the company from taking critical 
decisions at the right time. 

While its better-known peers were 
floundering, MphasiS had been busy. As 
early as April 2000, Rao and his team re- 
alised the importance of having a diver- 
sified service line and building an off- 
shore delivery capability that was as 
robust as the onsite side. In 2000, at the 
behest of Barings, Rao pushed through 
the merger of his California-based start- 
up, MphasiS Corp, with Bangalore-ba- 
sed BFL Software. Though both were in- 
curring losses then, the merger 
provided end-to-end e-business solu- 
tions across five verticals. But 70 per 











cent of the companyss rev- 

' enues came from the US 
market and 54 per cent of its 
projects were still onsite. 
But that was not a cause for 
concern, yet. 

Till the slowdown hit the 
Indian IT service industry, 
most players in the mid tier 
followed a generic model: 
50 percent of revenues from 
the US and the bulk of the 
delivery onsite. The finan- 
cial services sector was their 
main revenue driver. Most 


of 60-70 per cent, some- 
times more, on the basis of 
1-2 large client relation- 
ships. But issues like derisk- 
ing the client base and dif- 


solutions-driven services 
were relatively unknown. 
All that changed in 2001. 
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recession, customers cut back IT bud- 
gets and Indian software export revenue 
growth slowed from upwards of 50 per 
cent year-on-year to the 25-30 per cent 


were able to sustain growth | 





| 
| 
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higher billing rates, but also higher op- 
erating costs. MphasisS, Silverline and 
Mascot (now iGate Solutions) had 53 
per cent, 64 per cent and 82 per cent re- 
spectively, of their delivery onsite. With 
operating costs under pressure, they 
were restrained from diverting resour- 
ces to build offshore delivery capabili- 
ties. And even if they wanted to move 
work offshore, it wasn't simple. "Custo- 


, mers were wary of offshoring work out 


to a company with a weak balance sheet 
because they didn’t know if the com- 
pany would be around tomorrow,” says 
Ranjan Biswas, partner, Ernst & Young. 


A New Phase 


Though the slowdown ended two years 
ago, it hasn't brought much succour yet. 
Post-slowdown, one of the key changes 


| in the marketplace was that customers 


ferentiating on the basis of | 





levels. Even market leader Infosys was | 


forced to revise its revenue 


60 per cent to 30 per cent. 

The hardest hit, of course, 
was the mid tier. Suddenly it 
found itself competing for 
even the smallest deals with 
larger players. "In a crunch, 
where customers become as 
concerned about business 
continuity as about saving 
costs, the brand pull of the 
larger vendor often wins the 
day," says an industry analyst. 
While the larger players were 
able to sustain the impact of 
slower growth rates because of 
their 10-year head-start (they 
had built up fairly robust off- 
shore delivery capabilities and 
had already started diversify- 
ing into markets like Europe, 
the mid tier did not have that 
advantage. Many saw their 
earlier gambit of putting the 
bulk of their delivery resources 
onsite backfire. A higher onsite 
presence not only meant 
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DATE 
Aug 2003 


Dec 2003 


Apr 2004 


Jun 2004 


Oct 2004 


had reoriented outsourcing strategies. 
"Three years ago, customers had a very 
distributed offshore strategy. Every divi- 
sions IT team had its own vendor. So a 
lot of second-tier vendors were doing as 
well as the top tier. Now, clients have 
centralised governance and, therefore, 
vendor management has also become 
centralised. So, while they've ramped up 
their offshore activity, they've consoli- 


Key mid tier M&A deals 


ACQUIRER, TARGET,DEAL SIZE 
iGate,Quintant,$19 mn 


i-flex, SuperSolutions, 
$11.5 mn 


Mphasis,Ashema Tech 
$21 mn 


Flextronics, Hughes 
Software, $226 mn 


Patni, Cymbal Tech, 
$68 mn 


i-flex, Equinox, N.A. 


MphasiS, Princeton 
Consulting, $14 mn 


Mphasis, El Dorado, 
$16.5 mn 


MindTree, Linc Software, 
$10-12 mn 





story 


dated down the number of sup- 
pliers," says John.C.McCarthy, 
vice-president, Forrester Resea- 
rch. Nasscom says out of the 
overall projected $94-billion 
global outsourcing spend by 
2008, $48 billion is expected to 
be outsourced to India. 

This essentially means that 
contracts are getting bigger and 
more complex. What may start 
out as a $1 million-5 million 
contract, could have the poten- 
tial to be scaled up to $10 mil- 
lion-100 million or more over 3- 
5 years. The other big change 
seen is that Fortune 1000 firms 
have started to offshore. Says 
Gartner analyst Ravindar Datar: 
"This category of customers is 
more risk averse and cost con- 
scious at the same time. The 
norms for vendor selection are 
much more stringent due to is- 
sues like business continuity." 

Then again, there is the 
growing threat from tech multi- 
nationals (MNCs), which have 
been building up their India 
bases. Till last year, with the ex- 
ception of IBM, most tech 
MNCs had not yet started ramp- 
ing up their India-centric busi- 
ness aggressively. This could 
change in the current year. 
Theres already talk of Accenture 
and Cap Gemini seeking out acquisi- 
tions in the mid-tier segment. EDS is 
also likely to join the pack. The market 
structures could change radically once 
the MNCs ramp up enough to go after 
the business that Indian companies 
have been privy to so far. 





Course Correction 


So what can the mid-tier vendors do to 
differentiate themselves? If you look at 
the current players, there are two broad 
categories. First, broad-based players 
that are microcosms ofthe top tier. They 
have tried to differentiate themselves by 
focusing on fewer verticals than the top 
tier does and offering end-to-end solu- 
tions in the chosen verticals. 

Patni is a good example of a player 
chasing this strategy. It has moved up 
the value chain from application devel- 
opment and maintenance to infrastruc- 
ture management and packaged ser- 
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Polaris CEO Arun Jain is scouting actively for 
a strategic investor 


vices. It is focusing on six verticals in 
which it has built up some sort of critical 
mass and can offer end-to-end solu- 
tions. To that end, it has chosen to run 
BPO as an integrated value-added ser- 
vice instead of a separate business. Says 
Vijay Khare, executive vice-president, 
Patni: "The idea is to engage customers 
in the chosen verticals through domain 
expertise and then cross-sell. So, you sell 
a business solution which also helps 
deepen client penetration." 

The essence ofthe Patni strategy is to 
scale up and become one of the big 
boys. And it intends to get that scale as 
much through acquisitions. Last year, it 
did the biggest IT service acquisition 
when it picked up the US-based Cymbal 
for $68 million. “They have $150 million 
or so in reserves and are now raising 
money through an ADR. So funds are 
not a problem. It is clear they want to 


touch the $1- billion mark within the | 
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next few years and about $300 
million of that is expected to 
come through acquisitions,” 
said investment banking sour- 
ces. The fact that Patni is backed 
by General Atlantic Partners has 
also played a significant part in 
the company’s repositioning. 

MphasiS, meanwhile, is try- 
ing to differentiate itself from 
the pack with some help from 
McKinsey. The consulting firm's 
advice saw MphasiS restructure 
itself around six businesses, or 
what Rao calls the ‘six box’ strat- 
egy. Unlike Patni, the financial 
services sector will be at the core 
of MphasiS’ ‘six-box’ strategy 
over the next 2-3 years. It had en- 
tered the retail, airlines and lo- 
gistics businesses before, but 
has now decided to shift focus 
from them. Rao thinks that fo- 
cusing on these six will take the 
firm to the Rs 1,000-crore rev- 
enue mark by the end of 2005. 
When choosing the six, MphasiS 
has identified three foundation 
businesses — voice-based BPO, 
application development for the 
financial services, and embed- 
ded systems. “These three busi- 
nesses clearly have scale and 
brand recognition. So we will in- 
vest in growing them,” says Rao. 
Meanwhile, he is scouting for 
opportunities where he could get in 
early and ride the wave. “It will take us 5- 
6 years to do $1 billion in revenues,” he 
says. For this, he has identified three 
emerging businesses — platform-based 
BPO, healthcare and consulting — 
which complete the six focus strategy. 

Mphasis, like Patni, is banking on 
acquisitions to add size quickly. It has 
done five in the last 18 months, with 
Kshema being its biggest at $21 million. 
The acquisition also makes MphasiS the 
second-largest player in the embedded 
systems place, after Wipro. 

Expect more acquisitions in the next 
9-18 months as the mid tier players 
chase size. “If you look at deals that have 
taken place in the mid tier since 2002, 
acquisitions have been driven by the 
compulsion to add new domains or ver- 
ticals and diversify client bases,” says 
Ranu Vohra, Avendus Advisors, which 
advised Cymbal on its $68-million ac- 
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quisition by Patni in 2004. Vohra says the 
size of the deals in the future will be in 
the $20 million-100 million range. 

But unlike Patni and Mphasis, sev- 
eral others are trying to grow by domi- 
nating niches, either in terms of hori- 
zontal expertise or vertical focus. Polaris 
is trying to turn itself from a generic ser- 
vices company into a banking specialist 
that can provide patent-based solutions 
to top tier banks. This, of course, is a re- 
sult of the merger with Orbitech, which 
brought along a suite of 66 specialised 
banking products. 

Mumbai-based i-flex Solutions is a 
good example of a company using the 
niche strategy. When the 
company started out in the 
early 1990s, with Rs 4 crore 
of working capital (which 
was 40 per cent subscribed 
by Citibank) it decided not 
to go the IT services way, 
but bet on products for the 
banking and financial ser- 
vices space. Further, it de- 
cided to keep services cap- 
ped at 25 per cent of its 
revenues. Since then, i-flex 
has grown to $260 million in 
revenues and $46 million in 
profits. This has come pri- 
marily on the back of its 
flagship banking software 
product, Flexcube. In the 
next few years, the com- 
pany intends to get into the 
top banks. "This is a market 
segment we have not ad- 
dressed so far," says Deepak 
Ghaisas, CFO, i-flex. This 
also means that it will have 
a larger presence in the US 
market, which accounts for 35 per cent 
of its revenues. To get into the large 
banks, the company has forged an al- 
liance with IBM, which operates main- 
frames for most large global banks. Mar- 
ket sources say that i-flex's push into the 
big league may necessitate Citi's exit. 
Citi has a 43 per cent stake in i-flex and 
this could become a hindrance when it 
approaches the top banks for business. 
The company has filed papers with the 
Sebi for an ADR issue. Sources say Citi 
may dilute at least 15-20 per cent when 
the listing takes place. 

“It takes courage and market disci- 
pline to segment the market. Infosys or 





Wipro may have more resources, but 
they have to spread those resources 
across 10 businesses. Domain expertise 
and the ability to talk business solutions 
are what will differentiate the mid- 
tiers," says Forrester’s McCarthy. 

At iGate Global Solutions, CEO and 
managing director Phaneesh Murthy is 
trying to get the companys transaction- 
based pricing model a wider coverage. 
The company has a focus on four verti- 
cals — insurance, banking, financial 
markets and retail. "The credibility for 
the model is building up. We actually got 
a couple of clients to redesign the re- 
quests for proposal, so that the bidding 


could be done on a per transaction basis 
rather than on per-man per-hour billing 
basis," he says. Murthy took charge at 
iGate in August 2003, when his start-up, 
Quintant, merged with it. Since then, the 
company’s challenge has been to carve 
out a niche in the crowded banking and 
financial services sector. Moving cus- 
tomers to a new pricing model as well as 
reversing its offshore-onsite mix from 
60:40 has not been easy on profits. 


Time Is Running Out 


Over the next 6-8 months, the mid-tier 
players will face pressure at home as the 
global tech MNCs drive up their India 
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expansion plans. In fact, the mid-tier al- 
ready has a taste of it. Last year, Accen- 
ture, IBM and Cognizant alone re- 
cruited 15,000 people, while Microsoft, 
Oracle and HP and others recruited an 
additional 10,000. The top six Indian 
tech majors have been on a hiring spree 
as well. In contrast, the mid-tier hired 
just 7,000-8,000. Spiralling wage costs 
are only the beginning ofthe problems. 
While each company has drawn up 
survival strategies, the big question is: 
do they have enough time? According to 
McCarthy: "They probably have only till 
the end ofthis fiscal to show real traction 
in differentiation. The best case sce- 





At iGate Global Solutions, CEO and managing director Phaneesh Murthy is 
trying to get the company's transaction-based pricing model wider coverage 


nario is 18 months." The silver lining is 
that with valuations in the mid-tier still 
at decent levels, some promoters may 
be able to cash in before it's too late. 
Theres certainly no dearth of potential 
buyers. IBM is already looking for its 
next acquisition and EDS is likely to beef 
up its offshore presence in India. Cog- 
nizant has stated that acquisitions are 
an integral part of its plans. By the time 
Nasscom compiles its list for 2005, the 
cast of characters may have changed 
well beyond recognition. ir 
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“On 6 January 2005, the Prime Minister spoke 
about his intention to set up a Knowledge Com- 
mission to look into the issue of building quality 
human capital. The government believes that in- 
vestments in institutions of higher education and 
R&D organisations are as important as invest- 
ments in physical capital and physical infrastruc- 
ture. What we need are world-class universities 
and we must make a beginning with one institu- 
tion. We must have a university that will be 
ranked alongside Oxford and Cambridge or Har- 
vard and Stanford. I am happy to inform the 
House that we have selected the IISc, Bangalore, 
which enjoys a high reputation as a centre of ex- 
cellence in R&D. We shall work to make IISc, in a 
few years, a world-class university. I propose to 
provide an additional sum of Rs100 crore as a 
grant for this purpose.” 
— Finance Minister P. Chidambaram 
in his 2005 budget speech 


ERHAPS for the first time, an Indian 
finance minister has acknowledged 
and acted upon the need for devel- 
oping R&D excellence as a policy 
measure for achieving national 
goals. It is also an acknowledgement 
of the fact that for India to find its 
place in the sun in the years to come, R&D-based 
excellence — or innovation-based solutions — is 
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India's much-vaunted 
IT industry has to 
change dramatically to 
maintain its leadership. 
A fundamental re-think 
of the business has to 
OCCUL. By Sanjay Anandaram 


an absolute must. If India's destiny lay in just be- 
ing a low-cost supplier of the world's goods and 
services, then the tryst with that destiny would be 
short-lived. But if India's destiny lies in being an 
international leader in the supply of goods and 
services, then it has no choice but to embrace in- 
novation and R&D-based excellence. 

Over the past 57 years, India's share in world 
trade has shrunk from over2 per cent to about 0.6 
per cent. India’s top items of merchandise export 
are traditional commodities like textiles, gems 
and jewellery, leather, chemicals, engineering 
goods, minerals and agro-products. The value- 
added by India in the commodities is minimal 
and, hence, prone to international price pres- 
sures. Because of the lack of investments and in- 
novation along the entire value-chain — from 
design to marketing to technology to the busi- 
ness model itself — these industries capture just 
a tiny share of their respective global markets. 
These industries have grown largely because of 
an abundant supply of low-cost labour. In the 
world of tomorrow, innovation has to take cen- 
tre-stage if they are to reach positions of domi- 
nance on the world stage. 

Non-traditional businesses like IT services 
and pharmaceuticals have grown significantly in 
the last decade and are recognised as having 'ar- 
rived' on the global stage. Both these businesses 
are knowledge-driven and employ a significantly 





different profile of employees. It is, therefore, im- 


perative that with their access to world-class tal- 


entand capital, cost- and quality-led advantages, 
and with high global demand, they do not be- 
come complacent and lose their position, as the 
traditional businesses have. 


With over 300,000 engineers aui | 


each year, India sits on a human capital gold- 
mine. However, the issue of global leadership 
isn't only about numbers. With only 7,000 engi- 


neers graduating each year, Israel, with. 6.5 mil- 
lion people, has over 100 innovative companies. 
listed on Nasdaq. And India, with over 250 million 
head of cattle — the world's s largest population — 


is not even a player in the global dairy! business! 


Indian pharmaceutical companies have rea- 
lised that in the post-WTO world, they need to- 


compete with MNCs. Says Ajit Dangi, director 


general of the Organization of Pharmaceutical | 


Producers of India: "In this new patent era," un- 
less Indian companies can rapidly change their 
business model from imitation to innovation, by 
2010 there will be just 500 to 1,000 companies." 
(Currently, there are 10,000-plus companies). 
Pharmaceutical companies have started fo- 
cusing on research — they spend about 8 per 
cent of revenues on R&D today. In the year 2003- 
04, a total of 855 drug patents were filed by Indian 
companies, up from virtually zero 10 years ago, 
according to Businessweek. However, no such ac- 
tion is seen from the IT services companies, Why 
should they be worried? After all, the industry is 
growing at 25-plus per cent and the prospects 
look good for the foreseeable future, Or do they? 


For one, the next 10 years for the industry will 
not be anything like the first 10 years. Increased 


globalisation, increased choices for employees 
and customers, and increased competition will 
force big changes. The industry has grown ad- 
mirably over the past decade and a half and has 
attracted the attention of the world. That means 
Indian IT services now have to contend with bru- 
tal global competition and market demands. 

If we believe, however, that the next 10 years 


will play out as the previous 10 years have then | 


we have nothing to fear and the industry and its 
stakeholders can all sleep well at night. However, 
ifthe next 10 years are not replicas of the previous 
10, then we have a lot to worry about. For then, 
India would have lost an opportunity to achieve 
true global leadership in IT. 


I believe that the next 10 years will be differ- 
ent. I believe that serious issues need to be ad- 
dressed if the Indian IT (as opposed to MNCs 
leveraging India through captive units) industry 
is to continue to create value 10 years from now. 


Serious Issues 
Industry Structure: According to data published 


by Nasscom in its Strategic Review 2005, the top 


20 companies accounted for nearly 63 per cent of 
the industry's exports in 2003-04. (Of these, five 
are quasi-captive companies of overseas compa- 
nies, like Digital Globalsoft — now HP — which 
derive a significant chunk of their revenues from 
their financial and other relationships with their 
overseas sponsors/parent companies). This 
means that the other 3,200 IT companies in India 
delivered 37 per cent of the industry's exports, Or 
about $3.4 billion. Put another way, the average 
size of these 3,200-odd companies is just $1.13 
million or Rs 49 million! And, a vast majority of 


_ these companies are over seven years old. Put in 


a social context: it is as if we had a society com- 
posed of a few extremely wealthy and a vast 
number of poor buttressed by a negligible sliver 
of the middle class — an unhealthy state for any 
economy, let alone one thats ostensibly a knowl- 


. edge-driven one. 
. The Paradigm: The paradigm of the Indian soft- 


ware services industry closely resembles that of 

‘made-to-order’ contract manufacturing (CM). ! 
Worldwide, CM companies, under margin and 
revenue growth pressures, have been morphing 


. from original equipment manufacturers (OEMS) 


to original design manufacturers (ODMs). Today, 
theentire design, development, sourcing, manu- 
facturing, testing, packaging and shipping is un- 
dertaken by the larger ODMS, leaving customers 
like Cisco to manage the customer, channel and 
marketing relationships. | 
Some ODMs are venturing into punching 
their own brands (Haier, BenQ) in carefully cho- 
sen markets. Complex technological products 
from PDAs to PCs to digital cameras to phones to 
networking gear are being increasingly supplied 
by ODMs from Taiwan and China. More impor- 
tantly, these companies are investing heavily in 
innovation in technology, marketing and busi- 
ness models! (See 'Low Premium Software Ser- 
vices.) Indian IT services need to see the writing 
on the wall and start investing in innovation now, 
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when they have the luxury of enviable margins 
and revenue growth. 

Investments in R&D, sales and marketing 
and business development activities have to dra- 
matically increase. Such investments take time 
to fructify, but they will stand the Indian compa- 
nies in good stead when growth starts tapering 
off. The past 10 years have seen the Indian IT 
services industry successfully perfect the equiva- 
lent of the CM business model, but will the next 
10 years see them perfect the equivalent of the 
ODM model? After all, pay-offs from investments 
in soft infrastructure like R&D, culture, and 
mindsets take a lot longer than investments in 
hard infrastructure like land and buildings. 
Industry Maturity: Reports from the top Indian 
IT service companies (TCS, Wipro, Infosys) for 
the year ending March 2005 bring another aspect 
to light. Their growth is being largely driven by 
volumes (increased deployment of headcounts), 
as opposed to increases in prices. It is no surprise 
then, that the Strategic Review 2005 goes on to say 
that the industry is maturing. The ability of the 
large companies to continue to hire and deploy 
large pools of manpower appears to be the only 
constraint to growth at this point. However, ris- 
ing costs, attrition rates due to increased choices 
for employees, increased awareness of cus- 


Low premium software services 
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tomers, competition from other countries, and 
concerns about availability of skilled and trained 
talent will start to make an impact on these im- 
pressive growth rates. 

As in any service industry, India's is clearly 
skewed in favour of the large companies as the 
drivers of value are scale (armies of programmers 
are required, since revenues are proportional to 
headcount) and scope (a wide suite of services is 
offered to customers — different services across 
different industry verticals). The small compa- 
nies do not offer any differentiated services and 
are more often than not hamstrung by lack of 
capital and lack of management talent. Mergers 
and acquisitions are the way for many smaller 
companies to offer differentiated capabilities. 
The others will continue to struggle against mar- 
ket forces to remain afloat. 

Evidence of the industry's maturity is found 

in the fact that no IT service startup has been fi- 
nanced by venture capitalists in the last three 
years. On the other hand, capital is available for 
purposes of consolidating holdings and under- 
taking M&As. 
Impact of MNCs: Global companies are becom- 
ing ‘Indian faster than Indian companies are be- 
coming global. IBM, Accenture and HP alone 
employ over 50,000 people in India as part of 
their global service operations. They also 
have operations in other low-cost coun- 
tries to which they are rapidly moving 
low end, price-sensitive activities to face 
the threat from Indian IT services. As 
their headcounts in India and in other 
lower cost locations increase, their ability 
to compete on price against vendors 
from India (and other low-cost coun- 
tries) will only increase. 

Indian companies, on the other 
hand, have their centres of gravity and 
the locus of operations in India. They are 
yetto make serious investments in build- 
ing capacity, competence, and relation- 
ships globally In the coming years, 
notwithstanding their 'global delivery 
model’, Indian services companies will 
need to aggressively step out of their In- 
dia-centric delivery models and invest in 
global workforces and global relation- 
ships with customers, partners and ven- 
dors. Meanwhile, here's what Claudia 
Van Munce, managing director of IBM's 
Venture Capital Group, had to say in a 23 
March 2005 interview with Always-On: 
“IBM used to be known as the company 
that only played with the large corpora- 
tions. But then, if you look at Nasdaq, 70 
per cent of the Nasdaq 100 was at one 
time a venture-funded startup. So, we're 
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obviously casting our net in areas where these | 
companies can be very successful and become 


critical partners of IBM.” 


In addition, companies like IBM and Accen- | 
ture invest in research in different industries, 


subjects and technologies to gather insight into 


how they can impact their customers. For exam- | 
ple, Accenture has its Institute for High Perfor- | 
mance Business that does research in areas like | 
strategy, innovation, customer relationship | 


management, supply chains and business mod- 
els. IBM works with academia and key technolo- 
gies on a global basis to devise next generation 
innovative solutions for its customers. 

Let's take an example: India’s top three IT ser- 


vice companies together employ over 10,000 | 


people in their BFSI (banking, financial services - 


and insurance) groups and generate over $1bil- 
lion in revenues. Most of the top banks in the 
world are their customers. Yet, can these 10,000 
generate an original technology vision and 
thought leadership for, say, the global insurance 
industry, without regurgitating analyst reports 
from various analysts? 

Generating thought leaders is critical to inno- 
vation and requires investments. As the Indian 
market grows, MNCs will start aggressively going 
after local business. Already, the signs are omi- 
nous. For example, look at the 10-year deal be- 


tween Accenture and Dabur for management of | 
Dabur's IT needs. Or the Bank of India-HP deal | 
for branch office computerisation, or the $750- | 


million Bharti-IBM deal and the Reliance Info- 
comm and Reliance petrol pump projects with 
IBM. A look at the Indian domestic IT market 
amply illustrates this — once owned by Indian 
brands, it is now dominated by MNC brands. 
MNC consulting companies generate higher rev- 
enues per employee from Indian customers than 
Indian consulting companies. Brand value, do- 
main knowledge and experience are clearly the 
major differentiators. 

Lack of Eco-System Development: The Indian 
industry has grown in an ad hoc manner where 
supply side advantages (cost, quality, availability, 
English language skills, project management) in 
India have meshed with global demand for ca- 
pacity (Y2K and e-commerce being among the 
big drivers). As a rising tide lifts all boats, the en- 
tire Indian software industry was lifted by these 
drivers. Unfortunately, the effect of the rising tide 
was such that it forced the all too ready Indian in- 
dustry to further focus only on the supply side of 
the equation, since demand generation became 
essentially a passive activity. 

This, unfortunately, forced companies into 
vigorous competition for talent rather than co- 
operation. This should have resulted in compa- 
nies forging alliances and partnerships among 
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CM: Contract manufacturing, OEM: Original equipment manufacturing, ODM: Original design 
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themselves for accessing resources relating to 
technology, markets, vertical domains and best 
practices. But these did not materialise, Linkages 
with academia or industry also did not take 
place; IT services companies did not see it worth- 
while to partner with domain or technology ex- 
perts or with companies in specific verticals like 
telecom, automotives, FMCG and hospitality. 

In other countries, one sees linkages (formal 
and informal) between smaller and larger com- 
panies that benefit all players, such as the Tai- 
wanese hardware industry, Japan's automotive 
industry, intense co-operation and competition 
among Silicon Valley companies, etc. Here, com- 
panies operate in isolation. Domain knowledge, 
intellectual property, best practices and the like 
are not shared. There are no programmes in 
which large companies work with smaller, inno- 
vative or differentiated companies. 

Industry bodies which used to champion the 
cause of the fledgling IT industry in its early days 
appear to be satisfied with maintaining the sta- 
tus quo in taxation, visas to the the US and UK 
and the token event or conference. Development 
of a conducive eco-system, say, by becoming the 
facilitator for capital, mentoring, technological 
tie-ups, managerial inputs, partnerships and al- 
liances to benefit the 3,000 smaller companies 
does not appear to be a priority. 

The approach of MNCs in India like Texas In- 
struments, Analog Devices and IBM is illuminat- 
ing. They work closely with several small compa- 
nies providing marketing and technological 
support, and with academia in developing or 
testing hypotheses. They also work with venture 
capitalists to get insights about market and tech- 
nology trends; small companies are tracked for 
potential partnering purposes, for possible M&A 
transactions, and for getting an understanding of 
the local market and technological capabilities. 
‘BPO-isation’ of the Industry: The BPO business 
(including call centres) from India is over $5 bil- 
lion in size today, from an almost standing start 
in 1999. The business was fuelled largely by pri- 
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vate equity and venture capital funds who in- 
vested an estimated $200 million in the sector 
from 1999-2001. Today, the business is domi- 
nated by the large (quasi)-captive units of MNCs | 
like GE, HSBC, Citigroup, Dell and AOL, or by | 
large third-party players like Convergys. Large 
| 
| 
| 





Indian companies entered the arena through the 
M&A route (like Wipro Spectramind) or organi- 
cally by raising many millions of dollars from in- | 
vestors (like Progeon-Citi, Satyam-Olympus-In- | 
tel). The business has rapidly matured in just five | 
years and is displaying all the characteristics of 
the more mature IT services industry, namely, 
the concentration of business in the hands ofa 
few large players and the squeezing out of 
smaller players due to lack of size differentiation, 
capital, management talent and the like. 

While the employment generation outlook is 
undeniable, the rush to BPO everything (from in- 
surance claims to sales orders to filing legal drafts 
to reading X-rays to even preparing tax forms for | 
clients overseas) creates the problem of mun- | 
dane tasks being done by overqualified Indian 
employees. We have accountants doing ledger 
entry, statisticians running SAS/SPSS packages, 











atten 





and engineers doing low-end engineering draw- 
ing. Since the focus on innovation is low (with 
process compliance, quality, and maintenance 
of service levels being of predominant interest) 
and the lure of BPO so high, the possibility of 
more and more Indian companies hiring away 
under paid and under-appreciated engineers, 
doctors and scientists to BPO work is very real. 
Orisit? Do we really need to worry that India's 
knowledge workers are becoming robots? Is this | 
fear alarmist and irrational? Contrast this with | 
the comments on John Chambers, Cisco CEO, in 
Fortune: "When he looks at China and India, 
Chambers sees two countries — each with more 
than a billion people — that are methodically fo- 
cusing their efforts on improving the math and 
| 
| 


| 
| 
| 
| 
| 








science skills of their top students. For every new 
engineering graduate in the US, which has a 
much smaller population to begin with, there are 
five in China, he says. ‘In China and India, they 
clearly understand that if they get the engineers, 
then they get the managers, then they get the 
companies, then they get the innovation.” 

This is from a top person at a top company 
from the top country in the world today! This ar- 
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INFOTECH 


ticle and others like it talk of how top technology 
business leaders like John Chambers, Jeff Immelt 
of GE, and Craig Barrett of Intel are paranoid 
about the US losing its competitive edge due to a 
shortage of engineers and scientists. How many 
of our top leaders worry about losing their com- 
petitive edge of innovation due to the country's 


| scientists and engineers migrating to performing 


outsourced tasks? 

The very nature of a BPO business — with its 
relentless focus on volumes, high standardisa- 
tion, low variance, managing costs, process com- 
pliance, service levels agreements, and hiring 
and attrition issues — cannot be conducive for 
the emergence of innovation. 


Mindsets:This is the single most important re- 


quirement for innovation. A couple of years ago, I 
recall sitting in a meeting to discuss innovation in 
a top Indian services company. This company 
had set up an innovation council and appeared 
to be serious about engendering innovation in- 
house. The meeting lasted about two hours and 
most of the discussion centred around the 
processes to be followed to ensure that the pro- 
cess of innovation discovery was compliant with 
various internal standards and practices that the 
corporate quality group had laid out! 

In another case, the group was set up to pur- 
sue ‘innovation’ This group had developed inter- 
esting technology building blocks and was won- 
| dering where to take their next steps. There was 
no plan for any cash investment for travel to 
meet customers, do market and customer vali- 
dations, or hire experts. The only resource made 
available was some engineers. Losing patience 
with the group, the company decided to quickly 
convert these engineers into ‘billable resources’ 
and when I last checked, one of the experts was 
an account manager for a top customer! 

Now, look at Jeff Immelt, CEO of GE, a $152- 
billion company, one of the largest in the world. 
Businessweek said that he is “turning GE's culture 


upside down, and demanding far more risk and 


innovation.... Jeff Immelt admits to two fears: 
that General Electric will become boring, and 
-that his top people might act like cowards. That's 
right: cowards. He worries that GE's famous ob- 
-session with bottomline results — and tendency 
to get rid of those who don't meet them — will 
make some execs shy away from taking risks that 
could revolutionise the company." 

The article goes on to say how Immelt is try- 
ing to shift GE's mindset. In salaries, he wants to 
link bonuses with new ideas, customer satisfac- 
tion and sales growth, with less emphasis on bot- 
tomline results. Hed also like to spend billions to 
fund "imagination breakthrough" projects that 
extend the boundaries of GE. In addition, execu- 
tives should be rotated less often and outsiders 
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should be brought in to create industry ex- 
perts instead of professional managers. 
Indian IT services companies are pris- 
oners of their own success, Enjoying un- 
| precedented market capitalisations thanks 
to terrific earnings growth, they find it hard 
to make investments with unsure time 
horizons and pay-offs. Investments will 
dent their earnings and affect stock prices. 
Investments to explore new business mod- 
els, partnerships, undertake M&A transac- 
tions of any significance, hire globally, do 
research, and create organisational change 
are sure to impact near-term earnings. But 
what of the serious possibility of an adverse 
impact on business in a few years if these 
investments are not made now? 
Instead of investing their cash surpluses 
in long-term investments, Indian compa- 
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: nies tend to reward their shareholders with œ Analysts CAPABILITIES 
| hefty, tax-free dividend payouts (thereby 

enjoying shareholder loyalty) and perform ° Consultants 

treasury management functions by invest- e Academic 

ing the money in safe mutual funds. Clearly, institutions 


these companies are signalling that they 
have no other productive or imaginative 
use for this capital (e.g. investing in long- 
term competence and capability development) 
than paying dividends. The managements con- 
servativeness is reinforced by the pressure of 
maintaining quarterly earnings. 
It is disheartening from an industry stand- 
! point to see hundreds of millions of dollars sim- 
ply lying on the balance sheet and not being 
invested in creating innovative competitive adv- 
antages for the future. It is disheartening to see 
companies lack the confidence to take big, bold 
steps, even after 20 successful years in the global 
arena. The ability to dream big on a global level 
| and then take the required steps to realise the 
| dreams is what will distinguish the true global 
| players from the also-rans in the next 10 years. 
| Mindsets need to change dramatically, espe- 
cially among leadership levels. From managing 
B status quos to managing risks, from managing 
people to managing businesses and leveraging 
opportunities, from managing Indians to man- 


| for R&D and industry experts, for example, need 
| to be made as attractive as jobs that are oriented 
to people management. An entrepreneurial en- 
vironment and mindset has to be put in place. 


| A Presumptuous Prescription 
| Whycan' the large companies look at develop- 


BI ing their own global eco-systems, much like the | 


MNCs have done (see ‘How To Grow...’)? 


| aging a diverse global workforce, from a ‘span of - 
| control’ to a ‘span of competencies’ — all these 
| initiatives are essential for success. Career paths | 
| growth, and access to large amounts of cash? The 
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Activities in each spoke have to be 
driven by qualified entrepreneurial 
business managers with clear goals 
and objectives. Resources must be 
made available — this availability will 
only be guaranteed if executive man- 
agement sponsorship is real and visi- 
ble. Initial failure must not force the 
company to immediately withdraw 
and get into an ‘I told you so’ mindset. 
For all of this to happen, companies 
will need to acquire and develop new 
competencies and capabilities. And, 
as always, the change has to be driven 
from the top. The mindset change has 
to be driven by a recognition ofthe im- 
pending reality of the next 10 years. 
Some of the larger companies are 
thinkingofsuch things and havetaken 
their first hesitant steps. But are they 
displaying the confident strides of a 
20-plus year-old industry with a global footprint, 
global recognition, enviable top- and bottomline 


answer cannot be yes. 
Asa well-wisher of Indian IT, lam keeping: my 
fingers firmly crossed! Is the picture so disquiet- 


| ing that innovation is unlikely? The answer is that 


innovative people will find a way and, as every- 


where else, small companies are at the forefront 


of this effort. There's a quiet but rapidly develop- 
ing wave of innovation in Indian companies. Wi 
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of bad economics 


S usual, I spent one week this 
summer in the dry and swelter- 
ing heat of central Maharashtra. 
In the midst of four-hour power 
cuts and dry water taps, I heard a 
few interesting stories of how government poli- 
cies, which are meant to help people, some- 
times have perverse effects. They are proof of 
what finance minister P. Chidambaram said, in 
his Budget speech this year, about social wel- 
fare schemes: outcomes are more important 
that outlays. So here are the three stories. 

Story No.1. A local reporter wrote an article 
about a police investigation that sends a chill 
down the spine. After the furore last year over 
farmer suicides — a trend that was ostensibly 
the cause of Chandrababu Naidu’s downfall in 
the 2004 elections — several state governments 
were quick to announce relief packages for the 
families of the farmers who killed themselves 
because oftheir economic woes. 

Many farming families in drought-prone 
districts applied for help. One district was 
Sholapur. What caught the attention of the po- 
lice there was the fact that most ofthe farmers 
who had committed suicide were old men. The 
police now suspect that these are actually mur- 
ders. Family members have bumped off their 
aged, shown them to be suicides caused by suf- 
focating debts, and then claimed compensa- 
tion from the government. The results ofthe in- 
vestigation are still not out. 

Story No.2. Obviously, nothing can be as 
morbid as what has perhaps happened in 
Sholapur district. But this one too is intriguing. 
Power thefts are rampant in many of the dis- 
tricts around Aurangabad. Transmission & dis- 
tribution (T&D) losses, the official euphemism 
for power thefts, run at nearly 40 per cent. I be- 
lieve there are entire towns here which do not 
have a single power meter. 

A local acquaintance told me that when he 
recently visited an electrical hardware shop, he 
saw stacks of hotplates for cooking on sale 
there. He asked the shopkeeper who in his right 
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mind would buy a hotplate, since it uses up im- 
mense amounts of energy. Using cooking gas is 
the cheaper option. "Only if you're paying for 
the electricity," the shopkeeper replied. Fami- 
lies who are using electricity without paying for 
it are running their kitchens on the most en- 
ergy-inefficient devices available. 

Story No.3. And here's what allegedly hap- 
pens further to the east, in and around Nagpur. 
This is cotton country. The state government 
wants to help cotton farmers here, and has run 
a controversial monopoly purchase scheme for 
many decades. Shorn of technicalities, this 
scheme guarantees an above-market price for 
the cotton farmers of this region. Last year's 
subsidy bill alone came to Rs 4,500 crore. 

The state government is cash-strapped. So 
although it is always there in the mandis to buy 
whatever cotton is on offer, there is no money 
to pay the farmers immediately. This is unac- 
ceptable to the farmers, especially the small 
and marginal ones. They cannot wait. So this is 
where the big farmers and traders step in. They 
go to farms around the region, buy cotton at a 
price that is far lower than the official price, and 
sell it to the government. They then wait for the 
payments. I am told there is a wide gap be- 
tween what they give farmers for the cotton and 
what they get from the government later. Their 
rate of return is over 20 per cent. 

The moral underlying these three stories is 
the same. Government policies that violate the 
laws of economics often do more harm than 
good. It could be any ofthe idiocies that the po- 
litical class perpetrates: the urge to announce 
blanket compensation packages, the attempt 
to buy votes through promises of cheap (or 
even free) power, or the attempts to block the 
growth of efficient cash and forward markets 
for agricultural products. Each can have per- 
verse results — from the misuse of energy to 
cold-blooded murder. 

It is unfortunate that there are still so many 
intelligent people out there who don't realise 
this folly. LJ 
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E Need some quick money but don't 
want to take a loan? You may take a cue 
from this allegation by a member of the 
Employees' Provident Fund Organisa- 
tion (EPFO) board: "Turn up at the 
Meerut PF office, where, for a 15 per cent 
bribe, you can claim Rs 10,000 or more, 
whether you have a PF account or not." 
E Recently, a young assistant PF com- 
missioner, Manoj Kumar Pandey, got ar- 
rested by the Central Bureau of Investiga- 
tion in Chandigarh. In just 5 years of 
service, he had amassed properties worth 
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The UPA’s first labour minister, Sis 
Ram Ola (L), ordered the transfer of 
regional PF commissioner S.A.A. 
Abbasi based on this recommendation 
by C.B. Patodia, "purportedly" an 
adviser to the Birla Group of Sugar 
Industries. Ola ignored the fact that 
investigations on two past complaints 
against Abbasi were being examined 
by the EPFO's vigilance cell 


a crore, and Rs 47 lakh of cash was recov- 

ered from him. EPF officers have been on 

a compliance drive over the past six 
months to increase the number of estab- 

lishments covered. Enquiries have re- 

vealed that for more than 90 per cent of 
the employers who were allotted code 
numbers in this drive, the employees’ de- 

tails haven't been furnished. Sources say 
the overt harassment from such a drive 
triggered Pandeys arrest. 

li The EPFOS 2004 balance sheet shows 

unclaimed deposits of Rs 900 crore, totted 
up from ad hoc and unaudited declara- 

tions of clerks in PF offices across the 
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Trade made by 
former labour 
minister Sis Ram 
Ola are further 
jeopardising the 
provident fund 
offices’ credibility 


country. But an internal audit found 
that the actual amount in the EPFOS 
1.98-crore inoperative accounts in 2004 
was Rs 9,664 crore. The clerks know the 
unclaimed PF accounts, and can siphon 
off money to bogus bank accounts. 
Though several such instances have 
come to light, the EPFO has no system to 
flag off such frauds. Six months ago, in 
Delhi, a lower-division clerk started such 
an operation and was aided by some col- 
leagues in embezzling over Rs 1 crore. 

B Though there are computers in all the 
main EPF offices since 1989-90, the data 
in them is far from reliable. A PF official 
says: "We are working in a Foxbase envi- 
ronment, with one server and a few 
dumb terminals in each office. Though 
these computers generate account slips 
every year, the department cannot trust 
that data. For settling claims, manual 
records are checked. The data on the 
computers can be changed easily and no 
audit trail is possible. 





N short, your retirement money is 
not secure. While Businessworld 
has consistently highlighted the 
major issues in the EPFO's overall 
functioning, there is a need to 
look at the goings-on at its local offices 
too, because employees and employers 
interact with the EPFO at that level. 
Even if the EPFO is well managed at the 
centre, if your local PF commissioner is 
not diligent, your retirement money 
could be in danger. After all, any system 
is as good as the people operating it. For 
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the EPFO, this is doubly important, as its 
systems are writhing in obsolescence. 

Ever since the UPA government has 
taken over, the systemic overhaul of the 
EPFO — under the Reinventing EPF In- 
dia project — has been caught in a 
quagmire. The first labour minister of 
the UPA, Sis Ram Ola, sacked the central 
PF commissioner (CPFC), Ajai Singh, 
who was steering the reforms, in August 
2004. And tilllast month, the project had 
been all but abandoned. When Busi- 
nessworld pointed this out in a recent 
cover story (‘The Employees’ Provident 
Fund DisOrganisation, 25 April 2005 is- 
sue), the UPAS second labour minister, 
K. Chandrasekhar Rao, told Parliament 
that the project would continue. But 
even if the EPFO’s systems are over- 
hauled, a massive change in its mind- 
sets and staffing policies would be 
needed to change the ground realities. 

Ola has been busy issuing 
transfer orders within the | 
EPFO. After evicting the 
CPFC, on 14 September 2004, 
Ola instructed the new labour 
secretary, K.M. Sahni, and 
Anirudh Rai, the acting CPFC, 
to transfer six regional com- 
missioners and three addi- 
tional central commissioners. 
The Prime Minister's Office 
intervened and got the min- 
istry to quash the orders. Yet, 
some of the transfers in the 
September order did take 
place by January 2005. 

The EPFO hasnt had a reg- 
ular chieffor almost a year now. Three of 
its four additional central commission- 
ers, who are supposed to monitor the 
four zones of north, east, south and 
west, are handling other roles too. So 
monitoring the work of the offices in 
each zone is not the only priority for 
them. The EPFO has 260 offices across 
the country, including sub-regional and 
regional ones. 

Internal communiqués between the 
labour ministry and the EPFO from last 
year reveal that Ola's regime of transfers 
wasn' restricted to the top levels. In at 
least two cases, Ola ordered favourable 
postings for officers whose past conduct 
was far from exemplary. In both cases, 
the officers concerned had brought out- 
side influence on the labour ministry 
and consequently, the EPFO. This con- 
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= Head office (Bhavishya Nidhi 
Bhavan, New Delhi) 


stitutes a serious breach of the Central 


Civil Services (Conduct) rules (Rule 20, 
to be precise), which stipulates that offi- 
cers can't bring to bear outside influ- 
ence on the decisions of government 
departments. 

Consider the case of S.A.A. Abbasi, a 
grade H regional commissioner who 


was working at the EPFO's headquarters 


in New Delhi till June 2004. Abbasi 
wanted to head the sub-regional office 
at Nehru Place, New Delhi. With the 
change in government last year, he 
sought the aid of C.B. Patodia, an ad- 
viser to the Birla Group of Sugar Indus- 
tries. Patodia, in a letter to Ola (featured 
on page 38) where he addresses the 
minister as ‘My dear Bhaiji, requested 
him to speak to the CPFC and issue the 
necessary transfer order. 

In response, the EPFO wrote to the 
ministry that such a transfer would be a 





Regional offices (For example, in $ 
Kanpur and Bangalore) 


violation of the conduct rules. It was 
also pointed out that Abbasi had not 
completed an earlier tenure at the head 
office as well. More importantly, inves- 
tigations oftwo past complaints against 
Abbasi were being examined by the 
EPFO’s internal vigilance cell at the 
time. Ola's response to the letter was 
curt: "This should be done." 

In another case, the mother of assis- 
tant commissioner Vikas Sodai, 
Rameshwari Devi, had made a fervent 
request to the minister to post her son to 
Meerut, their hometown. Sodai's service 
record showed that this was not the first 
time he had tried to move to Meerut. 
Earlier, when he did get posted to 
Meerut from the West Bengal regional 
Office, the then labour minister received 
several complaints against Sodai for 
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corruption and misuse of official posi- 
tion. In November 2002, Sodai was 
transferred to Chhattisgarh, but he got 
Harender Singh Malik, an MB to moot a 
transfer to Delhi instead. 

In 2003, he had again tried to move 
from Delhi to Meerut, armed with a let- 
ter from another MP Vijay Kumar Mal- 
hotra. Incidentally, Sodai is also on the 
Agreed List' of the CBI as an officer of 
doubtful integrity and is required to be 
kept under surveillance and away from 
any sensitive posting. Yet, Ola ignored 
the EPFO’s dissent letter and ordained: 
"He may be transferred." 

While these are only two examples 
of transfers that directly compromise 
the safety of members' accounts, they 
indicate the rot in the EPFO and the 
labour ministry's decision making ca- 
pabilities. 

The EPFOS basic function of record 
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Note: About 90% of the sub-regional offices are manned by regional PF commissioners (grade Il), not assistant commissioners 


keeping starts at the local level. Recent 
studies by the EPFO found that the situa- 
tion in many local offices is scary. Even in 
the manual procedures, many critical 
checks have been abandoned. A num- 
ber of EPF offices are not maintaining 
the critical register that reflects the de- 
mand, collection and balance of funds in 
each office. Even cash books have not 
been maintained in some cases. In such 
an environment, unscrupulous people 
can easily exploit the system. 

The EPFO board needs to push for a 
hardlookat its people policies, The local 
offices are unlikely to spruce up their act 
unless accountability is clearly fixed at 
the central level. Incidentally, despite re- 
minders from the PMO, the labour min- 
istry is yet to initiate the appointment of 
a regular central PF commissioner. W 
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depth 


FEW can argue that Jack Trout is 
among the foremost marketing 
strategists of our times. It all started 
in 1969, when Trout introduced the 
word 'positioning' into the business 
language in a magazine article. He 
teamed up with Al Ries to write 
another article in 1972 and a book 
Positioning: The Battle For Your 
Mind in 1980. Since then, position- 
ing has emerged as a vital approach 
to marketing and thousands of mar- 
keters the world over swear by it. But 
recently, a few voices have suggested 
that it is time to leave positioning 
and move on to fresher approaches. 

In an exclusive interview with 
Businessworld's ; 
Trout defends positioning. 
He also speaks about 
issues like the future of 
global brands, and 
developing a meaningful 
positioning for Brand 
India. Excerpts. 


Is positioning still relevant 

35 years after you first wrote 
about it? 
H It is more relevant now. 
The original body of work on 
positioning was made on the 
premise that the US was an 
'over-communicated' mar- 
ket. There was too much 
noise and lots of competition 
for the mind. The mind was 
the battleground. Then, the 
question was how do we get 
into the consumer's mind in 
an over-communicated soci- 
ety. Little did we know it was 
going to become an even 
more over-communicated 
world. In fact, we thought 
being over-communicated 
was nothing. Now, you have 
the Internet, satellites, etc. All 
that has made positioning an 
even bigger deal. That is why 
the book continues to sell. 





Many contemporary mar- 
keters believe that positioning 
is now outdated. In fact, 
McDonald's chief global mar- 


R.A. CHANDROO 





keting officer Larry Light has said: 
"Identifying one brand position and 
communicating it in a repetitive man- 
ner is old-fashioned, out of date, out of 
touch." What is your response? 

B I had a big fight with Larry Light and 
I wrote several counter articles. He 
doesn't know what he is talking about. 
He has jumped up and said positioning 
is obsolete. The problem with Larry 
Light is that he has not been able to 
understand positioning. I know Larry. 
He has not been able to do a good job 
of positioning accounts. So I told him, 
here is your deal: "If you want the 
answer to what you are, I will give it to 
you." I said, in essence, here is 
your (McDonalds) position- 
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ing. You are the ‘world’s favourite place 
to eat. Thats your concept. That is it. 
That is a leadership position. And that's 
a very powerful idea. And I published 
that idea. But I know he wont use it 
because I wrote it. I think Larry has no 
clue to what positioning is all about. 


But others like The Economist (in its 
2 April 2005 issue) have argued that 


| positioning is not working with sophis- 
| ticated and knowledgeable consumers. 
| It is argued that consumers now buy on 
| research and personal value, not on how 


companies seek to ‘position... 
@ Well, again, what people 
dont understand is that 
the definition of posi- 





Interview with management - 
strategist Jack Trout 
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8 But the Internet and information 
clutter have made positioning more and 
more difficult... 


sion and now you have the Internet. All 
that means to me is that you, as a mar- 


keter, have another tool to deliver infor- 
- mation which means it is just another 
Way to. deliver your differentiating idea, ] 


and bring it to life. 


B But it has made positioning more | 
difficult... 
| Bi You are absolutely correct. But den, V 
[| you have more tools to work with. 
People are doing different things. It is | @ 
| difficult only because people's attention 
— | is more divided. But your responsibility | dif 

. | is to find ways to reach various people E 





ER. through various mediums. 









tioning is how you differentiate your 


brand in the market, in the mind. So, in | 


other words, if consumers are becom- 
ing more knowledgeable, it is more 
important that brands. differentiate 
themselves, What is the reason to buy 
my brand versus all the other brands 
that are trying to get my business? So, 


tioning is; it really comes down 
to differentiation. 

In the US, people want to talk about 
emotion, they want to talk about stuff 
that is not differentiating. As a result, 
what is happening there is that many 
products are becoming commoditised. 


Once you reach that stage, you better | 


have a very good price. 


seers Niengemtnmonenondenmeeneinrefiabinapsantenn juangna 
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g d the recent emphasis on customer 
relationship and experience taking the 


focus away from positioning? 


Position and strategy attract cus- 





tomers, It is the reason why a customer 


buys your product instead of some- 


body elses. Customer relationship is 
what happens after that. How can you 
have a relationship if he is not your cus- | 
tomer yet? So I tell people: "Dont get - 


confused." Part one is to attract cus- 
tomers. Part two is to hang on to them. 
Once you have a customer, you estab- 
lish that relationship, you use one-to- 
one marketing, technology, etc. 





Œ Is it possible that positioning may not 
be as relevant in the future as it was in 
the past? 


= It will always be relevant. It will - 


always be how you differentiate your- 


selfin the mind. If you don't do that, you | 


better have a great price. You don't have 
to worry about positioning only if there 
is ho competition. 


| IB What is the future of global brands? 
people have to understand what posi- | @ 


I think global brands have to go 
where the money is. Once you have 
pretty much sold yourself out in one 
country, you have to move on to anoth- 
er. You have to go everywhere because 
the money is everywhere. As markets 
develop, people have money, like in 
India. But are there going to be only 
, global brands left in the market? No. 
There are going to be a lot of global 
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@ | believe that the Internet is another - 
medium. You had the radio, the televi- 





brands, but I think — and this is a book 
I am going to write — the defence 
against the big global brands is special- 
isation. If you are very good at one 
thing, either in your part of the world or 


in your region, you will make it. There 
- Will be big global brands, there are also 
going to be some very good and power- 
-ful specialist brands. That makes sense. 
Thats. the game. The smaller spe- 
| cialised brand is like a guerrilla. If he 
steps out and starts competing face-to- 
face with the global brands, he will get 
3 Specialised to Survive’. 





. I think I will call the book 


As consumption shifts to emerging 


economies, won't global brands find it 






fficult to follow the money? 
There is a golf term: play it where it 





“lies, . You can't move the ball. You have to f 


.| play it where it lies. The same is with 


marketing. You had better play it where 
it lies. In other words, if you are in a 


culture where you have a bit of a prob- 
lem, you have to be flexible enough to 
adapt, though you may not like it. Big 


companies have to be flexible. 





B This is where the problem starts. 
Global. brands are finding it tough to 
adapt to the unique positioning. 

Bi That is very correct. 





8 Take KFC (Kentucky Fried Chicken). It 


is now offering vegetarian thalis in 


India. (see 'Kentucky Fried What?" BW, 


6 June 2005) 

W The question is, ‘how flexible can you 
be?’ If your name is chicken and you are 
not selling chicken, you have a bit of a 
problem. You can try veggie. But it has 





to be a Kentucky fried veggie! And that 


is the problem. Very few companies can 
run one idea all-around the world. A 
Levis can be a Levi's all around the 
world. Not a lot of people can do that. 
But a Levi's saree is just not going to 
wotk. (laughs) 


Bi Are you suggesting that a global 


brand has to use different positioning in 
different markets? 

B Id say that global brands have to 
have some degree of flexibility. But can 
they totally change their spots? I don't 
know. Can we go from chicken to veg- 
gie? That's a question mark. Maybe you 
have to come up with an interesting 


depth 


product that captures the 
positioning. 


E Js it not possible for global 
brands to have a unique 


global positioning? 
W Yes, pretty much. 
Obviously, one position 


might not sell everywhere, 
but sometimes you have to 
be happy with 80 per cent or 
70 per cent. You may not get 
100 per cent. You can do 
something globally, but do 
you get 100 per cent of the 
original position? No. You 
don't have to get to 100. You 
have to get to 80 per cent. 


W Can brands from emerging 
economies go global? 

@ Yes, they can. But it gets 
more difficult. China wants 
to be in the automobile business. They 
are now starting to export some of their 
brands. You have to remember that you 
are going into a marketplace that is 
already overloaded with big brand cars. 
Finding your way wont be easy. Am I 
going to buy a Tata car outside India? 
No, not likely. There is too much choice. 
You have to get past the Japanese, the 
Germans and the Americans. 


B Will global consumers ever accept 
such brands? 
Bl Probably not. The problem is that 
reputation is a big issue. Will I buy fab- 
ric from India? Absolutely. Because you 
have a great reputation for it. Will I buy 
tea from Ceylon? Absolutely. Will I buy 
electronics from Japan? Oh man, yes. 
We did a project for an Argentinian 
hi-tech company. It wanted to go glob- 
al. I said you couldnt let people know 
you are from Argentina. You must have 
a US office. You are a US company. The 
CEO changed his business card and 
gave himself an American name. 


E Could you suggest a meaningful glob- 
al brand positioning for Indian 
manufacturing? 

@ Sri Lanka has the same problem. 
There are a lot of fabric manufacturers 
in the world. But they have a much 
higher standard of labour — no child 
labour, no sweat shops, and women are 
treated well. So the product is quite the 





INTERVIEW 


Nugpeis from the strategy guru 


Perception is reality. Don't get confused 


by facts 


If you don't have a point of difference, 
you'd better have a low price 


Big strategic ideas almost always come 
in small words 


Positioning is how you differentiate 
your brand in the market & in the mind 


Leadership is the most powerful way to 
differentiate a brand 


When you re hot, the world should 
know youre hot 


To be successful, a company must be 
competitor-oriented 


opposite of China. Essentially, you've 
got to play the line that if it is made in 
Sri Lanka, it is manufactured to a high- 
er standard. That would work in certain 
parts of the marketplace. Higher-end 
consumers are concerned about sweat 
shops, etc. So I told them you could 
make the ‘Made in Sri Lanka’ brand 
mean something to consumers. Sri 
Lanka can't take on China because it is 
a gigantic player. It must look out for 
China's weakness. 


EAs a marketing strategist, indepen- 
dent observer and consumer, what mes- 
sages are you getting from Brand India 
and Brand China? 

@ Brand China is perceived to be the 
workshop of the world. They can make 
everything and are very good at it. 
Brand India is getting all the hi-tech 
marks. That's what you hear. 


W If the India brand is to become a hot 
global property what positioning 
should it take? 

# I would say that the best positioning 
India should take right now is 'India on 
the rise. That it is becoming 'the next 
hot country’. China is already there. You 
have to become the next hot country 
from this part of the world: And you 
can, but you've to get your act together. 


E How would you assess the state of 
marketing strategy in India? 
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8i Getting better. I think they are all in a 
learning mode right now. They are 
absorbing the skills now and that is 
good. What you discover here is that 
India is open-minded. The Chinese are 
exceptionally open-minded too, but 
not the Japanese. Marketers here tend 
to emphasise more on advertising in 
their brand and positioning strategies. 


Bi Your advice to Indian marketers? 
You have to learn how to mix things 
up. You have to learn to develop pro- 
grammes that are more integrated. It is 
the same strategy, but you find different 
ways of reaching people. 


B What is the state of advertising in 
India? 

W I haven't seen a lot of Indian advertis- 
ing. My general sense of advertising 
around the world is that it is crap. That 
could be because agencies are not 
doing strategies, only emotions, 
humour. They are not selling anything. 
I see too many people doing advertising 
that does not give people a reason to 
buy. I am not against a little dramatisa- 
tion and a little fun if it drives the strat- 
egy, or the reason to buy. What is killing 
the advertising industry is there are too 
many people doing stupid stuff. bz: 


For the full text of the interview 






Log on to 


nortel.com/commerce 
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Changing with 
the times 





The author is director 
of PSi's strategic 
consulting and private 
equity activities. He can 
be reached at 
psi@psi-world.com. 


A company 
whose 
products 
have 
become 
obsolete 
must 
reinvent 
itself or 
will go 
out of 
business 





USINESS leaders always face the 
question of whether to persist with 
a strategy or to change course. I 
would argue that in the long run, 
the winners recognise the business 
cycle wherein there are periods of stability 
when it pays to exploit existing conditions. This 
is followed by periods of dissolution and rein- 
vention. The trinity of stability, dissolution and 
reinvention is a fundamental force in business, 
as they are in many aspects of life. 

Business is a game in which the rules are 
constantly changing. It is characterised by the 
advent of new technologies, regulations, play- 
ers, ideas, resources and other environmental 
factors. At any given point of time, the accumu- 
lated changes may not be sufficient to trigger a 
fundamental shift in business focus, but even- 
tually they do. Those who ignore this ‘tipping 
point’ risk becoming dinosaurs — bound for 
extinction. Indeed, companies whose products 
are becoming obsolete have to reinvent them- 
selves or go out of business. 

Another factor that drives reinvention is the 
need to continue to differentiate oneself from 
the competition. Over time, businesses tend to 
get commoditised. Competitors learn each oth- 
er's secrets, patents expire, and skills that were 
rare become common. A company that can 
successfully jump from one sector to another, 
like a rider changing his tired horse for a fresh 
steed, can maintain its momentum. Larsen & 
Toubro, for example, was originally a trading 
company, which reinvented itself as a leading 
engineering and construction company. 

In some cases, companies reinvent them- 
selves purely to grow faster. Not very long ago, 
Wipro was primarily a consumer products 
company, Reliance a textile trading company, 
and Bharti a manufacturer of telephone instru- 
ments. General Electric is well known for rein- 
venting itself whenever a new CEO takes over, 
even when its businesses are doing well. This 
might explain why GE is one of the few compa- 
nies that has remained a leader for over a hun- 
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dred years. In each of these cases, the business 
leader not only reinvented his company, but 
himself as well, to achieve greater success. 

While there are many examples of compa- 
nies and entrepreneurs reinventing them- 
selves, there are barriers to change. The biggest 
barrier is that of complacency. While a reason- 
able person might argue that change is not nec- 
essary, it takes an uncommon discontentment 
to effect change. As George Bernard Shaw once 
said, all progress depends on the unreasonable 
man: “The reasonable man adapts himself to 
the world; the unreasonable one persists in try- 
ing to adapt the world to himself.” 

Another barrier is what I call the ‘Bridge on 
the River Kwai’ syndrome. If you have read the 
book or seen the film, you will recall that the 
British prisoners who built a bridge for their 
Japanese captors in Thailand were distressed 
when the bridge was blown up by Allied troops 
who had come to liberate them. Similarly, any- 
one who has built a company is bound to have 
feelings about it. A sentimental leader may not 
have the stomach to make tough decisions, 
such as selling factories, shedding staff, or ter- 
minating old supply relationships. 

The desire to project a success can also be a 
major barrier to change. Reinvention is a 
process of creative destruction — in order to 
create a new identity, one must destroy the old 
identity and run the risk of someone perceiving 
itas a sign of failure. Very few leaders can afford 
to appear unsuccessful, particularly when held 
to quarterly performance targets. It's important 
to manage perceptions. 

While persistence is a commendable at- 
tribute, most successful companies or business 
leaders have, at some point, reinvented them- 
selves. Successful business leaders recognise 
that change is inevitable, and that they and 
their organisations must evolve. During times 
of stability, exploiting a proven strategy and 
sticking to one's knitting makes sense. How- 
ever, even successful companies must fight the 
tendency to rest on their laurels. z 
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VIKAS DHOOT & RACHNA MONGA 
HE Sensex has scaled yet 
another peak — the 6,800 
mark. But few today are 
talking of it reaching the 
7,500-8,500 levels. That's 
because UTI-I, which has 

to wind up by December 2005, is contin- 

uously selling large-cap stocks. 

But while the Sensex's ascent has 
been stymied, the CNX Mid-Cap 200 In- 
dex, the barometer for stocks in the 
range of Rs 75 crore-750 crore, has been 
scaling historic heights. Over the last 
year, while the Sensex has risen about 40 
per cent, the mid-cap index has more 
than doubled — from 1,505 on 1 June 
2004 to more than 3,070 on 8 June 2005. 

You might have taken note of this in 
the pink broadsheets. But that wouldnt 
give you the complete picture. Neither 
do mutual fund managers, who have 
launched several schemes dedicated to 
mid-caps in the last six months. Yes, a 
huge amount of money has been pour- 
ing into mid-cap stocks in the past few 
months. Dhirendra Kumar, managing 
director, Value Research, says: "Of the Rs 
11,000 crore-12,000 crore that has been 
raised by new mutual funds in 2005 so 
far, about Rs 7,000 crore has gone into 
mid-caps. On top of that, the existing 
mutual funds have also realigned their 
exposures to mid-caps." 

That's not all. Anoop Bhaskar, fund 
manager at Sundaram Mutual Fund, 
which launched a mid-cap fund in July 
2002, adds that portfolio management 
schemes run by large brokers and banks 
recently mobilised around Rs 4,000 
crore-5,000 crore, and almost 75-80 per 
cent of this would have gone into mid- 
caps. The largest mid-cap fund in the 
country Franklin Templeton Prima 
Fund, has a good track record, and man- 
ages almost Rs 1,683 crore today. 

Even as we write this, two new funds 
have been launched — Tata Mid-cap 
Fund and Principal Junior Cap Fund. 
Tata Mutual Fund is reportedly trying to 
raise Rs 500 crore-600 crore. Rajat Jain, 
chief investment officer, Principal Mu- 
tual Fund, argues that Junior Cap is not a 
pure mid-cap fund. "It would be a blend 
of mid-caps and small large-caps... . We 
will find enough mid-cap stocks to buy." 

Amid such a rush, investors tend to 
get swayed and follow blindly — glob- 





A boom is on, but already there are 


ominous signs. It is time for investors to 


reconsider their mid-cap investments 


Note: indices rebased to 1,000 
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ally. “Even the Russell 2000, the small 
and mid-cap index in the US, has dou- 
bled in the last two years. And even 
there, dedicated funds have come up in 
a flurry. This is a business reality for mu- 
tual funds — investors only buy when a 
boom is on. How many investors bet 
their shirt on the market when the Sen- 
sex was at 3,000?” asks Kumar. “This 
rush into mid-caps at today’s levels is 
fundamentally unsustainable.” 

The basic lure of a mid-cap stock is 
that it could grow up to be a large cap. If 
and when it does, an investor would 
have made loads of money. But in- 
vestors and financial intermediaries of- 
ten play down the possibility that mid- 
caps can also become small caps. In 
fact, this is just the time for investors to 
start considering the worst-case sce- 
nario — for there are enough indicators 
that the current mid-cap bubble is 
about to burst, sooner rather than later. 

Consider some numbers. Though 
the CNX Mid-Cap 200 index has gone up 
by over 100 per cent, only about 28 of the 
144 companies that have announced re- 
sults have shown a growth in profits of 
more than 100 per cent, quarter ending 


"The valuation gap, which was in favour 
of mid caps 18 months ago, has now 
reversed against them." 

— Shankar Sharma, director, First Global 
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March 2005. Only 58 have 
had a growth in profits in 
the last quarter of 2004- 
05. The universe of stocks 
that mid-cap funds are 
investing in is limited to 
120. It can be argued that 
all the money pouring 
into the mid-caps will 
only fuel their stock 
prices further. But that 
may not hold true. 

Research brokers like First Global 
have issued a warning to their clients. 
Says Shankar Sharma, director, First 
Global: “The valuation gap, which was 
in favour of mid-caps 18 months ago, 
has now reversed against them. Mid- 
caps are now trading at a price-to-earn- 
ings multiple of close to 20, which is too 
high at a time when interest rates are 8- 
10 per cent. We are strongly advising our 
clients to move into large caps." 

This mid-cap boom isn't unique to 
India. Markets in the Asia-Pacific have 
generated great interest in recent times. 
A key factor driving this was the weak- 
ening US dollar, which led to a capital 
flight from the US markets. But the dol- 
laris no longer weak, so all that capital is 
going back home. The access to liquid- 
ity, thanks to foreign buying in mid- 
caps, is shrinking on account of this. 
Further, this isnt the first time that India 
has seen a mid-cap rush. Over the last 
two decades, there has been sporadic 
interest in mid-caps. On each occasion, 
the bubble burst. "Small companies 
want to grow fast, and raise excessive 
capital in boom times. This is the single 
largest factor that has triggered busts in 
mid-caps historically," says Sharma. 

That trigger is already at work. Today, 
mid-cap companies are raising more 
money than large caps. Even companies 
without stated expansion plans are rais- 
ing money overnight through overseas 
or local bond and equity issues. As mid- 
caps have smaller balance sheets, these 
capital raising exercises lead to dilutions 
from 20-100 per cent. This typically re- 
duces returns on capital employed. 

Another factor fuelling a lot of mid- 
cap stocks has been the rocketing com- 
modity prices. But the commodities 
boom is past its peak. Consider the case 
ofJindal Poly Films, which is planning to 
raise Rs 300 crore through a public issue 
later this month to finance a Rs 600- 
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“This is a business 
reality for mutual funds: 
investors only buy when 
there is a boom." 

— Dhirendra Kumar, 
MD, Value Research 


crore expansion. This is 
despite its main products 
being in a cyclical down- 
turn phase, and prices for 
some falling by 40 per 
cent in just six months. At 
the same time, a global capacity glut is 
imminent in the polyester films busi- 
ness. Obviously, Jindal's plans to raise 
capital and expand now have baffled 
analysts. Many other mid-cap compa- 
nies are following suit. 

"Typically, most mid-sized compa- 
nies fritter away the access to liquidity 
that such booms bring. They embark on 
grandiose projects, or even tailor busi- 
ness plans according to the money they 
can raise," says Sharma. "Only 5-10 per 
cent of companies deploy this money 
gainfully" Low interest rates, which 
have also contributed to earnings gro- 
wth over the last three years, are set to be 
a thing of the past too. And the best sig- 
nal of a market top in mid-caps — ex- 
cessive capital raising — is glowing red. 
In this context, investors of mid-cap 
funds and stocks would do well to exit. 

The biggest indicator that investors 
should exit comes from none other than 
the promoters of mid-cap companies. 
In as many as 42 out of the 200 compa- 
nies on the CNX Mid-Cap Index, pro- 
moters have reduced their stakes be- 
tween December 2004 and March 2005. 
Further, 48 promoters had sold their 
stakes in the quarter before that. If they 
don't believe that their share prices can 
get much higher from here, should you? 

On the other hand, large caps have 
shown resilience despite UTT's selling 
spree. Some of them, who were hit by 
high commodity prices, could see a 
huge relief on their bottomlines, now 
that steel and other commodity prices 
have cooled off. 

Mid-caps, too, could rise a little fur- 
ther, despite the ominous signs. "After a 
boom of 2-3 years, marketmen tend to 
be reluctant in giving up themes easily," 
says Sharma. But while mid-caps can 
bounce back over long periods like 10 
years, the interim pain can be insuffer- 
able for investors. ne 
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The Star 
Wars 
movies 

are more 
about 

The Force 
than about 
special 
effects 





The force behind 





The Force 





ET me start with a confession that's 
going to win me no friends, and 
could lose me a few. My interest in 
the greatest science fiction epic of 
our time, Star Wars, is sub-zero. 
Hello? Are you still there? Forgive me, 
George Lucas, Jedis, Siths and the Rest of the 
World, but I actually had to be dragged kicking 
and screaming to see Revenge of the Sith. And 
then, was further emotionally blackmailed into 
staying awake through all the action. It was like 
being in a huge computer game with no 'Esc' 
key. Well, it turns out I’m just one of those un- 
fortunate souls who can't manage a suspension 
of disbelief when it's called for. I don't know 
what I’m missing. But of course, there are a few 
million fans who will jump in to tell me, so I 
think I'll hastily make nice, especially as this 
one is on request. Lightsabers, camera, action. 
Back in 1977, George Lucas was trying to tell 
a futuristic story set in space far, far away, with 
intergalactic travel, robots and androids. He 
needed to create a credible environment which 
would draw people into it, and not leave them 
sniggering at little plastic models trying to travel 
faster than the speed of light and weapons that 
could be outrivalled by a bunch of firecrackers. 
However, dated filmmaking techniques 
were what Lucas had at his disposal. The com- 
mercial reality of the movie business was out of 
step with what he wanted to do. Lucas had a 
grander scale in mind — something more spec- 
tacular, yet believable. He brought together a 
bunch of graphics specialists, asking them to 
develop a full-fledged digital editing system 
which he planned to use for subsequent films. 
He wanted realistically-rendered 3D images 
and animation. The technologies were duly de- 
veloped; the first one, called EditDroid, meant 
that editors wouldn't have to grapple with reels. 
The whole venture was expensive, and Lu- 
cas eventually sold these off to various compa- 
nies. Sold and re-sold, the technologies would 
later be used in movies by others. The whole 
computer division was sold off to Apple Com- 
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puter’s Steve Jobs. This would become Pixar, 
which developed RenderMan — the software 
that brought realism and detail to the film and 
gaming industry. Most of the films created us- 
ing this software and others like it wowed the 
world with special effects in visuals and sound. 
Dozens of companies spun off thanks to Lu- 
cas’s original work. Lucas himself might have 
been richer, but he went on to make 100 per 
cent digital movies like Star Wars and Episode I 
— The Phantom Menace. 

The Star Wars movies have had an interest- 
ing relationship with technology, which sets 
them apart from other movies. Every breath- 
taking moment for Star Wars fans has been 
made painstakingly by Industrial Light & Mag- 
ic’s 3D rendering and animation technology. 
The technology created an environment where 
digital characters like Yoda and General Griev- 
ous could interact with real actors in detailed 
and visually-spectacular digital scenes. 

But Star Wars, as true fans will tell you, was 
never about special effects then; nor is it now. 
Here’s what a George Lucas fan told me after Re- 
venge of the Sith: “He could have pulled off a 
special effects masterpiece to end all special ef- 
fects masterpieces, and continuity be damned. 
But he didn't, despite the availability of con- 
temporary technology — he chose to go with 
continuity." As far as the movie goes, despite 
the role of technology in its making, itis more 
about The Force than about technology. Spiri- 
tual and moral strength and the ability to con- 
quer threats, that include technological ones, is 
more the spirit of Star Wars. Technology is fine 
as long as it moulds itself to humanness and 
goodness. And it’s evil when it crosses the point, 
where what you know to be right is suppressed. 

Indeed, I had a superfan sitting behind me 
when I went to see Star Wars. He recited every 
word as it played out on the screen, looking at 
his companion for applause, as if hed created 
the whole thing himself. It seemed more of an 
emotional-spiritual adventure than one revel- 
ling in special effects. Lal 
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How one product 
start-up survived 


the telecom bust — 
and created a niche 


for itself. 
By Mitu Jayashankar 


A 
N 2000, the telecom- 
munications boom 
was at its peak. Com- 
panies rushed in head- 
long to make good of 
the opportunity. By 
one count, some 80 new 
telecom companies were set 
up across the world. Among 
them was the Bangalore- 
based Tejas Networks. 

The next year, the boom imploded 
spectacularly. Many firms, old and new, 
went under. Analysts estimated that the 
crash wiped out some $1,000 billion of 
wealth globally. 

Tejas survived the crash and, appre- 
ciably, went on to thrive in a small niche 
while many of its peers were still reeling 
from the aftershocks. And it did so by 
building an innovative product in India. 

True, the company has the advan- 
tage of being guided by renowned tele- 
com entrepreneur Gururaj Deshpande, 
who is the largest shareholder and 
chairman of Tejas. True, even after five 
years of operations, the company has 
just about breached the Rs 50-crore 
mark in sales. But none of that takes 
away from its credit of having built an 
innovative product from ground up, 
that too in record time. 

The product in question is a piece of 
transmission equipment — a box that 
connects users like large enterprises to a 
telecom service provider's network us- 
ing fibre optic cables. Tejas has already 








Telecom 
Equipment 











put its boxes at the core of 
some of the largest telecom 
networks in India — those of 
the Railways, BSNL, and the 
Tata group. Last year, it broke 
into the global market by be- 
coming an original equip- 
ment manufacturer (OEM) 
to a large global vendor 
(which enjoys a market capi- 
talisation of $10 billion). 

The whole effort has grabbed the at- 
tention of one of the best-known tele- 
com investors in Silicon Valley, Battery 
Ventures. In January, it led a group of in- 
vestors to plough $15 million into Tejas, 
in what turned out to be the second 
largest venture capital investment in In- 
dia during that financial year. 

It's hard to imagine such a feat from 
a company where two of the three 
founders, CEO Sanjay Nayak and head 
of engineering Arnab Roy, didn't even 
come from the telecom industry. And 
they hadn't even met the third founder, 
chief technology officer Kumar N. 
Sivarajan, before forming the company. 
The credit for putting the team together 
goes to Deshpande. 


Setting Off 


Tejas’s journey started one night in 
March 2000, when Sivarajan, who was 
then assistant professor at the Indian 
Institute of Science in Bangalore, re- 
ceived a call from Deshpande’s repre- 
sentatives. Would he meet Deshpande? 
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Sivarajan, a PhD from CalTech 
whose book, Optical Networks: A Practi- 
cal Perspective, is a prescribed text at 
several universities, didn’t want to leave 
his academic career for starting a com- 
pany in the US. But since he was travel- 
ling to the US soon afterwards for a con- 
ference, he agreed to meet Deshpande. 

The meeting changed Sivarajan's 
mind, especially when he heard about 
the opportunity in fibre optics, among 
the hottest technologies back in 2000, 
and the fact that Deshpande wanted the 
start-up to be based in India. Ten days 
later, he flew back with a letter appoint- 
ing him as the CTO and employee No. 1 
of the yet-unnamed start-up. 

The search for the CEO took Desh- 
pande to the then CEO of Synopsys In- 
dia, Sanjay Nayak. By then, Nayak had 
set up several subsidiaries for high-tech 
multinationals like Cadence, ViewLogic 
and Synopsys. Time was on Desh- 
pandes side — Nayak and colleague Roy 
(they had worked together since 1989) 
were already thinking of starting out on 
their own. Deshpande agreed to take 
both aboard. 

Tejas was incorporated on 25 April 
2000 with Deshpande as chairman. The 
initial $5 million came from Deshpande 
and his other start-up, Sycamore Net- 
works. The founders spent the first 


Tejas chairman Gururaj 
Deshpande was clear that 
his company had to win 
the Indian market first 
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ment vendors tried to cash in on the fibre 
optics opportunity by adapting the ear- 
lier core networking gear (used in cop- 
| per-wire networks) for use in the new 
| optical networks. That proved to be too 
, expensive for customers. Issues arose 
even with the Sycamore gear. The slow- 
est traffic that the Sycamore product 
could accept was 155 megabits per sec- 
ond (Mbps). Indian telecom providers, 
who had just started building their net- 
works, wanted equipment that could go 
down to capacities of 2 Mbps and 34 
Mbps, which wasn't readily available. 
Tejas had found its sweet spot. It de- 
cided to build access equipment that 
would provide speeds starting at 2 
Mbps, going up to 155 Mbps. The strat- 
egy made sense because, by comple- 
, menting the Sycamore gear, Tejas could 
sell wherever its parent was selling. The 
company started developing its first 
product, the T7100, in October 2000. 
Within a few months, Tejas found a 
customer in Tata Power, which was 
looking at a broadband foray in Mum- 
bai. Tejas had to come up with its prod- 
ucts by June 2001. Building a product in 


few weeks brainstorming in Boston, | 
where Sycamore was based. The ques- 
tion was: what should Tejas build? 
Deshpande was sure that Tejas had 
to start with the domestic market. Chi- 
nese companies like Huawei, ZTE and 
UT Star — who together command 7 
per cent of the global telecom equip- 
ment market — had shown that global 
scales could be attained even while 
catering to the domestic market, espe- 
cially large ones like China's or India's. 
But what would be the product? | 
While still searching for the answer, the 
Tejas team decided to sell Sycamore gear | 
in India. The Indian telecom boom was | 
just starting, and Sycamore, which was 
selling optical networking gear capable 
of transmitting terabits of data in a few | 
seconds, wanted a piece of that action. 
While selling Sycamore ware, the Te- 
jas team got a view of what network | 
providers were looking for. A few equip- 


























The Tejas team had several software 
heavyweights conversant in the com- 
plexities of electronic design automa- 
tion, but it lacked experience in design- 
ing a system that included 
hardware and software. 

Getting the software 


also being done from 
scratch, there would 
not be time enough 
for running and de- 
bugging the software 
after the board was 
ready. This is where 
the strong back- 
ground in design au- 
tomation helped. 
The team built an 
emulator of the entire 
box on a workstation, 
and tested the applica- 


per cent of it — even be- 

fore it was put on the 
hardware. 

Tejas brought out 

the TJ100 within the 
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| Chief technology officer Kumar 


Sivarajan, a former academic who 


, has co-authored a widely-prescribed 


textbook on optical networking, 
was Tejas's employee no. 1 


deadline. It sold the product to a few 
more clients, including China Netcom. 


| But before it could scale up, the market 


such a short time was a huge challenge. | 


changed again. 

By late 2001, telecom spending had 
started dipping globally. Sycamore 
pulled the plug on its optical transmis- 
sion products on which Tejas was rid- 
ing. Without that connection, selling 
globally was tough. The Indian market 


| was opening up, but it expected a lot of 


architecture right was | 
critical. Since the board | 
(hardware) design was | 





performance at very low costs. Without 
Sycamore, Tejas needed a stronger 
product proposition. 


Turning Point 


A transmission product has two ends: 
one facing the user and the other facing 
the network. The old networks were de- 
signed to carry just voice. Data traffic 
(most commonly, our emails and Inter- 
net downloads) grew only in the past 
decade. Therefore, the transmission gear 
of that time accepted only a voice-like 
interface at both the ends. Enterprises, 
the predominant users of dat services, 
could not connect a data (or Ethernet) 
cable directly to the transmission equip- 


, ment. Instead, they had to use a router to 


tion software — about80 | 


receive the data traffic, convert it into a 


| voice-like interface, and then put it on 


the transmission equipment. 

Also, the capacity ofthe transmission 
equipment was limited. All that the net- 
work provider gave were fixed band- 
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CEO Sanjay Nayak (R) and head of 
engineering Arnab Roy have worked 
together since 1989. At Tejas, they led 
the team that made the transmission 
box, TJ100 MC1, in a very short time 


widths of 2 Mbps and 34 Mbps. If an en- 
terprise wanted 8 Mbps, it had to take 4 
pipes of 2 Mbps each, for which the 
router maker had to create additional in- 
terfaces. Or it had to take a 34 Mbps ca- 
ble, and use only 8 Mbps. This was a ma- 
jor bottleneck in expanding bandwidth. 

So the proposition for Tejas was to 
build a transmission box that could di- 
rectly accept data traffic and also pro- 
vide flexible bandwidth. 

The question was what technology 
Tejas would pick — voice and data ser- 
vices use different technologies and fol- 
low different standards. While voice traf- 
fic works on time division multiplexing 
(which runs on the synchronous digital 
hierarchy standard, or SDH, the North 
American equivalent of which is Sonet), 
data runs on IP (Internet protocol). 
Since Tejas was building something that 
would mean a convergence of the two, it 
was important to use the right standard. 

Fortunately for Tejas, in 2001, the In- 
ternational Telecom Union (ITU), the 
organisation that sets the standards for 
telecom service, announced a standard 
for carrying data over SDH/Sonet. Tejas 
chose the ITU standard. But once again, 
it had to move fast because once a stan- 
dard is announced, every equipment 
maker would start launching products 
on the standard. 
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There were other issues, too. 
Since the standard had just been an- 
nounced, there was no commercial sili- 
con available for designing a box run- 
ning Ethernet over SDH/Sonet. In a 
smart move, Tejas decided to develop its 
own silicon. Not only did it beat others 
to the market, in-house development 
helped the company keep the costs low. 

January 2003 saw the launch of the 
TJ100 MCI (featured above), a single 
box that could accept an Ethernet con- 
nection and provide flexible bandwidth 
up to 100 Mbps. Subsequent versions of 
it can now take bandwidth up to 2 Gbps. 
By putting Ethernet directly on the 
transmission equipment, MCI did 
away with the need to put a router in 
that place. 

Within a year of the new launch, Te- 
jas trebled its sales. By the end of March 
2004, the company had done about 
Rs 30 crore in turnover and had sold the 
MCI series of products to 25 compa- 
nies. Though the latest financials 
haven't been audited yet, the company 
expects the turnover to be close to dou- 
ble the previous year’s. 


Going Global 


The optical networking market has 
gone through a roller-coaster in the last 
decade. At the moment, the demand for 
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optical access equipment is growing as 
telecom carriers are redesigning net- 
works to deliver IP-based voice, data 
and video services. According to Heavy 
Reading, a telecom market research 
agency, 2005 promises to be a turning 
point for optical networking. 

While this represents an opportu- 
nity, it also poses a challenge. Tejas still 
gets 80 per cent of its revenues from the 
domestic market, which is all of $250 
million in size. Compared to this, the 
global market for Tejass products is 
worth more than $5 billion. Apart from 
large companies like Lucent, Nortel and 
Alcatel, this global market is served by 
players like Huawei, ZTE and UT Star. 
And Deshpande estimates that the Chi- 
nese companies are going to corner 
a quarter of the entire telecom 
| equipment market in a few years. 

T4 He says: "Tejas needs to grow 
es 100-fold to get the critical mass to 
^ compete globally." That's why the 
OEM route is a good way for Tejas to 
grow. Though it earns lower margins, 

it ensures that the company doesnt 
have to spend large chunks of its earn- 
ings in marketing abroad. It would also 

help Tejas achieve its target of getting 40 
per cent of revenues from global sales in 
two years. 

The other challenge is to beat tech- 
nological obsolescence. "Most products 
[in this market] become obsolete in 
about three years," says Deshpande. 
That puts tremendous pressure on the 
team for getting more innovative prod- 
ucts to the market. ( The effort continues 
apace. Tejas claims that this year it will 
be among the first companies in the 
world to launch Switched SDH, an 
equipment that allows even greater flex- 
ibility in allocating bandwidth.) 

Deshpande sees an opportunity 
where others may see a pressure point. 
He says: "Companies have to constantly 
invest in R&D. During the bust years, 
many telecom giants haven't been able 
toinvestin R&D. Bytyingup with a com- 
pany like Tejas, they can offer the latest 
products." In effect, Tejas looks set to 
stay on the OEM route for a while. 

Agrees Carl Stjernfeldt, partner at 
Battery Ventures: "I view this as a great 
opportunity for Tejas to grow and be- 
come a world class player." If Tejas keeps 
growing, it will be an achievement for 
Indian manufacturingasawhole. E 
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The author is coach of the 
Australian cricket team 
which won World Cup 
2003 and continues to 

be the most dominant 
international team. 


Stretching 
a team 

is about 
linking 
processes 
which 
affect its 
members 
with the 
team’s 
vision 


realise vision 


ENRY Kissinger once said: “The 
task of a leader is to get his peo- 
ple from where they are to 
where they have not been.” 
The where-the-team-could-be 
picture is inextricably linked with the ability of 
an individual to lead the team members in pur- 
suit of its vision — one of the guiding principles 
that I listed in my previous column. 

Generally, a leader achieves this coalition 
of movement by constantly igniting and chal- 
lenging all the members of his or her team. For- 
mer captain of the Australian cricket team, 
Steve Waugh, and incumbent skipper, Ricky 
Ponting, have had very similar styles in setting 
ambitious targets for the Australian team. Both 
have set very high standards for personal per- 
formance. Each time they have played for Aus- 
tralia, they have sought to lead by example — 
through the way they bat, field, meet, and con- 
quer the various game scenarios they confront. 

Steve Waugh played his best cricket, and 
was arguably the best as a leader, when he 
viewed himself and the team as being ‘under 
siege’, having to fight the odds. He was a man of 
cricket tradition and history, and constantly 
sought his place — and that of the team — in 
the evolution of the game. 

Ponting, the man who stepped into the big 
shoes of Waugh (and wears them very comfort- 
ably, I might add) places himself in the firing 
line first. He does not ask his troops to do any- 
thing he would not. He is like the young captain 
or lieutenant at Gallipoli who gave his men the 
order to jump from the trenches, and said: “Fol- 
low me, when I give the signal!” 

I recently heard Malcolm Broomhead, CEO 
of the Australia-based, multi-billion-dollar 
company Orica, outline his views on the role of 
leadership in an organisation. In his opinion, 
there are three key deliverables... 

lll Short-term performance; 
Bl Long-term strategy; 
B Culture. 
These key areas help move a company for- 
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ward and place it in the best position to meet 
changing economic conditions and threats 
from competition. And these deliverables can 
be further enhanced by leadership, which... 

a) encourages and rewards boldness of action 
and decision making, and, 

b) taps into the skills and the passion of its 
employees. 

Broomhead refers to the leadership process 
of bringing your staff with you as stretching 
the company. In this column, I shall look 
at this idea of ‘stretch’, and in the following 
one, I will look at leadership within the Aus- 
tralian cricket team: the qualities of leaders, 
who are the leaders, and how one develops 
leadership skills. 

When I was appointed coach of the 
Queensland Sheffield Shield team in June 1994, 
Ispoke about my vision for Queensland cricket 
at interviews, and subsequently discussed it 
with the squad. For those unfamiliar with 
Sheffield Shield history, Queensland had never 
won the competition in the 69 years that it 
competed. Many a time it had come very close. 
But as they promised and then failed to 
deliver with each season, the legend became 
more pronounced. 

As Queensland approached its first game in 
that season, there were the clichés such as ‘Will 
this be the year?' Then, as the early part of the 
season progressed well for the team, everyone 
in the state jumped ahead to the end, chanting: 
"The drought is broken — the Holy Grail is fi- 
nally coming to Queensland!" 

Then, of course, Queensland began to feel 
the weight of such mighty expectations. Losses 
occurred, and high hopes once again turned 
to tragic disappointment. And the familiarlines 
began all over again — ‘Here we go again!’ 
or ‘Queensland suffers from post-Christmas 
blues again.’ 

I had had the opportunity to be a very small 
part of Queensland's history some 16 years be- 
fore I became its coach. And I remember ago- 
nising intermittently, as a player, over the losses 
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with everyone else. So when it was my turn to 
be involved with the team again, I knew from 
experience and with the fortune of being able 
to look from the outside that we couldn't just 
roll up and work hard as a cure for the ills that 
had beset Queensland's performance. 

The first step, in my mind, was the stretch 
to which Malcolm Broomhead has alluded. 
For me, Queensland cricket had had the wrong 
vision for 69 years. My vision, therefore, be- 
came not to win the Sheffield Shield, but that 
Queensland dominate domestic cricket for the 
next 10 years! We decided to do this by putting 
in place the best systems and processes we 
could, and along the way, a Sheffield Shield win 
would perhaps come. 

It is all very well for a 
leader in an organisation to 
have a vision, but if no one 
else shares that vision or 
lacks commitment to that vi- 
sion, it quickly fades away 
with its propagator. 

In part, the vision or the 
stretch becomes about con- 
trolling the future. It is also, 
however, about dealing with 
the present, apart from link- 
ing the systems and pro- 
cesses that affect the daily 
routines of players and staff 
to delivery of the vision. 

Malcolm Gladwell argues 
in The Tipping Point that 
certain circumstances pre- 
vailto 'tip a particular appro- 
ach across the line — and 
cause an epidemic effect. 
It may be argued that instill- 
ing a vision, and then the 
means to chase that ‘dream, is far easier to de- 
livertoagroup that has been unsuccessful than 
to a group which is successful. Success, in the 
context of cricket, is narrowly defined as win- 
ning or losing results. 

So when I was appointed coach of the Aus- 
tralian national team in late October 1999, 
there wasn't the same fertile ground of a losing 
team that wanted to change its fortunes. Here 
was a cricket team that was winning most 
of the series it played. It had Steve Waugh 
as captain, who had taken over the reins from 
Mark Taylor. Such an environment can provide 
the new coach with some kind of a cushion for 
a period of time. 

However, from my perspective, the Austra- 








lian cricket team was nowhere near the perfor- 
mances that it was capable of. With this stretch, 
I confronted the Australian team for the first 
test ofthe 1999-2000 summer against Pakistan. 

I was keen to link the past with the present 
in chasing the future vision. As a consequence, I 
spoke to the team about The Invincibles, the 
Australian cricket team captained by Sir Don- 
ald Bradman that toured England in 1948. This 
team had returned with the Ashes, undefeated. 
I discussed their achievements, the individuals, 
and their place in Australian and international 
folklore. I also spoke of beginning our journey 
together — a journey which would take us 
towards our Everest. 
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Everest has never been defined and its pur- 
pose has been symbolic. But beyond its sym- 
bolism, striving to reach our Everest allowed 
our vision to be reworked and reinvigorated as 
the team evolved and changed. For instance, 
the team would spend a session on tour at the 
end ofthe first season defining — through val- 
ues, behaviours, results, individuals, recogni- 
tion — the difference between great teams and 
those which were seen as good. Obviously, we 
wished to accord more of the great criterion to 
our particular team ofthe time. 

For World Cup 2007, my vision is that the 
Australian team arrive in West Indies as the best 
skilled team the world has seen. From there, we 
must deliver the skills. E 
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As captains, both Steve Waugh (L) and Ricky Ponting have led Australia to World Cup wins. 
Significantly, they led the team by example to set the standard for personal performance 
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@ Writes and/or implements tests and simulation plans. Develops 
test procedures and design documentation 


@ independently debugs and integrates analog and digital circuits 


e Coordinates with other engineering groups including CAD, 
Configuration Management, Manufacturing, Test Engineering, 
Software and Systems 


ePerforms tradeoff studies involved with modifying/optimizing 
current products and/or manufacturing processes 


e Performs qualification and integration testing of recently 
redesigned circuit cards, modules, and/or components: and 
evaluates performance against predicted results and documents 
the test results 


@ Write designs and/or manufacturing documentation and 
presents at design and/or product reviews 


e Responsible for layout reviews 


e Develops and/or supports high-efficiency power supply circuits 
including battery charging, power regulation, and power 
management circuits 


e Select components and develop schematics and responsible 
for schematic captures 


e Responsible for other duties as assigned 


SCOPE OR IMPACT: (financial or other quantitative 
measures): 


e Works on issues of diverse scope where analysis of situation or 
data requires evaluation of a variety of factors, including an 
understanding of current business trends 


e Follows processes and operational policies in selecting 
methods and techniques for obtaining solutions 
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Iam reading TRADING UP by 
Michael J. Silverstein and Neil Fiske 
and CONSPIRACY OF FOOLS by 
Kurt Eichenwald. Trading Up is 
about branding products and creat- 
ing emotional affinity in the new 
world. It delves into how customers 
think and behave in the context of 
buying ‘new luxury’ products. New 
research seems to indicate that 
everyone seeks value for money, but 
even the most rational consumers 
will have an affinity for a couple of 
products, and they will be willing to 
pay a premium just for those brands. 
In Conspiracy Of Fools, the author 
attempts to explain what happened 
in Enron. It shows how leaders drive 
overall behaviour of the organisation 
and how individual employee behav- 
iour is tied to the ethical and moral 
fabric of the organisation. Ez 


ALERT 
The Red Carpet 


By Lavanya Sankaran 
(Review/Headline Book Publishing) 





THESE eight 'slice of 
life' stories are set in 
Bangalore. Yet it would 
be wrong to say that 
they are Bangalore sto- 
ries — the characters 
who populate them 
could easily be living in 
Pune. Or Gurgaon. The tales in this 
collection all start off with a twist. 
The endings are slightly weak com- 
pared to the beginnings, though. 
But all in all, a fine debut. 





China's here, 
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DED Shenkar’s basic premise 
is that the development of 
China into a world leader is 
an incontrovertible fact. The 
only question, therefore, is 
how other countries should 
ready themselves for the new world or- 
der and remain competitive in the 
dawning Chinese century. Shenkar con- 
tends that the rise of China has more in 
common with the rise of the US in the 
last century than with the advance of its 
Asian neighbours. The impact of its rise 
will be enormous: rising prices for en- 
ergy, dislocation for employees, immi- 
grants pushed out by the devastations of 
labour-intensive operations, a geopolit- 
ical order in which China takes one of 
the leadership roles. 
To explain this, Shenkar 

delves into Chinese his- 
tory and its effect on the 
psyche of the Chinese 
people. China, he says, 
wants not just to join 
the ranks of the devel- 
oped nations, but is fo- 
cused on the return to 
the days when it was the 
‘middle kingdom’ — the 
most civilised, cultured 
and advanced nation 
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on earth. In short, what we are witness- 
ing nowis the “special legacy of sky-high 
aspirations combined with resources, 
capability and bargaining power". 

What is helping it in this quest is the 
unmatched competitive edge of a pro- 
ductive and disciplined labour force av- 
ailable at rates unimaginable elsewhere. 
And yet, China does not want to remain 
a supplier of cheap products; it is eyeing 
more sophisticated sectors. Multina- 
tionals like GE have shifted production 
to China to take advantage of the low 
costs. Those who have not done so are 
still major users of Chinese components 
and sub-assemblies to stay competitive. 

Beyond that, China, unlike most 
other developing markets, has a large 
burgeoning domestic market. “Foreign 
firms salivated for years at the thought 
of selling a toothbrush to every Chi- 

nese”. It is this large do- 
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CENTURY 


The Rising Chinese Economy 
And Its Impact On The Glo- 
bal Economy, The Balance 
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Whose fiefdom 


a book with liberal doses of guru- 

speak in it. Robert J. Herbold is 
clearly aiming for that rarefied status 
with THE FIEFDOM SYNDROME: The Turf 
Battles That Undermine Careers And 
Companies — And How To Overcome 
Them. Rambling titles aside, the book 
begins by describing six categories of 
fiefdoms and then asks the reader to 
appreciate the seven disciplines of a 
well-run corporation. And while one is 
still reeling from these, the writer 


T:: fast track to gurudom is writing 
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shoots off six more disciplines, this 
time relating to people. 

The premise of the book (published 
by Currency Doubleday) is that the hu- 
man desire to control our environment 
often leads to undesirable organisa- 
tional behaviour — behaviour that is 
akin to a fiefdom protecting those 
within and keeping interlopers out. 
Such divisiveness hinders information 
flow, increases inefficiencies and pre- 
vents potential business growth. 

After 26 years at Procter & Gamble 
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watch your back! 


mestic market that gives China tremen- 
dous bargaining power. That's why Gen- 
eral Motors agreed to establish research 
and development centres in China 
without getting any guarantees of pro- 
tection for its intellectual property 
rights. China is the only country which 
has equity ventures together with com- 
peting foreign partners, which makes it 
possible for both to learn best practices 
in the shortest time. 

The author has detailed statistics to 
explain why China's advance is not a 
cyclical phenomenon. Unlike Japan and 
Korea —who have moved up the tech- 
nology ladder and transformed them- 
selves from low-cost producers to high- 
cost manufacturers — China will not go 
out of the labour-intensive segment. 
Chinas vast hinterland will continue to 
provide abundant cheap labour, which 
will enable it to move up the technology 
ladder without sacrificing its cost ad- 
vantage for a long time, says Shenkar. 
China also has a large overseas commu- 
nity that helps its development and 
globalisation. Unlike Japan, it opened 
up its education system, recognising the 
need for innovation and upgrading the 
human resource base. 

There are comparisons with other 
Asian Tigers like Taiwan, Hong Kong, 
Singapore and South Korea. These 
states, once regarded as 'New Japan, are 


IS It, anyway? 


and another nine at Microsoft, in many 
senior operational positions (the jacket, 
in fact, has the former chief operating 
officer of Microsoft embossed on it), 
Herbold has a veritable library of war 
stories. These make for interesting 
reading but are interspersed with 
patches of avoidable homespun theory 
woven onto a shaky framework. 

At times, one cannot shake off the 
feeling of having been buttonholed by 
an elderly gentleman with much to say 
and no one to say it to. One can but nod 








now part of ‘Greater China’, participat- 
ing as investors or partners providing 
vast capital, a dominant trade position 
and promoting development at a pace 
not seen before. Greater China is fast 
becoming the hub of the growing Asian 
economy. Thus, countering China's 
economic impact will not be easy, 
says Shenkar. 

Thejob shifts, even from some ofthe 
developing countries, will have far 
reaching social and political ramifica- 
tions. According to Shenkar, there will 
be alliances between manufacturers in 
developed nations — which have the 
technological know-how — with 
Chinas lower cost base. This will widen 
the gap between the beneficiaries of 
China trades (who will mostly be multi- 
nationals) and the victims of Chinas as- 
cent (smaller companies). Branding no 
longer assures survival because large re- 
tailers like Wal-Mart have the clout to 
sell unbranded goods under their own 


and smile in polite agree- 
ment hoping for a quick re- 
prieve or a painless death. 
Herbold's coup de grace is 
the post-mortem of Enron 
through the fiefdom lens. 
With Enron now the 
favourite subject of such dissections, no 
matter what the management theory 
that is being promoted, this ploy simply 
does not sell. 

In its current form, the book may 
perhaps be of some interest to the theo- 
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Ohio State University. He has 
written several books on inter- 
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ODED SHENKAR teaches busi- label. Wal-Mart, inciden- 
ness management at the tally, has shifted from its 
Fisher College of Business, 


‘Buy American’ policy to be- 
come China's No. 1 retailer. 


national management and on Of special interest to 
China in particular. Shenkar the Indian reader would be 
also advises governments, the comparison to the In- 
international organisations dian economy, which brings 
and multinational companies 


out the major differences 
in the progress of the two 
countries. He points out that foreign 
investment in India is only a fraction 
of the Chinese figure and that India is 
gaining only in a narrow range, part- 





icularly in software, back office op- 
erations and call centres. Ironically, 
while communist China is making 
great strides in streamlining regulat- 
ions and building infrastructure, demo- 





cratic India often gets bogged down 
with political infighting. 

While much of the book is about 
the impact that China will have on US 
businesses and job security, Shenkar 
does an admirable job of opening the 
eyes of the general reader to the in- 
escapable reality of a new world order 
with China as the major player. All of us 
ought to sit up and prepare for battle 
stations or learn how to live with the 
world's newest super power. * 
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Ravi S. Jishnu works for a Pune com- 
pany that has business links with China 


reticians and practitioners | 
of the dark arts of human 
resource management and 
organisational behaviour. 
There is good material here 
for case studies on some 
prominent companies. How- 
ever, if the author were to 
consider changing the for- 
mat of the book, he might 
find more readers. If the 
stories were crisper and 
the homilies shorter, an 
abridged version would do better as 
‘Despatches From The Business Front’ 
or a gentler ‘Reminiscences Of A 
Retired Business Gentleman’. 


x 
AMIT WILSON 
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pe HERE v was a time kohen n official Indians used 

| toget excited about unofficial Indians’ drink- 
ing. Prohibition was one of Mahatma Gan- 
dhi's fads; i in their gratitude to the Father of 





politician and official. It took 
thirty years to reverse the sin- 
gle mistake of the venerables. 
Even today, Gujarat remains 
dry on paper and nourishes a 
lucrative smuggling trade. The 
rest of India has come back to 
its senses despite the politi- 
cians — but after wasteful 
decades of self-righteousness. 
The current moralistic rac- 
ket started in 1999 in Goa. | 
There Dr Sharad Vaidya started 
a non-government organisa- 
tion called the National Organ- 
isation for Tobacco Eradica- 
tion, got the ear of the local BJP 
politicians, and had a law 
passed. It banned smoking 
and spitting in public places and vehicles, direct or indi- 


rect advertisement, sale of tobacco products to those un- - 


der 21 and within 100 metres of a school. 

In some states of the US, the most tobaccophobic 
country in the world, they ban the carrying ofa gun within 
500 yards of a school; but even they have not thought of 
banning smoking near a school. In fact, many offices in 
America are smoke-free, with the result being that one 
sees rows of young women standing outside them smok- 
ing on icy pavements and bonding. But Goa went one 
better. And then, the local BJP spread the message to the 
national BJP and Sushma Swaraj acted as the bludgeon- 
ing rod. Health ministers have little to do unless they actu- 
ally want to improve health services. For someone as little 
qualified for the job as Sushma Swaraj, it was quite impos- 
sible to do anything worthwhile. So in 2003, she per- 
suaded her self-righteous colleagues and passed a law to 
ban tobacco advertisements. Finally they were banned 
on 1 May 2004 — just before the general elections swept 


«he. the Nation, the fathers of the Constitution i in- 
seed araon into it. One by one, the lights went out. 
of bars in state after state. With prohibition came liquor 
permits, corruption, smuggling and: perversion of values. - 
A bottle of Scotch became the most prized gift a foreign | 
friend could bring an Indian; instead of gold, the swift | 
motorboats from Dubai began to bring cases of BlackLa- | 
bel into the dark coves of Maharashtra : every night. A | 
multi-million-rupee business developed under the be- 
nign umbrella of prohibition departments; they b became | 
. the path to riches for many a ; 
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Cigarettes are in the public eye, 
but are just the tip of the ice- 
berg; three-quarters of tobacco 

is consumed in other forms IME 
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pan masala and gutka. 


Sushma Swaraj fer ee with: the rest tofi the BJ p out it of 
| power. Thus could have ended an eminently forgettable B 
chapter of Hindu evangelism. | D 

Although the government changed, However: the self Bs 


righteousness did not. Anbumani Ramadoss, the UPA 
health minister, has banned the showing of smoking in 
films and on television from 1 August. He hassetupa 


“high 





grievances relatingto indirect advertisements”, and asked a 
for a ‘scientific’ report to work out under | ái nich Act to ban 





Flue- -cured Virginia tobacco, whichi is sed in iiig s 


cigarettes, accounts for less than a quarter ofthetobacco .- 





consumed in this country. All. that the government's | 
| campaigns against tobacco 
achieve is te ) encourage | the 
consumption | of. tobacco in 
forms other than cigarette 
smoking. According to- an 
B report, thebidi industry 
employed 5. 6 million people 
in 1994-95 — six times as 
many as the cigarette industry 
including 290,000 farmers, 
E: 5 million bidi makers and 
í am, 000 distributors. 
E or uncon- 











ANTHONY LAWRENCE. — o 


tisements, wd? Dow ; sihoking 

on the screen, have served and 
continue to serve the interests of the indigenous tobacco 
products industry: bidis, hookah smoking, cheroots, 
gutka, pan masala, etc. These products are sold in local 
markets; they do not need national advertising. Banning : 
them would be the easiest thing to do: all that the govern- 
ment would have to do is ban the cultivation and import 


| of tobacco. But the government will never do it. Thenum- — 


ber of people depending on their production and distri- — 
bution is so huge that the politicians will never act against 
them — even though the damage they do to people's 
health is a multiple ofthe damage done by cigarettes. 
Although it would never admit it, the anti-tobacco 
lobby is just a pro-bidi lobby; any action it persuades the 
government to take through gullible ministers like Rama- 
doss is irrelevant to public health. Under its influence, he 
wants to place a curb on a democratic freedom which, 
however persuasive it may seem, sets a sinister precedent — 


and brings the government's credentials under suspicion. — 


What will it do next? Ban night clubs? - 8 
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1-powered committee to look into complaints and 
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A wind energy project of 
mind-blowing proportions. 
And SKF stood up to it. 


At SKF, we love to dream big. So when REpower, Germany 
decided to build the world's biggest turbine to generate 5 MW of 
electricity, the challenge for SKF was huge. The turbine was set 
up miles off the coast in a completely inhospitable environment. 
SKF realised the need to make these turbines work reliably over 
months. We not only provided them with CARB” Torodial, the 
largest bearings ever - with an inside diameter of 1500mm 

and weighing 2700kg - to run the huge rotor, in fact we also 
designed and developed a new induction heater as well as special 
split-nuts, customised to fulfill the humongous requirement of 
the turbine. SKF also provided WindCon , an online remote 
monitoring system to keep an eye on a number of important 


parameters. Such a colossal project (worth US$ 12.5 mn) would 





scare off the bravest of individuals. But for SKF it was yet 


another opportunity to deliver customised solutions. 






Bearings 
and units 
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| To get the confidence of genuine SKF products and solutions, 


contact SKF or an SKF Authorised Industrial Distributor. 
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Print the world's longest-lasting photos with an HP Photosmart All-in-One. 
And do more with its scan, copy and fax functions. 








Presenting tie HP Paama 2008 All-in- One: Jn scanner, copier and genius photo printer’. lt achieves "ma Ni 
arkling photo-quality pt ianks to new HP VIVERA Inks - scientifically formulated for brighter, longer- | 
asting photos. And, as always, our tamous HP > Phe tosmart.system makes it brilliantly simple E you to 
Don't bother with the photo lab, be the photc lab. 
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* 33.6 kbps fax modem 























| e sis T — dpi colour’ - | Up : es — — | * Up to 60-page memory fax 
* H = 3 colour ayering technology | "i es E par Mem inology * Up to 2400 x 4800 dpi optical 
* Up to 18/13 ppm (BIk/CIr) | with optional ó-ink colour printing’ | resolution/up to 48-bit colour scan 
* Up to 600 x 2400 dpi optical * Up to 23/18 ppm (Blk/Clr)’ * A4/4 x 6 borderless photo printing* 
f — 3 resolution/up to 19200 dpi enhanced’ * Up to 1200 x 4800 dpi optical © 2.5 colour LCD, video action printing’ 
Ea | lut to 19 h d' : 
333 | Copy without PC | Ry apio TAREAS * Multi-slot memory card reader* 
Dial É * 4 x 6 borderless photo printing’ * Copy without PC and PictBridge 
- : * 4 x 6 borderless photo printing | © Networkable/Bluetooth" option’ 
HP V nt HP Care Pack : Rs.1,600/-* * * Multi-slot memory card reader* 
cartridc ges HP Care Pack : Rs. 2,160/-** 
HP Care Pack : Rs.1,600/-* * 
303 0 
ame las ' Free additional 1 year warranty worth Rs. 1300* l 
( with HP Photosmart 2608 All-in-One and HP PSC 1410 All-in-One only. | V r 
| To extend warranty to 3 years, buy HP Care Pack at above list price. * * HP INKS 


Unit level replacement warranty. 539 cities support helpline, 99 cities service centers. 





3030 4499 (from Mobile) 
“ALL or 1600 444 999 E-MAIL in.contact@hp.com 
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(trom MTNL/BSNL line) ® 
"Est. street price, taxes extra. Prices subject to change without notice. "Taxes extra. ‘Offer valid on end customer purchases in June, 2005 only. Offer is valid on redemption. To redeem offer, end customers need to register on 
www.hp.com/in/consumercare before 10th July, 2005. Conditions apply. “With compatible 802.119 and b devices Wi reless performance is dependent upon distance and terrain between wireless network clients and All-in-One 
‘Up to 4800 x 1200-optimised dpi colour when printing from a computer at 1200-input dpi "Optional 6-ink colour prin ting available with purchase of HP 58 Photo Inkjet Print Cartridge; not included, sold separately *Print and copy 


1 ic 
speeds may vary according to the complexity of the document and type of output. “Based on standard ITU-T Test image #1 at standard resolution. More complicated pages or higher resolution will take longer and use more memory A 
*The maximum dpi at which you can scan is limited by available computer memory, disk space and other system factors. "When using 4 x 6.5 4R-size HP Colourfast Glossy Photo Paper "Print a 9-frame action sequence from your invent 
digital video clips. "Supports Compactflash™ di Media™, Memory Stick® Secure Digital™/MultiMediaCard™ and xD-Picture Card™. "Using optional HP bt300 Bluetooth® Wireless Printer Adapter; not included sold 


paratelv. Supports camera phones with Bluetooth “wireless technoloav. Visit www.ho.com/support/biuetooth for a list of compatible devices. ©2005 Hewlett Packard Development Company, L.P 


STAY AHEAD. 
EVERY WEEK 


~ 27 June 2005, Rs 10 www.businessworldindia.com 
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Suzlon Energy. 
Harnessing the potential of wind into an energy source for our 


e. [0 4 mb. | E | | 
No expensive drilling for oil. No bruising the countryside to displace thousands of people so 


YEARS you can build a dam. The power of wind is free. And it's yours for the taking. All you need is 
SUZLON 


"I a wind turbine to spin power out of thin air. So be it your backyard, or a barren mountaintop, 
while wind blows, power can be generated. Sounds like magic? At Suzlon, we call it wind power. POWERING A GREENER TOMORROW 


homes and industries. 


Some facts about wind energy: * Reduces dependency on fossil fuel.» Contributes to industrial growth & employment by commissioning wind farms at remote locations & in rural areas. 


AND YOU THOUGHT ONLY MAGICIANS 
PULLED THINGS OUT OF THIN AIR. 
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The deterioration of 
Bangalore's infrastructure 
hasn't happened overnight. 
In just one year, the 
incumbent government in 
Karnataka seems to have 
reached its saturation point. 







THE CORPORATE DIFFERENCE 
It isn't only the state government that 
has to be blamed for the present condi- | 
tion of Bangalore (‘The Future Of | 
Bangalore, BW, 13 June 2005). The | 
responsibility also lies with the citizens | 
and the IT&ITES companies in the city. | 
Companies must look beyond the | 
beautification of their premises. N.R. — | 
Narayana Murthy, chairman and chief | 
mentor of Infosys, once suggested that | 
corporates choose parts of the city, and | 
work towards their betterment with the | 
municipal corporation. Lets hope that | 
governments, corporates and citizens | 
work together to transform Bangalore. | 
Amit Trivedi, posted on BW website | 
| 
| 
| 
| 
: 
| 


ALL IN THE GAME? 

It’s just not cricket (Arbor Mentis, BW, 
13 June 2005), with players resorting to 
aggression and ‘mental disintegration’ 
tactics. Bob Woolmer does, however, 





Get It Together [- 


The state government must move towards 
developing it as a technological capital. Bangalore is the 
economic backbone of the state, and a developed Bangalore will be the 
best platform to develop other cities in the state. It is high time Dharam 
Singh and Deve Gowda accepted this and got their act together. 


Indranil Datta, posted on BW website 


eR tt 


| bring a different approach into the 


game to get a team working and share 
success. There are ethics and rules, fair 
play and sportsmanship. But just like it 
is seen in cricket, competition in 
business is seen less as a healthy and 
productive relationship between 
different teams, and more as an 
opportunity to get the better of the 
other — at any cost. 

Ronald Aimeida, via email 


QUALITATIVE POSITIONING 

A major challenge while devising a 
positioning strategy (‘A Levi's Saree... 
BW, 20 June 2005) is how to make it 
qualitative, effort-based and result- 
oriented, Just manpower, money, 
machines, media and ratings do not 
guarantee an effective positioning or 
repositioning exercise. 


! Udit Chaudhuri, via email 


CLARIFICATION 

In ‘Ruling For Generics’ (BW, 20 June 
2005), we wrote that a US appeals court 
has “ruled that drug innovators have 
the right to hawk generics of their own 
drugs”. We omitted to add that this 
decision was specific to the 180-day 
marketing exclusivity period of a 
competing generics company that has 
successfully challenged the innovator's 
patent. The innovator' right to hawk 
generics at other times had not been 
challenged in court. 


p MÀ — 
| Write in at | 


editor@bworidmail.com 


Suzlon Energy. 
Reducing dependency on imported fuel so India can be more self-reliant. 


Every year India spends millions of dollars towards importing oil and other fossil fuels, so it can use them 
to generate power. This expenditure is in turn increased by the cost of subsidies borne by our government, 
so the same power can be made more affordable. In a situation like this, wind energy can be the cleaner, < 
a more convenient alternative. Generating the same power for the nation, just by setting up wind parks locally. POWERING A GREENER TOMORROW 
STV AEE E cre ree BAR E AGERE VI SDN, nr pct s 


Some facts about wind energy: * Reduces dependency on imported fuel.» Facilitates industrial growth by providing power at a reasonable cost. * *A cumulative installed base of 2980 MW. 


38 YEARS LATER, 
IT'S TIME TO FAN THE SPIRIT OF SWADESHI AGAIN. 
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Jeh Wadia couldn't reach Chitrakoot easily. So he 
decided to start his own airline. 
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Vijay Mallya might call himself a “value” player — 
but he also offers "Kingfisher" class 


cover story 26. SOa ring ambitions 


Two new low-cost airlines, SpiceJet and Kingfisher Airlines, have just taken wing. A dozen others are readying 
for take off. The Indian skies are going to get really crowded. The question is: how many will manage to stay 


afloat and what will it do to the industry? 


Complex Clauses More than competition, what worries new carriers getting off the group are the 


bizarre rules that govern Indian civil aviation. 





Jobs, jobs, jobs 


There are a number of jobs going abegging across 
several sectors. On the other hand, there is a great mass 
of the educated unemployed in the country. In the 
middle is a yawning gap in skills. 


The Salary 
Surge The demand for 
talent and people with right 
skills is pushing salaries sky- 
high in some sectors. But in 
which sectors and for what 
positions? A ringside view . 

1 4 K. Pandia Rajan of Ma Foi: 
"The market is overheated" 





R.A. CHANDROO 


Temping Temporary staffing doesnt yet figure 
as a lifestyle choice for most Indians. But that's not the 
only problem this fledgling industry is facing. 


The Next Six Months The TeamLease- 
Gallup Employment Outlook survey finds it is buoyant. 





Citigroup's IT ventures 


The banking company has spun off three of its IT ventures in 
India into separate companies. Why is it setting up a fourth? 


Idea Cellular Though the STT-Malaysia Telekom 
bid for a stake is off, there is no shortage of buyers. 


 Hutch-Essar The 
problem with Essar’s for- 
eign holding and its own 
new telecom company 


Essar's Shashi Ruia (L) > 
& Asim Ghosh of Hutch 





Telecom Targets 


Three small telecom firms are turning industry wisdom on its 
head. Till recently, they were expected to be snapped up by 
larger players. But now they are expanding fast. Why? 


E-Retail Entrepreneurs are starting to use the Inter- 
net for spreading their markets wider — even beyond India. 
















The futures and 
options basket 
in India is get- 
ting bigger. As 
derivative 
trading 
records a new 
high, data shows that it is the retail i in- 
vestor who is driving up the vol umes 


66 Money Talk Financial TA 
ners look at your goals before advising. 


68 | Taxonomics A guide tothe 
changes in tax provisions, 2005-06. 


72 News Banks erring in customer 
service get a rap from court, RBI. 


IN VOGUE 


76| The Yellow 


Biodiesel is the way ahead. Alookat - 
some success stories that have pro- 
duced fuel from seeds like Jatropha, 
Karanji and Honge. 


80 Bookmark Anilluminating - 
chronicle on the struggles of the mill- 
workers of Mumbai. 


MÀ KANasto al ak anean Here quaa rt A rack Pr rem e aaas 


COMMENT 
22 Ashok V. Desai The oil and 


gas we need are mostly abroad; Mani 
Shankar Aiyar deserves kudos tor his. 
travels in search of energy supplies. 


| 

| 
ARBOR MENTIS | 
54 Subroto Bagchi The Cen- | 
tral Industrial Security Force has made | 
a difference to airport security. | 
| 

| 
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_ World readers live in urban India — in the top eight metros 
| alone, the magazine registered a readership of 301,000, far 
| higherthanany other business magazine. | 


| ‘mentary 24 hours a day, a magazine delivers value to its 
readers by separating the relevant from the irrelevant, by re- 


| 
| 
| 
| 
| 
i 
i 
| 
| 
| 
i 
| , 
| We realised long ago that to do this well, we would have to 
| gag 
saat E | 

Revolution | 
| 
| 
| attention to context that allows us to maintain our rep- 
| 
i 
| 
| 
| 
i 
| 
| 
| 
| 
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intheroad ahead — whether it is India's global hunt for oil, 


| filling task — of keeping you informed of the significant changes tak- 
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BOUT a year ago, I thanked our readers for making Businessworld 
Indias largest selling business magazine. It's time to say thanks once 
again. According to the latest figures of the National Readership 
Survey (NRS 2005), Businessworld’s readership grew by a whopping 
i i» 63 per cent between 2003 - when the last survey was done - and 
now, re reales your magazine the fastest growing business publication in the coun- 
try. More than half a million people read Businessworld every 
week now, up from 325,000 two years ago. Most Business- 










All ofus at Businessworld take this as both an apprecia- 
tion and a demand — that we keep setting the bar higher 
for business journalism. We believe that in an age when 
we are surrounded by instant news and snapshot com- 


vealing the deeper meaning of significant events and, most 
ofall, by anticipating the headlines of the future. 


grasp the context within which business is conducted — " 
whether it is politics, demographics, global power shifts 
orthe changing nature of global trade. It is this 


utation for being the first to point out significant bends 


the crisis in pension funds, the renaissance in Indian manu- 
facturing, the rising soft power of India and China and the 
changing nature of their relationship, the return of big gov- 
ernment, the emergence of the Indian multinational, the 
opportunities we are about to miss in the global textile 
trade or the opportunities we could still grab in the 

health travel market. 


Today, we recommit ourselves to this enjoyable and ful- 
ing place in your business environment, every week. 


The cover story in this issue is an example. It follows up on another cover we did a 
year ago, announcing the arrival of low-cost carriers for the first time. This time, the 
story is really the birth ofan industry — Indian civil aviation was such a small busi- 
ness till recently that it hardly merited being called an ind ustry. That is changing, 
and how! “Not all the new entrants will survive, but the market is taking offand that 
means a lot of interesting possibilities," says contribu ting editor Anjuli Bhargava. 








TONY JOSEPH, EDITOR 








| ^ "Software (COSL) to develop banking - 
ARI de software for. Citi businesses. 





IT business 
a circle 


A chronology - 


. ‘ges: Set up Citicorp Overseas 


* 4989: Cost spin-off creates Citicorp . 
infor vation Technology Industries - 
(Citil): to service non-Citi clients. Citi 
retains 43% stake. E 


1999: Sets up Citicorp Securities & 
investments (CSIL). Renames it. 
eServe International. in 2001. Citi m 
dilutes its stake to 44. 4% on listing : 
2000: Citil renamed iflex Solutions 
2001: cost merges with Citi arm, | 

; Giobal Support Unit, to form Orbitech 
2002: Orbitech merges with Polaris 
Software. Citi retains 54% stake 
2004: Delists eServe after buying out 
55.6% public shareholding. - 

2004: Sets | ip Ath IT arm, Citos 
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OGITECH Park, one of many 
spanking new technology 
complexes in Mumbai's west- 
ern suburbs, has a new tenant. 


\/ Financial services giant Citigroup has 
~ justacquired 45,000 square feet of com- 


mercial space for its new information 


X7 technology subsidiary, Citos, acronym 
.".. for Citigroup Information Technology 


Operations & Solutions. The seven- 


—, month-old company is Citi's fourth IT 


subsidiary in India, after i-flex Solutions, 


YQ. Polaris Software and eServe Interna- 
.... tional. But that's not what is interesting 
/ aboutit. 


Though Citos was set up sometime 
in December 2004, very little is known 


Wi about what exactly constitutes its activi- 
.'. ties. Placement firms in Mumbai say the 


company already has 400 software engi- 
, neers on its rolls who provide IT mainte- 
nance services to various Citigroup 


oo global businesses. While Citi has chosen 
. “ to remain tight-lipped on its latest ven- 


ture — emailed queries by BW went 


a . unanswered — industry and market | 
^V sources say that Citos could be the start- | 


rrr nni mni a a rete i aanne temm manamana 


| 
i 
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ing point for a larger captive strategy in 
India. "There has been a rethink for 
sometime within Citi on its current out- 
sourcing arrangements in the country," 
Say sources. 

Recent moves by Citi to consolidate 
its IT businesses here certainly point in 
that direction. Take the case of eServe 
International, its BPO subsidiary. When 
General Electric was courting buyers for 
its captive BPO unit in India, Citi de- 
cided to acquire 100 per cent control of 
eServe. It already owned 44.4 per cent in 
the company and decided to buy the re- 
maining 55.6 per cent public sharehold- 
ing for Rs 550 crore. The final payout 
worked out to Rs 672 crore and eServe 
has since been delisted from the Indian 
bourses. The move was driven by pres- 
sures for higher control over internal 
data and processes. 

Industry experts say taking eServe 


captive may be just the beginning of 


Citi's larger gameplan to consolidate its 
IT businesses in India. It currently holds 
a 43 per cent stake in i-flex through its 
private equity arm CVC and 54 per cent 


| in Polaris through Orbitech Solutions. 


These companies also derive 35 per 
cent and 60 percent of their revenues, 
respectively, from Citi. Market sources 


_ say Citi is keen on paring down its stake 


in both companies and that could also 
lead to some of the business outsourced 
to them moving to Citos. 

-Ofthe two, I-flex is in relatively safer 
waters. It has tied up with IBM for a big 
market push into top tier banks and 
Citi's exit would actually help the pro- 
cess. The company has filed papers for 
an ADR listing and Citi might make a 
partial exit. Polaris, however, may not be 


-so lucky. Sources say Citi wants to de- 


merge Orbitech from Polaris (the two 
merged in 2002), which CEO Arun Jain 


| denies (See ‘The Perils of the Middle 


Rung’, BW, 20 June 2005), and bring it 


back into its fold. Jain has already start- 


ed looking for a strategic investor that 
can help Polaris access new markets. Bi 
SNIGDHA SENGUPTA 
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N December 2003, the Securities 

and Exchange Board of India (Sebi) 

had issueda circular to increase the 

reach of mutual funds and protect 
the interests of retail investors. It said no 
single investor should hold more than 
25 per cent of the total assets of any 
scheme or plan of a mutual fund (MF). 
Moreover, each plan or scheme must 
have at least 20 investors. 

The 20-25 rule’ was designed to pro- 
tect the interest of the small investors 
against the frequent moves of the big 
players who enjoy preferential load 
pricing from fund houses. While 
schemes that came into being after the 
rule was instituted had to comply from 
Day One, existing schemes were given 
till 31 December 2004 and, later, an- 
other month, to comply, or close down. 
Now, about a-year-and-a-half after the 
rule was announced, Sebi has issued a 
clarification on 20-25 rule that, on the 
face of it, looks as if it could SEER most 
players happy. 

The clarification allows funds to do 
what they want at the plan level, as long 
as the schemein totality meets the 20-25 
rule, Prudential ICICI Asset Manage- 
ment Company chiefinvestment officer 


HUTCHISON-ESSAR 


The foreign 
holding problem 


51 per cent investment by Indian pro- 
moters and companies could have a 
foreign component. Under the new pro- 
posed guidelines, the entire foreign eq- 
uity, whether held by Indian or foreign 
investment companies, cannot exceed 
74 per cent. 

Sources say that Hutchison had no 
idea about this stakeholding pattern till 
recently. Once the guidelines come 
through, Essar will convert this foreign 
holding into domestic equity, but, for 
now, it remains a problem. Essar Tele- 
holdings chief executive Vikas Saraf re- 
fused to comment on the issue. 

There have been other signs of the 
relationship being strained. So far, Es- 
sar's ambitions in telecom have been 
financial in nature, through its sub- 








HEMANT MISHRA 


THE UNFOLDING OF EVENTS 
December 2003: 20-25 rule circular issued 

March 2004: Compliance deadline, extended to December 
December 2004: Deadline extended again to January 2005 


February 2005: Corporate investors irked. 
Bajaj Auto files case against UTI MF. Damodaran 
becomes Sebi chairman 


June 2005: Clarification on 20-25 norm issued, 18 
months after original circular! 


ESSAR's 
Shashi Ruia 


| sidiary Essar Teleholdings also owns a 


9.9 per cent stake in BPL's telecom 
business. Earlier this year, however, the 
Ruias set up a new wholly-owned com- 
pany called Essar Spacetel, which ap- 
plied for mobile licenses for seven cir- 
cles, mostly in the C category. The 
company is still awaiting clearances for 
the licenses and will then apply for 
spectrum. Says Saraf about going 
ahead with Essar's own telecom plans 
outside the Hutch combine: “We did 





MUTUAL FUNDS 


Peace pipe; for now 


Nilesh Shah says: "The recent circular is 
merely a clarification ofa technical issue 
that was pending so far. It won't be of 
major significance in today's context." 
Each MF scheme usually has 7-8 
plans under it, like institutional, retail, 
bonus, dividend, etc. Says an MF dis- 
tributor: "The funds industry has de- 
signed various plans to meet corporate 
investors and HNIs’ (high net worth in- 
dividual) needs. For instance, the 
monthly dividend plans of liquid funds 


| were designed to meet the needs of In- 





fosys, which alone has investments of 
Rs 1,600 crore in such plans." So, under 
the new rule, a fund can create a plan 
under a scheme specifically to meet the 
needs of a corporate or HNI and use 
other plans under the scheme to com- 
ply with the 20-25 rule. This, feel market 
watchers, should bring back some cash 


| that had flowed out of mutual funds. 


There is no empirical evidence to 
suggest that 20 is an adequate investor 
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HUTCH's 
Asim Ghosh 


not want to weigh down the balance 
sheet of the joint venture with these 
relatively ‘under-penetrated’ circles. 
The returns on these circles need to 
have a relatively longer term view.” 
Saraf denied that there was an issue 
between the shareholders on this. 
Asim Ghosh, managing director, 
Hutchison-Essar, declined to talk about 
Essar's plans to get its own licences, 


and the foreign equity issue. 
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base for a scheme, or that investors 
with less than 25 per cent of assets 
cannotupsetthe applecart for others. 
Dhirendra Kumar, CEO of Value Re- 
search, a mutual fund research com- 
pany, says: “The 20-25 norm does not 
protect investor interest at large. It does 
partially benefit corporates (and HNIs), 
but small investors are left high and dry 
as they still have to bear the brunt of im- 
pact costs during hefty redemptions in 
smaller funds.” 

The clarification is a peace pipe of 
sorts. The 20-25 rule caused friction be- 
tween the industry and Sebi. In fact, Ba- 
jaj Auto, the country’s most cash-rich 
corporate, moved court in February 
2005 against the country’s largest fund 
house, UTI Mutual Fund, as it had 
wound up the bonus plan of the Growth 
and Value Fund. Bajaj Auto was the 
largest investor in it with more than 25 
per cent of the assets. 

Sebi chairman M. Damodaran ear- 
lier headed UTI ME He has strong views 
on business practices in the MF indus- 
try and would like to clean it up. By giv- 
ing corporates an inch, he might be 
preparing them for the coming blows. li 
GARGI BANERJEE 


HEMANT MISHRA 


IDEA CELLULAR 


Takers queue up 
for Idea stake 


VER since the Singapore 
F Technologies Telemedia 

(STT)-Telekom Malaysia (TM) 
combine pulled out of the race for 
a 47 per cent stake in Idea Cellular, 
there is a race among some of the 
biggest operators globally to pick 
up the stake. 

In the running is the UK-based 
Vodafone, the world's largest 
mobile services company, which 
has 154.8 million subscribers 
spread out across 27 countries. 

Also in the running is Verizon, 
with 45.4 million subscribers in the 
US. Now, Telekom Malaysia is also 
doing a rethink on picking up the 
47 per cent stake in Idea on its 
own. That way, the contentious 
issue of a Temasek holding is 
neutralised. 

Sources inform that Egypt's 
Orascom is also looking at Idea as 
the platform to make an entry into 
the Indian mobile market. Orascom 
already has a presence in 
neighbouring Pakistan. 

Some of these players have 
sent feelers to meet up with the 
top brass of Idea. 

However, there is one issue 
that could skew the entire process. 
Acquiring a stake in Idea can 
happen only if Cingular Wireless is 
willing to sell its 33.33 per cent 
stake in the company. 

The top brass of Cingular, which 
at one stage wanted to exit from 
Idea, now seems to be interested 
in a continued presence in the 
company. It is even looking at 
expanding its stake in Idea. If that 
happens, it will have to look for 
other options. 

Idea officials were, however, 
unwilling to comment on the race 
among foreign firms for a stake in 
the company. The next few months 
should see a new international 
player in Idea. B 

ANUP JAYARAM 


TELECOM 


Dialling for ‘One India 


HE National Telecom Pol- 
icy 2005 (NTP ’05) being 
formulated could com- 
pletely change the com- 
plexion of communications in the 
country. For starters, communica- 
tions and information technology 
minister Dayanidhi Maran is talking 
in terms of a “One India" rate. In 
other words, the calling rate to be 
paid for calling anywhere in the 
country would be the same. 

For that to happen, the access deficit 
charge (ADC) now being paid to the 
state-owned Bharat Sanchar Nigam 
(BSNL) has to be abolished, reducing its 
revenues substantially. Also, it would 
lose the huge chunk of revenue it gets 
from long-distance calling. Others likely 
to oppose the flat rate will be private op- 
erators who have paid Rs 500 crore each 
to get the national long-distance li- 
cences. The worst hit will be the million- 
odd PCO operators. If the single rate is 





IRAN GAS DEAL 


A dampener for 


the oil minister 


HE $18-billion, 25-year gas 

deal between India and Iran 

was the high point of oil minis- 
ter Mani Shankar Aiyar's south and 
central Asian trip. Iran will supply In- 
dia 5 million tonnes of liquefied nat- 
ural gas a year from its South Pars 
field. The gas will start coming to Da- 
hej and Kochi starting 2009. India 
has also got the Jufeyr oil field and a 
10 per cent stake in 
the Yadavaran oil field. 

But the US does 

not like the idea of a 
pipeline from Iran to In- 
dia. US secretary of 
state Condoleezza Rice 
has threatened Pak- 
istan with sanctions if 
it allows India and Iran 
to build the $4.5-bil- 








introduced, however, call rates could in- 
crease marginally. 

This could be the first step to open- 
ing up domestic long-distance call to 
Voice Over Internet Protocol (VOIP) in 
the not-too distant future. That could 
result in very low call charges. 

It all depends on the Telecom Regu- 
latory Authority of India giving the 
green signal for a pan-Indian flat rate. 
Maran is banking on a huge increase in 
traffic to shore up revenues. » 

ANUP JAYARAM 


lion, 2,600-km pipeline to carry the 
gas. The US is pushing Pakistan to 
opt for either the Turkmenistan-Af- 
ghanistan or the sub-sea Qatar 
pipeline. But Iran has the largest gas 
reserves in the world after Russia. 

The question that begs an answer 
is what is the problem is with the gas 
pipeline when there is none with the 
country selling crude oil and gas? The 
three concerned countries are trying 
to find ways to skirt the sanctions. 
One of the ways being considered is 
that each country builds its own sec- 
tion of the pipeline. 

Oil ministry offi- 
cials, however, are not 
worried by the threat. 
They argue that as Pa- 
kistan is a US ally in 
the fight against global 
terrorism, it would not 
like to rock the boat. 
But it could sure delay 
the project. e 

ANUP JAYARAM 
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DILEEP PRAKASH 


Suzlon Energy. Asia's largest wind power company*,with operations 
in Australia, China, Europe, India & the United States of America. 


Technology development centres in Germany & Netherlands. International business headquarters in Denmark. 
Wind turbine manufacturing facilities in India. Just like the wind we harness our energy from, Suzlon's success 
too is powered by global experience. Its unique combination of international expertise and local know-how, 
of professional acumen and a selfless motive to protect the environment, all working towards making it the 
world's 6th largest and Asia's largest wind power company today* A company that, as of 31 st March 2005, has 
installed and commissioned wind turbines with a power generating capacity of more than 1000 MWs! POWERING A GREENER TOMORROW 


SUZLON 


Some facts about wind energy: * Growing at 28% globally for the last 5 years. * Wind energy meets 20% of Denmark's electricity consumption & 6% of Germany's. 
* Renewable Energy expected to meet 22% of the European Union's power requirements by 2010. 


WIND KNOWS NO BARRIERS. NOR DO WE. 


- 


World-Márkét Update 2004, BTM Consult Denmark 





«^7 but bigger problems lay ahead 
5 and the reverberations of the 


w77 mocraticAlliance (NDA), in the 
__, BJP’s partners in various states 


~“ ership of an RSS-dominated 
^. against the communal and re- 


\ > Advani is no match for the RSS, 


./ elingthe NDA may not begin 


V / talk that allies have decided to 
~“ A fessed aJD(U) leader, who was, 


©7 trate on the elections in Bihar. 


y gress alternative." 


HE grim body lan- 
guage of the BJP 
leadership said it 
all as the curtain 
rang down on the 


—, Advani soap opera last week. 


One set of troubles had ended 


Jinnah quake in the BJP are 
likely to be felt in the party's 
other parivar, the National De- 


months to come. 
Starting with Bihar, the 


are doing a rethink on the fu- 
ture ofthe NDA under the lead- 


BJP Vajpayee was the bulwark 
gressive ideology of the sangh. 


as the events of last week 
` proved. Nor are the party's next 
. generation leaders, all of 
whom balked at confronting 
the RSS on Advani's behalf. 
While the process of unrav- 


immediately, there is growing 


start the search for an alterna- 
tive. “The third front is defi- 
' nitely a possibility now,” con- 


till recently, a committed sup- 
. porter of the BJP. "At the mo- 
ment, we're going to concen- 


But after that, we'll seriously 
look for a non-BJB non-Con- 


The Telugu Desam Party 
(TDP) of Chandrababu Naidu 
in Andhra Pradesh has already broken 
rank. Naidu had earlier shown reserva- 
tions about some of the NDAs policies, 
but his major dissent came in when TDP 
' refused to support the BJP-led boycott 
of Parliament during the Budget session 
' early this year. The Bihar polls, due in 


——, October-November 2005, may pave the 


way for new equations in Andhra 


7 Pradesh as well. 


Increasingly, JD(U) leaders are also 
— getting averse to the idea of accepting 
the BJP as the leader of the alliance; 
some are already talking about redefin- 


POLITICS 


End of days for 
the BJP-led 
NDA coalition? 


A languishing BJP is threatened by 
increasingly strident ‘junior’ allies 





BJP president L.K. Advani: Bowing to the hardliners 


ing the terms of the alliance with the 
BJP “We've been the junior partner, de- 
pendent on the BJP so far. But now, we 
will be the dominant force and the BJP 
will have to fight the elections on our 
agenda, not theirs,” declared a leader. 
The words have an ominous ring for 
the BJP For, it means traditional socialist 
issues like welfare of minorities, SCs/STs 
and OBCs and secularism are going to 
prevail over the party’s core hindutva 
agenda. In fact, one JD(U) leader was 
strident enough to suggest that at some 
point, his party may even dump the 
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NDA manifesto with its 
promise to build the Ram tem- 
ple at Ayodhya. 

The assertion of the JD)U) 
in the NDA will be felt when 
the negotiations for seats start. 
Last time, the JD(U) had man- 
aged to squeeze the BJP for a 
larger share of seats. This time, 
the party intends to bargain 
even harder and push the BJP 
down to mere double digits. It 
has a strong bargaining chip in 
the shape of 21 defectors from 
Ram Vilas Paswan' LJP and 11 
independent candidates, all of 
whom marched with the NDA 
to Rashtrapati Bhavan in à 
show of strength against Lalu 
Prasad Yadav. 

All 32 have to be accom- 
modated in the seat distribu- 
tion and the JD(U) is deter- 
mined that the lion's share of 
the seats will have to come 
from what was in the BJP's 
quota last time. 

BJP circles fear that it will 
face similar muscle-flexing in 
Assam, where assembly polls 
are due in January 2006. The 
party has been hoping to tie up 
with the AGP as a junior part- 
ner. Instead, there is every like- 
lihood of the AGP ganging up 
with the JD(U) for a better deal 
from the BJP in the state. 

Trinamool Congress chief 
Mamata Banerjee is another 
vulnerable link in the NDA. 
She's been aware for some 
time now of the growing futil- 
ity of remaining in the NDA. 
Recent events can only 
strengthen her assessment 
and spur her party on to search for new 
friends in West Bengal. 

Not very good news then for the BJP. 
Unfortunately, as far as the RSS is con- 
cerned, it wants the BJP to first set its 
house in order and then save its alliance. 
The harsh truth is that many in the BJP's 
Genext agree with the RSS on this. The 
BJP cannot hope to keep old friends and 
win new ones if its voter base slips away 
from it. Its immediate task, therefore, is 
to win back its core constituency and, 
for this, it needs the RSS. 


DINESH KRISHNAN 


ARATI R. JERATH 


The game has changed. 
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Make the rules. 


Today, the rules of the game have changed drastically. Speed o © e 5 
Is the essence of survival. Businesses that think beyond the P Aro i 


ordinary, have the competitive edge to take the future head-on. : als 
+ pricol + 
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pricol limited 1087 a avanashi road coimbatore 641 037 india 


Phone +91 422 5336000 fax +91 422 5336299 e mail city@pricol.co.in website www.pricol.com 
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ARLIER this month, San Diego 
succumbed to techno-utopia. 
Local boy and global telecom- 
munications giant Qualcomm 
was hosting BREW 2005, its annual de- 


" veloper conference for mobile phone 


.' applications. Amid the buzz surround- 

. ingthe range of applications, one thing 
\/ clearly emerged: entertainment was 
stealing the thunder in the business of 
desirable mobile apps. 

Mobile phones, blessed as they are 
with a microprocessor, a screen and 
sheer ubiquity, are well on their way to 
become the ultimate convergence de- 
vice. The applications shown at Brew 
were testimony to that. Take Healthpia. 


\ BREW 2005 
- In search of 
- the next 

























This Korean outfit has incorporated a 
glucose meter into cell phones. Then 
there was RocketMobile. Its application, 
Song IDentity, can trace a song from its 
central database from a few lines that a 
user has to record from anywhere. 

Some had incorporated global posi- 
tioning software, while others had fo- 
cused on entertainment: games, 
comics, books, sports, films and news 
onto cell phones. A handful of compa- 
nies were focusing on businesses — cre- 
ating applications that would let users 
plug into their company’s workflow 
software, do asset-tracking, fleet man- 
agement and more. 

But presentations as well as private 
conversations unequivocally drove 
home the dominance of entertainment, 
games in particular, in the industry. In 
August 2004, Qualcomm launched the 
latest avatar of its CDMA technology in 
Japan. Between then and now, reported 
KDDI, Japanese cellular service opera- 
tor, 1,000 new applications had entered 
the market. Also, KDDI’s ARPUs had 
quadrupled in this period. And of these 
1,000 applications, 810 were games. The 
representative from India’s Reliance In- 
focomm said his company had released 
150 applications, but found that offtake 
was almost entirely limited to entertain- 
ment. Mike Yuen, the director of Qual- 
comm’s gaming group, attributed the 
fast adoption of mobile games to the 
early adopters. Mobile gaming is the 
province of youth, who are likely to em- 
brace new developments much faster 
than others. 

Qualcomm is banking on these ap- 
plications to accelerate the move from 
GSM to CDMA. GSM, it bets, cannot 
handle data-intensive applications. As 
data usage builds up, users and opera- 
tors will migrate to CDMA, it hopes. 

Believing that there would not be 
one but several killer applications for 
mobile phones, Qualcomm has left the 
creation of the applications to a diverse 
community of developers. It then 
makes their work visible to operators, 
almost as a catalogue. It has got some 
unique applications. Like Ulone. This is 
auser interfacefor mobiles that can be 

downloaded by users, and can be 
used to combine all the diverse ap- 
plications that people are down- 

loading into their phones. n 

M. RAJSHEKHAR 
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INTEL 


Chipmaker 
tests the waters 


FORTNIGHT before he retired 
A: CEO on 14 May, Craig Bar- 

rett had said Intel could save 
$1 billion in taxes over 10 years if it 
built its next factory outside the US. 
"Such a decision would be worth $5 
billion or more to the host nation,” 
he had said. But what does an as- 
sembly test and manufacturing unit 
mean if it comes to India? 

What is an assembly test unit? 

This is where the silicon wafer is 
tested before it is packaged. 

@ Wafers made at Intel's plants are 
sent for testing. If passed, the wafer 
goes for packaging in ceramic or 
plastic, and is then re-tested. 

Skills required 

It is a low-tech, largely-auto- 
mated process. 

lll Hardware design engineering will 
be required, though the majority of 
the staff will comprise diploma engi- 
neers trained to test chipsets. 

Where will the $400 million go? 
lll To buy wafer-level and package- 
level testers (made by companies 
like Agilent, Terradyne and HP) at 
$20 million-30 million each. 

W Machines for packaging (putting 
silicon on ceramic or plastic). 

lll Building a dust-free facility. 

li People. 

Till now, Intel has invested just 
$83 million in India (China: over 
$500 million) and employs 2,500 
people (China: over 4,000). Four of 
Intel's five global assembly and test 
facilities are in Asia. In India, over 
2,000 engineers work at Intel India 
Development Center in Bangalore 
on next generation Centrino mobile 
technology and the Xeon processor. 

With the likes of Nokia, Ericsson, 
LG, Flextronics and Solectron setting 
up their own manufacturing facili- 
ties, Intel expects the demand for 
chipsets to increase and the com- 
pany's new unit would cater to 
those, as well as its own needs. W 

SHELLEY SINGH 


SuzlonEnergy. 
Harnessing non-polluting wind energy to give our children a cleaner, greener tomorrow. 


Today, wind energy is one of the few energy sources to be produced at relatively low risk to nature.With zero 
emissions, and infrastructure that is less disruptive to our environment, the clean, green power of wind can go 
a long way towards arresting the ageing of our planet and giving our children a healthier tomorrow. It is this 
life-saving power of the wind that we seek to harness at Suzlon, Asia's largest wind power company*. POWERING A GREENER TOMORROW 


Some facts about wind energy: * Reduces fossil fuel depletion * Non-polluting * 100% renewable * Promises Certified Emission Reduction as per the Kyoto Protocol. 


SUZLON 


GOOD CHEER, PERHAPS THE 
ONLY EMISSIONS WE'RE RESPONSIBLE FOR. 


“World Market Update 2004, BTM Con De 
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TATA STEEL 


Iran: The 
long-term 
security 


ATA Steel would invest $700 million 
over five years in Iran. This will be its 
second big foray outside India. It 
bought Singapore-based NatSteel a 
year ago. Tata Steel would set up two joint ven- 


—, tures (JVs) in Iran. The first for a 1.5 million 


tonnes per annum (mtpa) steel plant to make 
slabs and a unit of similar capacity for making 


" billets. The second is for a 3 mtpa export-ori- 


ented unit, which will come up in two phases 


—; of 1.5 mtpa each. Iranian Mines & Mining In- 


dustries Development & Renovation Organi- 
sation (Immidro) and Tata Steel will hold 49 
per cent each in the two plants, and 2 per cent 
each will be held by the Iranian pension fund. 

The steelmaker has also signed a pact with 


v Immidro to explore iron-ore mines in Iran. 


Iran will offer big cost advantages, though 
the manufacturing facilities will not be inte- 


) . / grated. It has adequate supply of gas, a cheap 





fuel for making steel. This will fortify Tata's po- 
sition as one of the world's lowest-cost steel 
producers. Billets from Iran will be used in 
NatSteel's facilities and allow Tata to replace 
electric arc furnaces that use expensive scrap. 

From 5 mtpa now, Tata plans to raise out- 
put to 15 mtpa by 2010. So itis planning to add 
capacity through new projects and buyouts in 
India and abroad — Asia, China, and the CIS. 
B. Muthuraman, managing director, says the 
company’s policy of working closely with the 
community will stand it in good stead. 

The Iran foray will also ensure Tata Steel 
supplies ofiron ore and coal, for which there is 
a global shortage. Iran is keen to use the com- 
pany's experience in ore exploration. Ifit gets 
the right help from Tata Steel and all goes well, 
Iran, like Brazil, could become a key player in 
the global iron ore stakes. aj 

RADHIKA DHAWAN & ADITYA KHANNA 





CISCO SYSTEMS 


Alternative growth strategy 


\ / ITH the router business growing 
just about 10-12 per cent, Cisco 
| Systems is feeling the heat from 


_, Huawei Technologies and Juniper Networks. 


Huawei is undercutting Cisco by about 30 
per cent. So, Cisco is looking for new growth 


" areas, including enterprise security, video 


: , wired to wireless networks 
^ Gary Bridge, vice-president 


3 ^ business solutions group: 
——, "Ourfocus will be to build 


JA doinreal time." 


\/ CEO, John T. Chambers sees 


telephony, mobility from 
and the wireless space. Says 
and global lead of its Internet 
more intelligence into the 
network and to allow custo- 


mers to do what they want to 


Cisco's president and 





afuture in new information and wireless net- 
work systems where, say, a car maker will 
make money not by selling cars but by selling 
services — a car with in-house real time 
voice, video and data services brought via 
Ciscos wireless gear. That's years away. 

For the moment the networking com- 
pany is busy increasing pres- 
ence in India both to cut 
costs and take a slice of ac- 
tion in the Indian broadband 
and home networking mar- 
kets. The number of broad- 
band subscribers jumped 
236 per cent to about 500,000 
in 2004. It sees a bigger role 
for its development centre in 
Bangalore. It will now focus 
on innovation. E! 
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LENOVO 


Thrust on 
innovation 


ITH Encore 
Software, Xeni- 
tis and, now, 
Sahara Computers rush- 
ing in with PCs at less 
than Rs 10,000, Lenovo 
is trying to differentiate 
itself with innovation. 
Says Neeraj Sharma, 
managing director, Le- 
novo (South Asia): "Low- 
cost PCs are stripped 
down versions with little 
use to customers. We will 
offer feature-rich PCs at 
competitive prices." 

The company has put 
together a core team of 
12, working under an ini- 
tiative code-named 'Pro- 
ject Monsoon' that will be 
launched in India soon. 
It's a global team com- 
prising Bob Galush, vice- 
president for products 
and marketing, and Dilip 
Bhatia, product market- 
ing manager. They will try 
to find products that will 
appeal to both metro and 
small-city buyers. 

What could these be? 
What Lenovo sells in Chi- 
na market could give an 
idea. In Tier-5 cities (very 
price sensitive, low cost) 
and small towns, a major 
concern is power con- 
sumption. So Lenovo of- 
fered a PC with a dialler 
to increase or decrease 
the speed at which the 
machine runs, controlling 
the power used. This 
product helped Lenovo to 
get a 26 per cent share. 
Another is the common 
one button Internet ac- 
cess. A third type in- 
cludes PCs for shared 
use, as in schools. e 
SHELLEY SINGH 
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SuperLiner 


Upgrade to our Economy Class. 


N | 
EU 
3 On demand'Bersonálised 74 
Delectable gourmet cuisine Mus 7 audio-video entertainmedt 





A luxurious Economy Class on the Jet Airways SuperLiner to London 


When you fly Economy, we make sure you are completely pampered. Here, you can dine on gourmet Indian and International cuisine. Treat 
yourself to on demand audio-video entertainment on your personal, large, 9-inch LCD screen. Choose from the wide variety of entertainment 
Sky Screen has to offer: Hollywood hits, Bollywood blockbusters, 7 audio channels, 60 audio CDs, and single or multi-player interactive 
games. Check our iXplor™, the moving-map-display that presents a highly accurate summary of 


the aircraft's position, altitude, and speed. Experience a warm, attentive, efficient crew. Keep your 


JET AIRWAYS 


kids amused with our in-flight programme for children — Jet Kids. Then before you land, freshen up 
with the personal comfort kit. An experience so luxurious, you'll wonder why it’s called Economy. THE JOY OF FLYING 





DAILY NON-STOP TO HEATHROW: 
Mumbai - London: Monday Dep: 1145 Arr: 1655* | Thursday Dep: 1230 Arr: 1740* | Rest of the week Dep: 1320 Arr: 1830* 
London - Mumbai: Daily Dep: 2125 Arr: 1050* For further details, call: 022-5501 0203 (Mumbai), 1-600-225522** (rest of India) or contact your travel agent. 


— Tie Spirit of New India B 


*All timings are local time. Conditions apply. **1-600-225522 can be reached through MTNL and BSNL lines only. If using any other service provider/mobile phone, call 022-5501 0203 NETWORK 6 JA182-05 






Showcase to the world 


IG, opulent and messy. That sums up the 
IIFA Awards weekend. And Indian stars 


and celebrities got astounding response 
in Amsterdam. Surinamis thronged the two ho- 
tels that hosted the celebrities. From Arshad 
Warsi and Boman Irani to Anu Malik, al- 
most every big and small star was 
hounded for autographs. People would 
stop Indians on the street and ask them 
if they were part of the 'Bollywood' festi- 
val. If you said yes, there were a thou- 
sand questions. So the weekend has 
hugely succeeded in furthering the 
cause of Indian cinema in Europe and 
the world. 
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BE INDIAN, SELL INDIAN: While it makes sense for the Indian film industry to 
look at Hollywood for lessons in distribution, marketing and finance, in terms of 
creativity we are spot on. India needs to market its own, not try to make films 
for the global audience that, actually, finds the Indian way of telling a story in- 
teresting. Lately, large film companies and Indian filmmakers have been trying 
to find a global idiom, a film that will get the NRI viewer as well as the local au- 
dience outside India. The lesson of Amsterdam is if we get a mainline release 
(that's tough), any well-made Indian film, dubbed or subtitled, should do well. 
The evidence was also in the way IIFA was teaming with scribes from mainline 
dailies and TV stations across Europe who were lapping everything up. The lat- 
est to have discovered Indian films is Germany. European countries, including 
Holland, can relate to the opera-like drama in Indian films and Europe, inciden- 
tally, has a large number of people researching Indian, mainly Hindi, cinema. 


DUTCH INTEREST: The best part was the Ficci-IIFA Business Forum. The day- 
long event went like clockwork, maybe because it was attended by profession- 
als who value their own time, not film stars. The session on cinema and broad- 
casting was a very good showcase of the Indian film industry. Karan Johar (on 
the right with Yash Chopra in the picture below), did a good job of conducting 
the proceedings and taking people through the history of the business. It was 
topped off by a lovely dinner hosted by the Dutch government and attended by 
the who's who of Dutch industry. While they were going gaga about our eco- 
nomic success and showing interest in doing business with India, there was no 
one representing our government. Talk 
of missed opportunities! 


TAILPIECE: AT a formal trade dinner 
hosted by the Dutch government, | was 
at a table next to a Dutch gentleman, a 
partner in a denture company. In a ner- 
vous effort at making conversation with 
him I ventured it must be nice to work in 
Europe with its aging population. More 
old people, more dentures; more den- 
tures, more money; logical. The man 
looked askance at me and, at the first 
opportunity, moved to another seat! — BH 
VANITA KOHLI-KHANDEKAR 














MAKEMYTRIRCOM 


With offers for the 
Indian traveller 


AKEMYTRIBCOM (MMT) 
Mi be back with services for 

Indian travellers, both out- 
bound and domestic, from July 2005. 
The online travel portal set up in 2000 
initially offered these services, but with- 
drew them six months later to focus on 
the inbound travel business, which it 
grew to $2.3 million in 2004. 

At present, the portal offers its ser- 
vices primarily to non-resident Indians. 
Now, the number of outbound travellers 
from India is double that of inbound 
ones. Besides, after getting accustomed 
with the online ticket booking services 
of Indian Railways and Air Deccan, they 
are now willing to buy online. 

Says CEO Deep 
Kalra: “In 2000, In- 
dians weren't com- 
fortable buying 
online. They would 
search for travel in- 
formation on our 
website, but finally 
buy tickets from 
travel agents.” Not 
any more. Make- 
mytrip is also planning to buy a brick- 
and-mortar domestic tour company. 

To fund its new initiatives, the com- 
pany sold a 51 per cent stake last month 
to SB Asia Infrastructure Fund, a Hong 
Kong-based private equity firm, for $10 
million. This is the second round of 
funding it has attracted. E-ventures had 
taken a 70 per cent stake in the portal 
when it was founded. Later, in 2001, the 
portal's founders bought it back. 

What further buttresses MMT's 
hopes is the fact that Indians are be- 
coming smarter travellers. As income 
levels rise but leisure time available in 
long stretches falls, says COO Keyur 
Joshi, Indians are taking more frequent 
but shorter vacations both within and 
outside the country. He feels that with 
the wide choices of airlines, hotels, etc., 
Indians depend on information from 
travel agents. But that too is going to 
changeas the Internet will allow them to 
make the comparisons easily. E 

ADITYA KHANNA 

















Announcing the Birla India GenNext Fund. _ 
| consumption boom. There is a young high disposable income group that’s -` Birla Sun Life 
looking for ever-increasing choices in food, clothing, healthcare, travel, — 777 ————— 

entertainment, etc. Birla India GenNext Fund seeks to identify businesses j Ert bec 
catering to these needs and which are likely to benefit from this boom. Toll free: -600-22-7000 





Come, invest in the country's future ; invest in the Birla India Gen Next Fund. | www.birlasunlife.com 
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Risk factors: Statutory Details: Consti ution: Birla Mutual Fund (BMF) has been set up as a Trust under the Indian Trust Act, 1882. 
Sponsors: Sun Life (India) AMC Investments Inc. and Birla Global Finance Ltd. (liability restricted to seed corpus of Rs. 1 Lac) 
Trustee: Birla Sun Life Trustee Company Pvt. Ltd. Investment Manager: Birla Sun Life Asset Management Company Ltd. Scheme 
Objective: Birla india GenNext Fund is an open ended growth scheme with an objective to target growth of capital by investing in 
equity/equity related instruments of companies that are expected to benefit from the rising consumption patterns in India, which in 
turn is getting fuelled by high disposable incomes of the young generation (Generation Next). The scheme will invest in companies 
that have the following characteristics: 1. Companies that seek growth in revenues arising out-of demand from the younger 
generation (GenNext) for their products or services. 2. They should be engaged in manufacturing of products or rendering of 
services that go directly to the consumer. 3. The products and services should have distinct brand identity, thereby enabling choice. 
Asset Allocation Pattern: Equity and Equity related Securities: 8096 - 10096 and Money Market Instruments: 0% — 20%. Load 
Structure: Entry Load: 2.25% for each Purchase/ Switch-in of units less than Rs. 5 Crore in value; Nil for each Purchase/switch-in of 
units, equal to or greater than Rs. 5 Crore in value. Exit Load: 1% for any redemption / switch-out of units within 6 months from the 
date of allotment. Liquidity: The Scheme will offer subscriptions & redemptions on all business days after reopening. Risk Factors: 
Mutual Funds and securities investments are subject to market risks and there can be no assurance or guarantee that the objectives 
of the Scheme will be achieved. As with any investment in securities, the NAV of the Units issued under the Scheme may go up or 
down depending on the various factors and forces affecting capital markets and money markets. Past performance of the Sponsor 
/ Investment Manager / Mutual Fund does not indicate the future performance of the Scheme and may not necessarily provide a 
basis of comparison with other investments. Birla India GenNext Fund is the name of the Scheme and does not, in any manner, 
indicate either the quality of the Scheme, its future prospects or returns. Investors should study the Offer Document carefully before 
investing. Unit holders in the scheme are not being offered any guaranteed/assured returns. | 









ADVERTISING & MARKETING < 


BW CHATS 





INDIA'S performance at Cannes has been rather inconsis- 
tent. After India’s first Gold Lion (SSC&B for the Hexit cam- 
paign in the mid-1990s), there was a long lull. In 2003, In- 
dian advertising made a comeback bagging three Gold 
Lions, The year 2004 brought quite a few awards but no Gold 
Lions. As the awards for this year draw near, BW's Neelima 
Mahajan speaks to Leo Burnett's national creative director 
K.V. Pops’ Sridhar, who throws some light on Indias perfor- 
mance at Cannes. Excerpts: 


On India’s inconsistent performance at Cannes: 

The Indian agencies have started taking Cannes seriously 
only in the last 6-7 years. That's when we learnt to execute 
our ideas well. Execution doesn’t mean spending crores of 
rupees; it means getting that nuance right, getting the tone 
and the dialogues right, crafting it well, pitching it well to 
whom you are talking to. 


On international feedback on Indian advertising: 

There are certain universal ideas and emotions, which peo- 
ple across cultures understand. But you can't use those 
ideas all the time. When most of your breakthrough work is 
rooted in your culture, the world will not understand and 
you may not get anything for that. ‘Thanda Matlab Coca- 
Cola’ and Aamir Khan films may not score more than five 
out of 10 at Cannes. 


On some of his favourite entries for this year: 

ll Greenply (Lowe): For this to win, somebody has to ex- 
plain the cultural nuances to the jury. 

E Vrikshamitra (Lowe): Displayed at the top, the ad has a 
clever tagline: ‘Save the trees and trees will save you’ 

BB McDonald's home delivery (Leo Burnett): 

Showing Ronald himself as the 
delivery boy gives a 
warm and human 
touch. 

ll Big Babool (Mc- 
Cann Ericsson): 
The image tells you 
the whole story. 


IN-FILM BRANDING 


Tanishq makes 
its screen debut 


OU wouldn' call it an unwarranted intrusion. 
Branded jewellery maker Tanishq' association 
with Amol Palekar's Paheli seems completely fit- 
ting, with both the maker of the film and Tanishq, 
harping on a common theme — a woman's right to choose. 
In-film branding, which brought in about Rs 200 crore 
for film companies last year, is not new. But Tanishqs way of 
doing it seems just a little more tasteful than that pause in 
Hum Tum which was a 'Kodak moment. Or two lovers sip- 
ping Coca-Cola in Taal. So, instead of making annoying dis- 
tractions, the fact that Rani Mukherjee is wearing Tanishq 
baubles is advertised before the film's launch, not within it. 

Says Tanishq's head of marketing Ruchira Puri: “We dont 
intend to focus on the brand in the film. But through our pre- 
launch campaigns — that has involved both the print and 
the electronic media — we want to take the message across." 

The Rs 570-crore Tanishq, a Titan brand, has had a che- 
quered history. It was launched in the mid-1990s with a bang 
in international markets, but failed to take off. Around late- 
1990s, Titan decided to take the brand local. The last five 
years have seen a turnaround for Tanishq and that explains 
the brands interest in further tying in with local flavour, 
found abundantly in films. 

The idea was born out ofa survey Titan Industries did on 
Indian women. Says Puri: “The survey showed that Indian 
women, despite taking rapid strides toward modernity, re- 
main gatekeepers of Indian values. They are, in fact, refash- 
ioning those values to suit their new lifestyle." The proof 
came from the modern woman's embracement of the classic 
in her dress, jewellery and life in general. "We couldnt ignore 











HURN continues at attrition has been attributed 
Samsung India Elec- to the company’s falling 
tronics. Thelatestto quitthe | marketshare in telecom and 

organisation is Anuj Kapur, certain home appliances. 


its former country head At Samsung, Kapur, 40, 








(telecom, marketing and in- 
frastructure). Kapur worked 
with Samsung for two-and-a 
-half years and now moves 
to Alcatel as vice-president 
and head of sales in India for 
the companys fixed com- 
munication groups. Kapur is 
the twentieth person to quit 
the Rs 4,900-crore Samsung 
in thelast four months. The 





was responsible for promot- 
ing the handset business, 
and was involved with its 
new business development 
division which involved 
bringing in infrastructure 
products like set-top boxes 
for the voice, entertainment 
and Internet space. An MBA 
from the Faculty of Manage- 
ment Sciences, Delhi, Kapur 





this evolving attitude of our customers. So, we wanted that 
someone who came to us to buy trinkets should also come to 
us for buying heavier, classier jewellery," she adds. 

That needed Tanishq to communicate, and what better 
way to do that than through a film. That the film is Paheli 
should help. The film is based on Duvidha, a story by the 
Gyan Peeth-awarded Rajasthani writer Vijay Dan Detha. The 
story is set about a couple of centuries ago, and revolves 
around a theme that could well be considered revolutionary 
for that age: women's emancipation. Palekar, who displayed 
an easy flair for touching a chord with the masses as an actor, 
is expected to take it beyond Detha's erudite readers. 

Tanishq has decided to have alliances with a series of 
films in future. And it has reasons to do so. Ever since the 
publicity campaign was launched, footfalls in Tanishq stores 
have almost doubled. Speaking of conditions of the alliance, 
Puri says "these films should appeal to modern women and 
should give us an opportunity to showcase our designs". 

How much ofthis subtlety pays off in terms of actual 
earnings will be known much later. But for now, Tanishqs 
formula should certainly make today's unabashed hard- 
sellers sit up and take note. 
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RAJESH KUMAR SINGH 


AROUND 


brings around 19 years of | and the broadband division. 
work experience with him, | Alcatel has been a rather 
including a seven-year stint | marginal player in India, de- 
with Motorola. | spite having a significant 

At Alcatel, Ka- presence in 


purs profile will other countries. 
be wider. The Kapur is 
fixed communi- clearly excited 
cation group, about his new 
which he an- assignment, and 


chors, includes 
transmission 
and optical net- 
works, access 
networks, fixed 
voice solutions 


is looking for- 
ward to “grow- 
ing with this 
new exciting 
space". 
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MEDIA ROOM 


S | write this, Parineeta | 

would have already 
been released in India. | 
was lucky to watch it being 
premiered here in Holland 
during the IIFA Weekend. 
Pradeep Sarkar's sumpt- 
uous adaptation of Sarat 
Chandra Chattopadhyaya's 
story is incredibly well 
done. It's a tale well told, 
without any of the self- 
indulgence that even good 
directors like Ashutosh 

Gowariker (Swades) or 


N Amsterdam, | 
found that the latest 
country to discover Indian 
| cinema is Germany. Sur- 
| prised by the response 
| some Hindi films got on 
< German TV, a local TV pro- 
ducer is researching the 
phenomenon. Gabriele Am- 
mermann was there at IIFA 
and soaking it all in. | asked 
her why Germans liked In- 
dian films. Weren't they too 
| dramatic? Well, says 
Gabriele, that is precisely 
the point. As a people, Eu- 
ropeans do not be- 
lieve in being very vo- 
cal and dramatic. 
Indian cinema, how- 
ever, dramatises the 
most mundane emo- 
tions, making it a bit 
like opera, which Euro- 
peans learnt to appreci- 
ate decades ago. Thus, 
Indian cinema offers 
them something familiar 
and yet something that is 
unfulfilled within them — 
the need to show their 
emotions. 


INCIDENTALLY, what 

many of the stars have to 
| Say about the word 'Bolly- 
| wood’ simply confirmed 
what we have maintained 
_ all along: that Bollywood is 
| a pejorative term and an in- 
| sult to a cinema that is rich 
| and has a 100-year-old tra- 
| dition. Amitabh Bachchan, 
_ the IIFA brand ambassador, 

winces every time someone 
| utters ‘Bollywood’. Others, 
like Shabana Azmi, react 
vocally. In fact, it does not 
| even include non-Hindi cin- 
ema. All it does is tag Hindi 
| films as something inferior 
, to Hollywood films. So when 
will we start ignoring it. — Ni 

VANITA KOHLI-KHANDEKAR 


Shaad Ali (Bunty Aur Babli) 
have shown lately. In this 
Vidhu Vinod Chopra 
production, everything — 
the lazy havelis, the well- 
done Bengali homes, the 
puja rituals, the script and 
most of all, the actors — 
goes like clockwork. But, in 
the end, Parineeta, belongs 
to its leading lady Vidya 
Balan. As Lolita, she is 
outstanding and steals the 
thunder from Saif Ali 
Khan's equally good per- 
formance. The film makes 
you feel inordinately proud 
of being part of the country 
that made it, especially 
when you are watching it in 
a foreign theatre. Can we 
have more such films? 
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The author is consultant 
editor of The Telegraph. 


The oil and 
gas we 
need are 
mostly 
abroad; the 
oil minister 
deserves 
some 
credit 

for his 
energetic 
travels in 
search of 
energy 
supplies 





desa 





Cambridge man and a debater, 
Mani Shankar Aiyar cannot resist 
a verbal exchange. Journalists are 
always looking for an articulate 
minister. The two are a perfect 
match. So Mani gets endless exposure. Unfor- 
tunately, many journalists have just taken a 
loan they cannot afford and exchanged their 
scooter for a car. They worry about the cost of 
the next litre of petrol. So every time they ask, 
“Mr Aiyar, are you going to raise the price of 
petrol?” And he answers, “I am on the way to 
see the Prime Minister about it." So Mani 
makes much news, but it only portrays him a 
Minister of Ever Forthcoming Price Increase. 
Which is a pity, for Mani is perhaps 30 per 
cent of the public face of the government. On 
the average, the ministers in this government 
are quite competent. But whether because itis 
the Congress tradition, orthey are uncharacter- 
istically modest, or they are too aware of how 
exposure in the media can destroy a good man, 
they are a taciturn lot. If only Mani would talk 
about what he is actually doing in the petro- 
leum ministry, it might do the government 
some good. You only have to think back to Ram 
Naik, the insipid minister whose only achieve- 
ment was to retain cross-subsidies on petro- 
leum products scheduled for abolition by 2003, 
and you will see that Mani is an improvement. 
Mani heads a ministry of behemoths; the 
corporates it shepherds — ONGC, IOC, GAIL 
etc. —are big even by world standards. They are 
minor powers; they can buy up politicians and 
silence the rest. Even a Prime Minister would 
think twice about tangling with them. And the 
ministry's bureaucrats simply love the fact that 
these giants are at their beck and call. In his 
early days, Mani spent some time asking 
whether the oil corporations should be reor- 
ganised — merged or restructured. But then he 
decided that the benefits were not worth the 
bloodletting, and left the big question aside. 
Then he took up a question of national im- 
portance: how to secure the country’s hydro- 
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carbon supplies. Thanks to Manmohan Singh, 
the Congress has got out of its autarchic mode; 
it no longer thinks that we should all burn our 
own coal. But the world has seen a massive rise 
in the price of oil. Behind it is China’s insatiable 
demand. Seeing how much oil it is going to 
need, China has started investing in hydrocar- 
bon blocks wherever they are available. 

The rise in oil prices — and the high protec- 
tion India gives to refining — have brought big 
profits to Indian hydrocarbon companies, and 
they too have been on the search for explo- 
ration blocks all over the world. But compared 
to the Chinese ones, Indian companies are 
midgets; they get to share in a few properties 
with the Chinese; for the rest they get leftovers. 

What Mani has done is to put the Govern- 
ment of India behind the efforts of Indian com- 
panies. First, he tried to convey to China that 
our two countries should work together. This 
message has worked; China has been in a more 
friendly mood on everything since this govern- 
menttook over. Second, he has tried to create an 
Asian oil market. Last October, he collected rep- 
resentatives of Asian oil producers, refiners and 
distributors in Delhi. Third, he has promoted 
the New Exploration Licensing Policy Genera- 
tion Five. Finally, he has been travelling to all 
countries — principally those to our west and 
northwest — that might provide us with oil or 
gas, and trying to make friends in Pakistan, Iran, 
Qatar, and the various Istans in central Asia. 

It would be easy to say that Mani has got 
nowhere with all his running around. But 
diplomacy of this sort is difficult, and its results 
take time to show. So it is difficult to say 
whether Mani has got anywhere. The hydro- 
carbons we need are mostly abroad, we have 
no hold on the countries that will supply or 
convey it, and all we can do is to persuade 
them, cooperate with them and reinforce com- 
mon interests. So in my view, Mani has seri- 
ously taken on a strategic national problem, 
and is working hard at it. I think he deserves 
some kudos for his energetic diplomacy. il 
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Dead Sea Works. SKF made sure this Israeli giant 
lived up to its name. More often. 


The harsh conditions of the Dead Sea make mining for potash, an important fertilizer, absolute hell for the equipment and 
bearings. Heavy loads, low speeds and ambient temperatures of more than 50°C can damage components quickly and 


result in frequent and costly downtime. 


That's where SKF came in. Working together with Dead Sea Works, the fourth largest producer of potash in the world, we 
initiated a solution based on improved lubrication and cleanliness resulting in considerable service-life improvement. After 
the introduction of SKF SensorMount®, which enables accurate and fast mounting of the large bearings of the compactor, 
the mean time between failures increased by three to four times. We also implemented Microlog", the condition-monitoring 
programme that detects potential equipment failure far earlier. This programme helped Dead Sea Works reduce the 


mean time to repair by almost half. 


Our approach at SKF goes beyond just supplying bearings into providing customised value-added solutions for our 
customers. Besides the benefits of our genuine components, SKF's knowledge and expertise in application engineering, 
integrated maintenance solutions, asset efficiency optimisation, inventory management solutions and training can 


positively affect your bottomline. 


To get the confidence of genuine SKF products and solutions, contact SKF or an SKF Authorised Industrial Distributor. 





Break free dinary copiers. Get the 


HP Smart Office 
Solutions 


*Est. street price, taxes extra. ** Optional in some models. “Fax is not a standard feature on all models. Accessories shown may not be a part of the standard equipment. © 2005 Hewlett-Packard 
Development Company, L.P. 





ersatile new HP LaserJet 4345 MFP. 





The era of traditional copiers has come to an end. Introducing the versatile HP Laserjet 4345 printer based 
multi-tunction device at a breakthrough price that rivals the cost of contract laden ordinary copiers which are 
service intensive and expensive. At 45 ppm, it delivers double-sided printing and digital copying, scanning, 
colour digital sending and faxing in just one machine - all that you need for your working environment. 

The low cost of ownership fits HP Laserlet 4345 MFP series comfortably between shrinking budget and 
growing workload. So, break away from the constraints of traditional copiers and simplify your business with 
HP LaserJet 4345 MFP series, today! 


FAX” & SCANNER 
| HP LASERJET 4345 
MFP SERIES 


Rs. 1 ,55,000* onwards 


* Up to 45 ppm 
* 20 GB HDD for job storage 
and password printing 
* 256 MB RAM/533 MHz processor 


* 50 sheet reversible automatic 
document feeder 


* Duplex print/copy* * 

* 33.6 KBPS fax modem* * 
* Colour scan to e-mail 

* 2,00,000 page duty cycle 
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Models: HP LaserJet 4345/4345x MFP 


ess 
Dial °: 
HP print 
cartridges 


3030 4499 OR 
1600 444999 


doorslep deliver y 








| wit certified service and genuine parts, HP Care Pack adds more value to your warranty. Insist on one today. 





GET MORE TECHNOLOGY, EXPERTISE AND SUPPORT FROM HP’S SMART OFFICE SOLUTIONS. 


CALL 3030 4499 (from Mobile) or 
1600 444 999 (from MTNL/BSNL line) 
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CLICK www.hp.com/in invent 








E-MAIL vitesh.sharma@hp.com 



















DILEEP PRAKASH 


FEW hours after it landed from Tirupati on 

3 June, and a couple of hours after BW shot 
this picture of Kingfisher's second aircraft on 
the tarmac with its president and CEO Alex Wilcox, a 
SpiceJet tractor rammed into the brand new airplane. 
The aircraft could not fly as scheduled. Kingfisher's 
first reaction: “Sabotage!” Says an official: "It was 
too much of a coincidence when we thought about it. 
Our brand new plane hit by a SpiceJet tractor on the 
day it lands." The airline lodged an FIR, asked for a 
probe and is now reluctantly willing to concede that it 
was, perhaps, an accident. But Kingfisher officials 
told BW that the driver was not licensed to operate 
the tractor and neither did the tractor have the 
permission to be there that day. SpiceJet paid for the 
damages, the driver landed up in jail, but many 
Kingfisher officials are still in disbelief. 

A few days later came the next piece of news — 
Wilcox had put in his papers as he didn't see eye to 
eye with executive director Parvez Damania. Sources 
said Wilcox was not convinced Kingfisher's model 
would work. When BW contacted Wilcox, he denied 
the rumour and said he was going on a "short leave". 
SpiceJet sources told BW that senior officials of 
Kingfisher had applied for jobs at SpiceJet, citing 
Wilcox's departure as one of the reasons. There was 
no confirmation till BW went to press. Maybe, Tirupati 
was not such a great idea, after all. 
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Every other month, 
a new low-cost or 
"value" carrier Is 
taking to the air. A 
look at the players, 
the models — and 
the sustainability of 
the business. 


villages in India self-reliant in his lifetime. Jeh, son 

of Bombay Dyeing chairman Nusli Wadia, says he 

has already put 2,000 villages on the path to self- 

sufficiency. The rest, he says, will follow, But even 

rich men face obstacles while trying to fulfil their 

dreams. For Wadia, it has been the sheer logistics 
of reaching the villages. Take Chitrakoot, for example, one 
of the model villages in Madhya Pradesh that he has 
adopted for his project. He has had to hire a private plane a 
couple of times and travelled by train thrice just to reach 
there — once, a 26-hour journey from Mumbai, and two 
other times, 14-hour trips from Delhi. There are no conve- 
nient flight options — the nearest airports to Chitrakoot 
are Khajuraho, a four-and-a-half-hour drive, and Alla- 
habad, a three-hour drive. But with even flights to these 
airports being irregular, Wadia has had a devil of a time 
planning his trips. 

“I want to spend every weekend in Chitrakoot. But, get- 
ting there is impossible. I was hiring a private jet to do so- 
cial work! For the money I spent on hiring the jet, I could 
have made another 2,000 villages self-reliant,” says Wadia. 

That is when Wadia decided that he needed an airline 


EH Wadia has a dream. He wants to make 600,000 f 


With Go Air, the low-cost airline to be 
launched later this year, Jeh Wadia wants to 
commoditise aviation 





also spotted the business opportunity in it. 

Ten lakh Indians travel to Chitrakoot every year as a 
place of pilgrimage (Lord Ram spent his 14-year exile 
here). By getting the pricing right, Jeh Wadia thinks he can 
get quite a few of those travellers to board his low-cost air- 
line, instead ofa train. 

With Go Air, the low-cost airline he plans to launch this 
October-November, Wadia wants to commoditise aviation. 
" Every Indian should fly. We are one billion people and only 
0.05 per cent of the country flies. Is that a joke or is that a 
joke?" he asks. 

Wadia is not the only one who thinks that a low-cost 
airline has huge business potential. A year ago, BW did a 
cover story on the low-cost warriors that were planni ng to 
launch flight services. In that story, we had a count of five 
low-cost carriers that were planning to start operations. 
That count has nowgone up to around 14. Two low-cost air 
services have already been launched. Half a dozen more 
hope to do so in the next six months. 


The Players And The Market 


Wadia and Vijay Mallya are among the big names in Indian 


. . . . :.* 
of his own to make his dream come true. BeingaWadia,he 4*22 








| business in the low-cost airlines 
; game. Kingfisher Airlines is pro- 
. moted and financed by UB 
* group chairman Vijay Mallya, 


, who has roped in former head 


| of Damania Airways Parvez Da- 
| mania as his executive director. 

“ The other airlines have been 
promoted by an assortment of 


entrepreneurs. The promoters 


of SpiceJet, for example, are the 
Malwood group controlled by 
the London-based Kansagra 


family, who run a luxury hotelin 
London, besides having other . 
business interests. Ajay Singh, 


former director of Delhi Trans- 
port Corporation, who runs a 
company called Cranes Con- 
sulting, is a co-promoter of 
SpiceJet. Indus Air is promoted 
byagroup of non-resident Indi- 
ans working with Kapil Mohan, 
head of Mohan Meakin Brew- 
eries. MagicAir is to be 
launched by Nira Radia, who 
runs a Delhi-based public rela- 
tions firm Vaishnavi. Interglobe, 
another airline, that is expected 
to announce its plans soon, is a 


THE FLIGHT PLANS 





| + THE TERM “VALUE 


Kingfisher Airlines: VALUE CARRIER, Launched in May 2005 
SpiceJet: LOW COST, Launched in May 2005 

Go Air: LOW COST, Announced in November 2004, plans to launch in September | 
2005; in the process of importing aircraft and is likely to launch in October-November 


indus Airways: VALUE CARRIER, Had announced plans in January to launch in 


May 2005 but is yet to import its first aircraft E 
AirOne: REGIONAL, Announced plans in February to launch regional services in 2005 
Magicair: NO FRILLS DOMESTIC AIRLINE, Announced in March plans to launch in 


second half of 2005 but is yet to get a no-objection certificate 


EastWest Airlines: VALUE CARRIER, Had plans to launch in October/November 
2005 but now claims that the launch will be by December. Hopes to list on the BSE by 
July-August = 5 0 ames "ILE ME NEM | 
interglobe: LOW COST, Has an NoC to start operations but is yet to announce. 
Crystal Air: REGIONAL, Has filed for a NoC to start operations in Southern India 

in 2005 TA DES CMM 
Paramount Air: REGIONAL, The Coimbatore-based airline has plans to launch 
regional services with Embraer 170/175 series ws o m 
Visa Air: LOW COST, Has an NoC but is in the process of raising funds 


REGIONAL INTERNATIONAL LOW COST OPERATIONS — 





Air india Express: Launched in April 2005 
Cochin International Airport: Announced plans in March to study launching of 
low-cost carriers for international regional operations Paty 








travel and technology group — Beialeiillis 
with a turnover close to Rs 2,000 
crore and is headed by Delhi-based Rahul Bhatia. 
According to aviation ministry sources, the money that is 
coming into the sector is of dubious origin in several cases, 


and is from investors seeking quick returns. Industry ob- 


servers say that some of the players may not even be in the 
game for long. They may sell out after listing on the stockmar- 
- ket, or get bought out, once the market starts consolidating. 

"A huge investor appetite for low-cost airlines is making 
. this possible,” says Kapil Kaul, chief executive, (Indian sub- 
. continent and Middle East) Centre for Asia Pacific Aviation 
(CAPA) — a specialist consultancy group focused on the avia- 


tion industry in the Asia Pacific region. Companies like Spice- — 
| to 50 million in the next five years, say analysts. 


Jet, which is listed on the bourses, saw heavy trading in its 
scrips, even before it had a single aircraft. 

Investor interest is understandable. India is the third 
fastest growing domestic aviation market in the world. Last 
| year it grew by 23 per cent. It is predicted to maintain an over 
20 per cent growth for the next five years. Recently, Airbus pro- 
| jected an increase in sales of new aircraft to Indian carriers 
from 220 to "nearly 400" (by the year 2019). This would make 
the Indian subcontinent the third largest market for new air- 
craft in Asia, behind China (1,790) and Japan (640), according 
to Airbus' Global Market Forecast 2004-23. The CAPA forecasts 
that total air traffic in India will rise by 5 million actual passen- 
gers each year over the next 10 years. India's domestic and in- 
ternational markets are expected to expand by up to 30 per 
cent this calendar year to around 20 million passengers each. 








One reason for the high growth forecasts is the low base. 
China has 140 million domestic air travellers ina year. In India, 
around 14 million passenger seats were sold last year (ofthe26 
million on offer). This doesn't mean that 14 million people ac- 
tually flew because many of those people would have made 
three or four trips. So, you could say that there would have 


been 3-4 million people travelling three or four times a year. 


]nasingle day, 15 million people travel by Indian Railways. 


- Ifthe airlines manage to bring their prices close to those of the 


railways, there's no reason why some of those 15 million 
would not opt to travel by air. If even a fraction of the train traf- 
fic goes to the air, India's domestic air market size could go up 


Air Deccans success proves that low-cost airlines can grab 
train traffic. In 2003, Air Deccan was launched with just one 
aircraft. In 18 months, it had added an equal number of air- 
craft — the fastest any low-cost carrier has grown anywhere in 
the world. Of course, most of these aircraft are smaller ATRs. 
By the end of 2005-06, the airline's managing director Captain 
G.R. Gopinath says that he will have a fleet of 11 Airbus and 18 
ATRs. He proposes to induct around 32 Airbus aircraft over the 
next five years. Air Deccan's commercial success helped him 
raise $50 million from investors. He now plans to go public 
within the next 12 months. | 

“I didn't need a McKinsey to tell me theres a market here. 
What we are witnessing today is the birth of a new industry. 


| Aviation is no longer taboo and itis now becoming an integral 








CAN YOU SPOT THE 14 
SERVERS IN THIS PICTURE? 


Who would have thought it possible to fit so much into so small a space? 


The IBM eServer BladeCenter" powered by the Intel® Xeon™ Processor can 
accommodate up to 14 independent servers, in just 3.5 cubic feet. Each Server 
(or blade) has its own Intel* Processor, memory, storage, network controllers, 
OS and applications with Intel* Extended Memory 64 Technology. What's even 
more amazing is that you don't have to purchase all 14 servers right now. Buy what 
you need today, and just add servers as and when your business grows. You can 


see why it's not hard to spot a winner when you have 14 to choose from. 
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Call 1600 338022 | ibm.com/shop/in 

















IBM eServer BladeCenter HS20 
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Ajay Singh, director, SpiceJet, is upbeat about the future 


part of the country's economic development," says Gopinath. 

The day SpiceJet opened its bookings, it sold 37,000 seats 
against the capacity of 2,400 seats. CEO Mark S. Winders says 
that when he launched CanJet, a low-cost carrier in Canada, 
theairline opened bookings weeks before its first flight. Yet the 
load factor was 10 per cent the first week. While launching 
SpiceJet, he opened the call centre just six days before the 
flight and had a98 per cent load factor in the first week. He had 
planned to announce a promotional scheme offering a fare of 
Rs 99 at the launch press conference, but found that all the 
seats were sold out by noon even before the press conference 
began. Ajay Singh, director of SpiceJet, likens this to India's 
telecommunications liberalisation and subsequent boom. 
When licences were first offered, it started with 3 million sub- 
scribers. Then prices came down and subscribers shot up to 
over 50 million. 

In almost every country where the low-cost model has 
been introduced, air travel has exploded. When overall 
worldwide air capacity fell by 8 per cent during 2000- 
03, low-cost capacity grew by 69 per cent. Asia in 2000 
saw 555 weekly flights by low-cost carriers. This shot up 
to 990 by 2003. Air Asia in Malaysia, the low-cost carrier 
launched in late 2001, competing with Malaysian Air, 
made a profit in its first year itself. In Australia, when 
the overall market growth was 11 per cent, VirginBlue 
(a low-cost carrier launched in 2001) showed growth 
rates between 25 and 80 per cent on 10 regional 
city pairs. 


Air Pockets 


A lot of entrepreneurs are jumping in. But how many 
will survive? Starting a low-cost airline is not the most 
difficult part, say analysts. For example, to start a low- 
cost service with nationwide operations, the cost will 
typically be between $20 million and around $40 mil- 
lion, depending on the scale of operations (a full-scale 
carrier will need investment of around $70-80 million), 
assuming that the airplanes are leased. A regional ser- 
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vice can be started at a much lower cost — say around 
$10-15 million. CAPA's Kaul says, normally, low-cost 
carriers can break even in year two or, at most three. 
Depending on the model followed, the ability to keep 
costs low and the offer of an on-time service at an af- 
fordable price, despite the infrastructure constraints, 
will be the critical factor in deciding whether a new 
player survives or not. And this is particularly difficult 
in India, as many players are beginning to realise. 

One issue that the new entrants have to tackle is 
that of confused identity. Many are not following the 
cost discipline that low-cost carriers worldwide follow. 
These include weighty entrants like Kingfisher who are 
calling themselves “value carriers" — and offering frills 
like free food and entertainment despite low fares. Oth- 
ers like Indus Air and EastWest told BWthat they would 
not be like Deccan — though they were not sure how 
exactly they were going to be different. Says Kingfisher's 
CEO Alex Wilcox: "Low cost in India now implies you've 
hit the bottom of the barrel. Shoddy service, selling 
even drinking water on board, and always late. But we 
are offering you the most spacious seats and entertainment." 

Aviation industry experts are sceptical of whether these 
“halfway houses" can work at all. Very few passengers in India, 
they say, will pay more to be entertained or watch TV on an 
hour-and-a-half flight. JetBlue in the US succeeded with this 
model but their audience is far more mature. The travel dis- 
tances too are much longer. In fact, Kingfisher had to cut 
prices soon after its launch to come close to the price levels of- 
fered by SpiceJet. Company sources admit that sales in the 
first week before the price cut were quite lacklustre. 

Others point out that it is hard to see how Kingfisher's 
model will be low-cost when they are paying close to Rs 100 
crore to the Indian Airlines to do their ground handling, have 
spent extra on fitting every seat with a screen, and serve free 
hot meals. This is rumoured to be one of the reasons behind 
the differences between Wilcox and his colleague. (see box) 

Wadia, for one, is convinced that the only model that can 


DILEEP PRAKASH 


"Value carrier" is how Vijay Mallya defines Kingfisher Airlines 
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work in India is the one that offers the cheapest possible 
prices. “Price is the critical deciding factor. I want to follow the 
Ryan Air model and offer the cheapest fare. I know Kingfisher 
is offering a Kingfisher class. Good luck to them," he says. 

One of the reasons Kingfisher is distancing itself from the 
term ‘low-cost’ is because it feels that Air Deccans service in 
the last two years has given ‘low cost’ abad name — flights are 
often late and cancelled and service is poor. There have been 
instances of irate passengers holding Air Deccan officials by 
the collar, swearing never to fly the airline again. 

This may be partly the fault ofthe carrier — it has spread it- 
self thin with minimal staff to keep costs low — but a large part 
ofthe blame also lies in poor airport infrastructure, even in the 
metros. There are too few landing slots and the race to grab 
them has only just begun. Air Traffic Controllers (ATCs) in In- 
dia have been used to handling only a limited number of 
flights all these years. Many systems are still not automated 
and the scope for human delays and errors are larger now with 
too many flights taking off and landing. 

The problem of poor infrastructure is supplemented by 
the shortage of skilled personnel. As of today, 8 or 10 aircraft 
belonging to the public and 
the private carriers in India 
are grounded due to shortage 
of pilots. Projections by CAPA 
for India indicate a require- 
ment for some 3,000-4,000 
additional pilots, and over 
5,000 maintenance workers 
in the next 5-7 years. Says 
Kaul: “The shortage of skilled 
manpower will have serious 
repercussions on the growth 
of Indias airline industry." 

Gopinath is aware of the 
allegations of bad service 
against his airline but he says 
many things are out of his 
control. “If an aircraft devel- 
ops a technical fault or needs 
some parts in Dibrugarh, 
what can I do but fly an engi- 
neer there. I can't keep engineers or spare parts at 83 airports 
and still offer my service at the price I do, can I?" he questions. 

He probably can't but the new entrants, some with deeper 
pockets, don't agree. They say that rather than offer a shoddy 
service, it is better not to offer any service at all. 

But that's clearly not a solution. Gopinath may have upset 
many people with Deccan's operation, but he’s also made 
many very, very happy. There are at least 14 airports that were 
not being used at all where Deccan now operates daily. These 
include far-flung areas like Belgaum, Hubli, Kullu, Vijaywada, 
Jabalpur among others. The economic benefits from the new 
air services cannot be denied. 

Also, Deccans service may not be perfect but it still has lots 
of takers, at least in the short run. Almost 40 per cent of the air- 
line's customers are first-time fliers. It may not build a loyal 
base if the service doesn't improve, but the numbers and the 
“tectonic shift" in the profile of passengers makes Gopinath 





Air Deccan's commercial success helped promoter 
Capt. Gopinath raise $50 million from investors 


confident that his aircraft will never go empty. He says his 
friend's driver took a Deccan flight. And with his latest move of 
selling tickets at petrol pumps, he may be able to fill up his air- 
craft with just drivers. 


The Economics 


Sceptics argue that an even bigger issue than infrastructure in 
Indiais cost. Keeping costs low here is very different from how 
itis done abroad. That is why running a low-cost model in In- 
dia will be much more of a challenge. Both former CMD of IA 
Sunil Arora and CEO of Sahara Airlines Rono Dutta agree that 
almost 50 per cent of the total costs of operation are out of the 
airline's control. Spends on fuel will be around 37-38 per cent 
of a typical airline's costs. Landing and navigation fees and 
other such airport charges are also part of the fixed costs that 
apply whether you are low-cost carrier or a full-service carrier. 
Labour costs will be lower for the low-cost carriers but not low 
enough to give it any significant advantage. That's because 
labour costs for an airline in India is barely 10 per cent of its 
operating costs. However in the US, airline labour costs are 40 
per cent of total costs, so any saving on labour translates into a 
big advantage. 

Sure, low-cost carriers 
will have more capacity in 
terms of seats, because they 
have only a single class, but 
the revenue per seat is lower. 
Economy seats may be the 
bread and butter for the air- 
line — it's the business seats 
that bring in the jam. Again, 
while a low-cost airline will 
save on distribution costs, 
this advantage is negated to 
an extent because travel 
agents do not push their 
seats vis-a-vis a rival's. More- 
over, Internet and credit card 
penetration in India is not at 
the same level as in Europe 
and America, where the di- 
rect-selling model has been 
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hugely successful. 

The biggest factor that helps low-cost carriers in the West is 
that they operate from secondary airports, often located on 
the outskirts of the cities. This allows them to pay lower land- 
ing, navigation and all other charges. The low-cost carriers in 
UK, for instance, will use Gatwick or Stansted and not 
Heathrow. Even tiny cities like Venice have at least two airports 
with different charges for the airlines to choose from. India 
doesn't have secondary airports and neither does it offer low- 
cost terminals. Industry sources say that in cities like Banga- 
lore and Hyderabad, instead of closing the old airport, the gov- 
ernment should consider converting the old facility into a 
low-cost one. Even in Cochin when the new private airport 
came up, the old airport was closed down. 

The one area where the “truly” low-cost carriers expect to 
save is station and turnaround times. SpiceJet's Winders says 
that he will save 20 per cent on better use of airplanes (they 
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Costs will be lower only to an insignificant extent, 
says Sahara Airlines' president Rono Dutta 


don't serve hot meals and expect to have quicker turnaround). 
Full-scale carriers concede that station turnaround times 
will be quicker for low-cost carriers (the amount of time an air- 
plane takes at one airport before it leaves for the next destina- 
tion) so they may be able to utilise an aircraft better and effect 
savings. “Still, the savings projected by low-cost carriers need 
to be taken with a pinch of salt,” says IA’s Arora. “Costs as I see 
it will be lower only to an insignificant extent’, agrees Dutta. 
But while Dutta does not see a problem too soon, he does 
anticipate pressure on profitability for carriers like Sahara and 
others, once these new players add capacities. “When they 
have one or two aircraft, it doesn't matter. But I am worried 
about too much capacity being added much too quickly." 
The response of the full-scale carriers to recessionary 
trends in the market in the past has been its apex fares. Most 
full-scale airlines offer discounts on 25 per cent of the seats on 
a flight. But the rates are marginally higher than the low-cost 
variants. Unlike most other commodities, a passenger seat, if 
not filled, is wasted. Therefore, rates may come down further, 
feel analysts. When that happens, it will depend on whether 
the difference in rates is significant enough for a customer to 
take a low-cost variant and face the uncertainties ofa flight be- 
ing cancelled or the flight not leaving on time. 
According to CAPA's Kaul, an average yield of between 
Rs 2,500 and Rs 3,000 on a 189-seater aircraft will be break- 
even level for a route like Delhi-Mumbai, assuming around 
140 seats are taken. "If the airlines go in for loss leadership 
pricing, there will be a problem. It is critical that fares are real- 
istic and sustainable for the model to work," says Kaul. 
Sahara's Dutta expects a certain amount of churn and tur- 


E moil for players who don't have very deep pockets. He cites the 


example of the US where many smaller airlines without deep 
pockets fell by the wayside unable to sustain the predatory 
pricing techniques adopted by their stronger opponents. 
"Even in a mature market like the US today, there are only 
around 8-9 major domestic aviation players. I expect in India 
there will be 2-3 full-scale carriers and 2-3 national low-cost 
players.," says Dutta. Watch out for a dog fight to start soon in 
the Indian skies. gp 
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INCREDIBLE 
INDIA 


Fire hoses, weather dispatchers, 
too many extra hands and other 
peculiarities of Indian civil 
aviation. By Anjuli Bhargava 


s the new low-cost carriers in India take wings, 
replicating international standards for the low- 
cost model here may be tougher than it seems. 
Given the "bizarre", “strange” and “archaic” avia- 
tion rules and regulations here, foreign airline 
executives trying to make a go of it in India are finding the 
whole experience truly “unique”. 

Take for instance, the practice of stationing a firefighter 
with a hose pointing at the engine of the aircraft when it lands. 
Besides serving no purpose (most aircrafts are fitted with sys- 
tems to extinguish an engine fire should a fire break out), this 
isasafety hazard for the person standing in front of the engine. 
“No fire can be put out by this. But what's worse is that it poses 
a danger for the person because he can get sucked into the 
engine,” explains a senior airline source. The practice, unique 
to India alone, stems from a law passed by a civil court. The 
aviation ministry and Directorate General of Civil Aviation 
(DGCA), though aware of the danger, cannot do away with it 
since the power to overturn this archaic law rests with only an- 
other civil judge. 

But even worse is an age-old practice of weather dispatch- 
ers, who brief pilots about the weather Ifa flight is leaving at 
6.30 a.m., a weather dispatcher leaves for the Met office at 4.30 
a.m., gets alowdown and comes back to brief the pilot. If, how- 
ever, a storm develops later during the day, too bad. The pilot 
navigates with the old information. “I cannot fathom this. In- 
dia accepts automated flight plans but not automated 
weather briefings and updates,” explains one airline CEO. Use 
of technology allows one to do a better job but India doesn't 
accept it, says the CEO. In most countries today, he points out, 
technology permits you to upload all information electroni- 
cally to the pilot so that he has the latest information. This is 
“safer and operationally far simpler". For instance, United Air- 
lines has a dispatch centre in Chicago and all information — 
weather, flight plans, etc — is sent online to the aircraft. Says a 
source: “Under the practice followed in India, if one flies to 20 
cities, it means one has to have some 20 weather dispatchers. 
This just doesn't make sense." 

Security requirements in India require the airlines to keep 
an inordinately high number of personnel on the rolls. “In the 
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rest of the world, airport authorities secure the airport. And if 
you are a mechanic or an engineer, who is security-cleared, 
you are free to go anywhere in the facility," explains one 
source. But in India, airlines are required to post security per- 
sonnel everywhere, who further check the credentials of any 
mechanic or engineer who goes near the aircraft. There are 
four security guards on every airplane. Against a norm of 
around four security persons per aircraft elsewhere in the 
world, India has 11. Says Mark S. Winders, CEO of SpiceJet: 
" We have more security people than anybody else. I under- 
stand that the threat perception in India may be higher than 
many countries in Europe but the numbers are excessive by 
any standards." His staff of around 450 persons has 80 security 
personnel. That's when he has only two aircraft today. 


Private airline source says the bill of keeping so manyse- 


curity personnel on the staff adds up. A fairly experienced se- 
curity person (trained by the Bureau of Civil Aviation security) 
earns around Rs 13,000-14,000 a month, while his senior can 
draw between Rs 17,000-20,000 a month. Alex Wilcox, CEO 
and president of Kingfisher Airlines, feels that this is true not 
just for security but people in general. “I remember when we 
launched Jet Blue's first flight, there were eight people at the 
airport. Here I need 25,” he recalls. Sources say that though the 
labour costs are lower because wages are lower, the people 
count in airline operations in India is much higher. “We have 
crew pick-up vans, doctors on the rolls, peons to carry the cap- 
tain’s bag and so on. There are many extra hands which can 
easily be dispensed with,” says one airline official. 

In most countries, when an aircraft is in transit and halts, 
the pilot walks around and checks that all is in order. A flight 
release by an engineer is valid for 24 hours. But in India, regu- 
lations require a qualified, licensed engineer to do all transit 
checks. It caused problems 
for low-cost carriers like Air 
Deccan. So in the case of the 
smaller carriers, engineers 
occupy one seat in the aircraft 
and remain unproductive for 
most part of their working 
hours save some 30 minutes 
of work. Says Deccan’s chief 
promoter Capt G.R. 
Gopinath:”What sense does 
this make? In most countries, 
the pilot is considered com- 
petent to walk around and do 
these checks. Many Indian 
regulations are not only anti- 
quated but bizarre. This 
makes things very expensive 
for low-cost carriers.” 

What irks airline chiefs 
even more is the training re- 
quirements for pilots in India. 
They argue that most of the 
pilot shortages could be 
wiped out if rules and regula- 
tions were tweaked. In the rest 
of the world, pilots need to fly 
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25 hours with an instructor. In India, this requirement is 300- 
350 hours, depending on the aircraft. "Training requirements 
in India are 10 times higher than the rest of the world. I under- 
stand safety is paramount, but it's not as if flying in Europe or 
the US is any less safe on this count,” says one airline CEO. Asa 
result of this, pilots recruited spend much more time in the 
classroom and an airline has to have at least five captains for 
every aircraft. 

This shortage is made worse by the regulations on the av- 
erage flying hours ofa pilot in India. “If regulations in India are 
changed, productivity of pilots could be increased dramati- 
cally,” says Winders. A pilot in India can have a duty day of 11 
hours, but airlines can openly schedule eight hours of flying 
duty. In most countries, this eight hours can be stretched to 11. 

Low-cost carrier promoters also feel that the government 
needs to look into taxes like the passenger service fee (PSF). 
Their point is that while a Rs 221-PSF is fine on a Rs 5,000- 
7,000 ticket, it is a little excessive when the ticket is priced at Rs 
99! Also, in the case of infants where the ticket is free, a PSF is 
charged nonetheless. “So the infant doesn't occupy aseat buta 
tax is charged anyway,” adds one official. They argue that the 
levying of PSFs needs to be fare-related and based on distance 
and that it needs to be done away with for short regional- 
routes. A flight from Delhi to London and back will also attract 
the same PSF as the one from Delhi-Dehradun and back. “If 
airlines are no longer to be elitist, the taxing pattern must 
change. Railways are at a distinct advantage as far as taxes go. 
Airlines pay tax on ATF and PSẸ” says the official. 

There are many other niggling issues that need to be re- 
solved in India, airline sources argue. For instance, there is a 
1937 regulation that does not allow an aircraft to have its air 
conditioning and power on while refuelling. “We can't cool the 
aircraft during refuelling 
which may take 30-40 min- 
utes. This causes all kinds of 
Noua OS operational problems for 
MONT . — us,” says an airline executive. 
| As Or, for instance, the 
medical checks on pilots 
require airlines to station 
doctors at the airport. “We 
have to have office space and 
multiple doctors on our rolls 
to meet these norms at every 
place. You can imagine how 
all these costs add up," says 
one ofthe airlines CEO's. 

Many ofthese issues have 
been taken up with the rele- 
vant authorities. If the gov- 
ernment is keen to develop 
aviation into a full-fledged 
industry, it's time to look into 
some of the features that 
make India so unique to 
operate in. *» 
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While a host of 
new sectors are 
desperately 
looking for skilled 
staff, hundreds of 
thousands of 
professionals are 
finding it difficult 
to break into the 
jobs market. 
Inside the jobs 
paradox. 
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Skills hunt 





Whatis seemingly thickon the ground 
and yet extremely difficult to locate? Corporate India will not 
require any clues to crack this riddle: the answer is skilled 
manpower. 

From mining engineers to patent agents at the more com- 
plex end of the job spectrum to sales people at retail estab- 
lishments at the less demanding end, India is throwing up a 
tough challenge to employers: the dearth of right skills in a 
workforce that is reputedly the most highly qualified in the de- 
veloping world. 

The economy is certainly raining jobs. Just take a look at 
the vacancy sections of the mainstream newspapers. In some 
of the dailies, the employment pullouts are getting to be bigger 
than the news section. And the number of employers offering 
walk-in interviews is certainly growing. 

Which are the sectors offering the most number of open- 
ings? Predictably, the big ticket employer is BPO, which hired 
an average of 400 people on every working day of the year in 
2004-05! But even if other sectors are not sucking in such vast 
numbers, they are hiring at a brisk pace this year. This year's 
manic hiring frenzy is most obvious in sectors that have been 
liberalised, such as civil aviation — the new dispensation al- 
lowing private domestic carriers to wing their way overseas 
being a decided impetus — and retail, where the big players 
have begun investing in a big way. 

Recruitment firms say that healthcare, telecom, automo- 
bile industries and auto ancillaries lead the pack followed by 
pharma, hotels, oil & petrochemicals, power (yes, power), ed- 
ucation, training & consulting (ET&C) and textiles. It would 
appear that almost every sector that the recruitment agencies 
are surveying is showing a sizeable increase in the intake of 
staff. Overall, it’s a bullish scene after several years of jobless 
growth. Hiring agencies are trying to fill the mandates for se- 
nior people in the life sciences, pharma research, biotech, 
FMCG, and travel and tourism. In short, just about everything. 

Such is the demand that recruitment agencies like Ma Foi, 
India’s largest HR services provider, has been setting up re- 
cruitment offices in smaller towns with machine-gun rapidity. 
It now operates from 54 locations in India, taking in third-tier 
towns from Tirupati, Allahabad and Nashik to Dehra Dun, Vi- 
jayawada and Ludhiana. “The recruitment market was getting 
overheated in the metros,” explains K. Pandia Rajan, the com- 
pany's managing director. 

Besides, demand has been sprouting in what would have 
been described as the mofussil areas. Smaller firms with size- 
able turnovers are professionalising and putting HR systems 
in place. Some examples: the Rs 100-crore Metal Powder in 
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Tirumangalam, that's near Madurai, and Srinivasa Fine Arts of 
Sivakasi which notches up a turnover of Rs 200 crore on its di- 
aries and Raasi Seeds, a biotech company in Athoor, in 
Dindigul district. Pandia Rajan describes them as *unmined 
gems" for recruiters. 

Other recruiters like People One Consulting are also plan- 
ning to forage in B class towns such as Hubli, Mysore and 
Bhopal. Apart from the scarcity of responses from job seekers 
in the metros, perceptions are also changing about the quality 
of professionals turned out by institutes in smaller towns. One 
such is Vijayawada in Andhra Pradesh, which is a hub for 25 
engineering colleges, six medical colleges and a host of other 
professional colleges. 

That, however, is the good news. The unsettling news is 
that firms are finding it extremely difficult to find the right kind 
ofpeople. That is the biggest irony of India's employment mar- 
ket where every year millions are added to the list of job seek- 
ers. The country's mammoth education factories churn out 
around3 million graduates every year and around 380,000 en- 
gineers, but the problem is that the majority of these come 
with substandard academic qualifications. Significantly, we 
are running critically short ofthe middle manager with multi- 
disciplinary skills, who is in high demand at this point of time. 

With the economy growing at well over 7 per cent and in- 
dustry all set for the next big leap — the Tatas and Birlas are fo- 
cussed on overseas operations in a host of new directions -and 
foreign firms on the prowl here, the gaps in manpower supply 
are beginning to tell. Poaching of prized staff is rampant, and 
companies across the board, from media to heavy engineer- 
ing, are being bled white. 

In the case of Larsen and Toubro, the Rs 10, 205-crore engi- 
neering giant, desperation is in the air. In the last three 
months, managing director A.M. Naik has spent most of his 
time preaching patrio- 
tism to his employees as 
a final attempt to keep 
his flock together! He has 
been criss-crossing L&T 
offices across the coun- 
try and abroad, telling 
the 19,000-strong work- 
force to build projects 
that will make India 
proud! 

As scores of people, 
specially those in the 
middle rung, leave to 
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join new multinational design houses that are setting up shop 


in India, or opt for jobs in the Middle East, the 67-year-old en- | 
gineering firms survival seems to be at stake. L&T loses 25-30 | 


per cent of its younger engineering workforce (those with 6-18 


months experience), and close to 20 per cent of engineers with | 


3-7 years experience, who are the prized lot. Says Naik: "We 
just can't replace experienced talent as quick as we lose them. 
We are suffering badly." 

For most engineering firms of repute, there is no pressure 


at the entry level. In fact, things are better than they were a few | 
years ago, when fresh engineering graduates often went | 


straight into software jobs. Today, they opt for a grounding in 


project expertise before branching out as software jobs are | 


turning out to bea trap for just coding work. 
L&T's difficulty in sourcing skilled manpower comes from 


a variety of reasons. In part it is an issue of rapid growth. The | 
company grew at 35 per cent last year and has started opera- | 


tions in Abu Dhabi and in China. Also, the company has ambi- 
tious plans for its subsidiary, L&T Infotech, and has been look- 
ing for people to staff its US offices. 

"The paradoxis that there are plenty of engineering gradu- 


ates. But to find good people with the decent project manage- _ 


ment experience is not easy. People with the 5- 10 years of ex- 
perience are the most sought after,” says L&T's chief financial 
officer Y.M. Deosthalee. 

L&T may be the ideal poaching ground because an engi- 


neer with around three years of project management experi- - 


ence is what most engineering firms, IT services and BPO 
companies are hankering for. But even lesser organisations 
are under pressure. 

Take the case of Hind Rectifiers, a Rs 80-crore company, 
which has traditionally recruited itself 300 engineers from sec- 
ond-level institutes. It is discovering that there is no longer a 


comfortable shelf from which it can pick up staff. The man- | 


agement says it has been reworking its compensation pack- 
age to retain staff, but without much success. The sudden 
boom in the market for design engineers and financial man- 
agers has put a spanner in the works. 


K. Pandia Rajan’'s 

. recruiting firm Ma 
Foi’s training — 

| academy in 

Chennai is helping 

job seekers to 

| make the grade in 

| sectors like retail 

and MES - 














Nor is the shortage related to engineering firms alone. 
Manpower issues are dogging the financial services sector, 
too, due to tremendous growth. Investment banking, com- 
mercial banking, stock-broking, the mutual funds industry 
and even the hedge funds are all setting up base in India, lead- 
ing to a shortfall of people and spiralling salaries. Hedge funds 
have been poaching from mutual funds and companies like 
Prudential-ICICI and Birla Sun Life have been particularly 
badly hit. Says Ajay Sondhi, vice-chairman and managing di- 
rector, Kotak Mahindra: “It is ironical that in a country of a bil- 
lion people there should be such a supply constraint.” But the 
factis that there is a finite pool of skilled professionals in the fi- 
nancial sector, which means that employees are quickly 
pushed to take on responsibilities much earlier than they are 
prepared for. 

As a result, salaries have almost doubled. In commercial 
banking, a manager with a decade of experience who would 
get Rs8lakh-10 lakh three years ago is now commanding Rs 20 
lakh-Rs 25 lakh. In investment banking, the salaries are far 
higher. A person with 10 years’ experience could draw a gross 
salary of Rs 40 lakh-45 lakh since the job calls for specialised 

skills such as relationships, which are very important. “The in- 
vestment banking business is increasingly dependent on rela- 
tionships; and it takes years to build good relationships,” 
points out Sondhi. 

Why is there such an acute shortage of middle- level staff in 
a country which is practically an assembly line for engineers 
and where the unemployment rate is conservatively esti- 
mated at 20 per cent? One reason, of course, is that foreign 
firms are desperate for design engineers in a variety of opera- 
tions that are booming across the globe. Amec, Britain's largest 
support services and construction specialist, announced in 
March this year that it had mopped up 600 engineers from 
Asia, half of them from India. Managing director of Amec’s oil 
and gas business, Neil Bruce, was quoted as saying: "India has 
alarge pool of high-quality graduates and experienced engi- 
neers. A lot of these people are just not available in the UK.” 

And they are likely to be shorter supply in India given the 
trend. With competition hotting 
up, attrition rates will go up and 
only those companies offering ex- 
tremely generous compensation 
packages will be able to attract the 
highly-skilled personnel. An indi- 
cation ofhow crowded the job mar- 
ket could get is the move by elec- 
tronic and mechanical engineering 
giants to set up R&D hubs here. S.Y. 
Siddiqui, head of HR at Maruti 
Udyog, says the demand for people 
who can think innovatively will 
shoot up. MULS promoter Suzuki 
itself is moving its R&D hub from 
Japan to the Asia-Pacific and will be 
among those seeking high-calibre 
skills and experience. 

Such mop-ups are not the only 
reason for the shortage. The major 
contributor to this state of affairs is 
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the IT services industry, which is growing at 28 percenta year. | 


50, although the numbers — 450,000 seats across 1,208 insti- 
tutions — seem comfortable, there is a problem even for this 
sector. Concedes Sunil Mehta, vice-president, Nasscom: “If 
you look at actual demand-supply numbers, there is no short- 
age at the moment. But companies are simply not getting the 
skills they are looking for.” Some figures that illustrate his 
point: there is a demand for 8,000-10,000 engineers in the em- 
bedded software and chip design space, but the supply is just 
a third. In the wireless segment, there is an annual shortfall of 
8,000 engineers, while in the more exotic areas of gaming, de- 
sign and animation, the industry can't get 7,000 good coders a 
year from the thousands of resumes it receives. 

The employability factor is, indeed, an issue. Pandia Rajan 
says Ma Foi's experience is that that at any given time 80,000 
vacancies remain unfulfilled because of the demand-supply 


gap. For instance, in ITES, the company finds itself unable to | 


fill two-thirds of the demand; for every person it hires, itwades 
through an average 41 applications and rejects about half of 
them in the first instance itself. 

There are more shocking figures from Tata Consultancy 
Services. During 2004-05, it processed around 440,000 re- 
sumes to collect around 6,000 lateral hires, discloses S Pad- 
manabhan, executive vice-president and global head of HRD. 
As for freshers, the company sifted through 150,000 resumes 
to hire around 7,000 trainees. 

Increasingly, training is becoming part and parcel of the 


_ hiring policy as industry learns to cope with quality problems. 


Says Vinod Sood, vice-president and head of engineering, 


i 


Flextronics: “You don’t get top end engineering skillsin 
the wireless space easily. Training fills the gap in such 
cases.” The software training period spans 8-16 weeks 
and costs Rs 30,000-Rs 40,000 per candidate. To ad- 
dress the problem of skills gap at the institute level, 
Nasscom has been pressing the UGC to let universities 
decide the curriculum. Says Mehta: “A less restrictive 
UGC role in curriculum design will help the industry 
overcome the skills gap problem.” | 

The skill issue has induced Chennai-based Ma Foi, 
which does around 2,500 placements a month, to offer 
short-term training modules to improve the employa- 
bility of its candidates. One such is CodeCraft, which 
aims to transform "college coders to professional pro- 
grammers’. Its training academies in Tamil Nadu and 
Andhra Pradesh are essentially designed to add an ele- 
ment of career training to the technical background of 


munication skills of those seeking BPO and ITES jobs. 
This is leading to innovative partnerships. For in- 
stance, the Tamil Nadu government has tied up with 
Ma Foi to train 15,000 scheduled caste and scheduled 
tribe candidates passing out of professional courses. 

While this will tackle the entry level issues, the big 
problem of finding middle-level professionals, spe- 
cially those with multi-disciplinary skills, will only get 
worse in coming days. Policy changes that will open 
up newer areas to private investment, in mining and 
retail, for instance, will call for more sophisticated 
management systems. | 

The demands and dynamics of the global marketplace is 
another factor. One area where an acute shortage is being ex- 
perienced by both the government and industry is in patent- 
ing in the wake of the products patent regime ushered in this 
year. Krishna Sarma, president of Corporate Law Group, 
which represents the multinational drug firms, says: "You 
wont believe how understaffed we are because of the lack of 
multi-disciplinary skills." 

Although close to 300,000 law graduates join the legal pool 
every year, and a sizeable chunk is now getting top flight legal 
training thanks to the setting up of premier law schools in 
Bangalore and Hyderabad, there is very little domain exper- 
tise in the country. For one, most of thelaw graduates have an 
arts background and for another, they have yet to come to 
grips with the complexities of doing business in the interna- 
tional arena. | 

Sarma says CLG is seeking to hire a number of scientists - 
with a PhD orat least a master's degree in science (biotech and 
chemistry background) for pharma patenting, apart from en- 
gineers for stitching together the complex infrastructure fi- 
nance deals that require 200 to 250 agreements for a single 
project. CLG's prize catch is Lakshmi Balasubramaniam, a 
biochemist who was with the public sector CSIR for 30 years 
and has filed over 1,000 patent applications for the nodal pub- 
lic sector research organisation. That kind of expertise is im- 
possible to come by in India where even the government's 


_ patent offices are severely handicapped for want of high-qual- 


| 
i 
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ity agents, Balasubramaniam now recruits fellow scientists 
from Tifac, another government agency. 
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job seekers in retail and sales while honing the com- |. 












































D In coming days, India will find itself hamstrung on several 
B fronts, warn experts. It is not just that the education system is 
B highly skewed in favour of medicine and engineering; the 
B quality of our science education is very mediocre. India pro- 
‘ duces an average of around 4,500 science PhDs a year and an- 
g other 700 in engineering. While this is low compared to the US 

(around 24,000 in science and engineering), the demand so 


P scientists in large numbers. 


B up substantially if the Indian technology industry is to be- 
B come globally competitive. This shortage has affected the 
B. ability of the Indian IT industry to innovate, although a ser- 
| vices industry may be able to make do with M.Techs and grad- 
| uate engineers. | 
sd Where the shortage is already hurting is the biotech indus- 
B try, which is a product-driven industry. A biotech analyst 
B pointsoutthatalthough services opportunities do exist in this 
E sector, biotech services are fundamentally different from IT 
| services. There is no low-level coding and it is essentially a re- 
search-driven service, which means it requires more PhDs 
than most other industries. 
T Although actual requirement varies according to the na- 
B ture of work undertaken by a company, a biotechnology com- 
€ pany in general needs specialists in many fields. Warning of 
E thecomingcrunch, the analyst says: "[t needs people with re- 
search experience in all the three basic sciences: biology, 
chemistry and physics. In addition, it needs people in areas 
| like molecular biology, microbiology, pharmacology, toxicol- 
| ogy, computer science, biochemistry, biophysics, and several 
| other areas. They are simply not available in India.” 

This explains why clinical research institutes are high 
among the sectors desperately scouring public institutes for 
| likely candidates. According to Centrewatch, an international 

| body that registers clinical studies, India needs 20,000 re- 
| search professionals (people with a pharmacology or a plain 


B fiedspecialist doctors who have a big practice in a disease spe- 


General colleges - 
have grown much 
faster than M 

professional ones 


B far has been restricted because Indian industry has not used. 


The number of PhDs as well as their quality will have to go: 


© vanilla science degree) and 4,000 investigators, that is, quali- 
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ciality) by 2010 to get a significant chunk of the global out- 
sourcing pie. Currently, it has about 250 trained investigators 
and just 150 research associates. | 

High demand and attrition rates have led to the setting up 
of several training institutes. Although degree-holders are 
aplenty, trained people are at a premium because of the sud- 
den demand, says Arun Bhatt, president of Clininvent, a 
Mumbai CRO. | 

The problem is due to several reasons. First, Indian science 
PhDs in general do not have an interdisciplinary perspective. 
Unless they are from the best institutes like HSc, CCMB and 
NCBS, they also do not have knowledge about the basic set of 
biotech tools. None of them, including those from the best in- 
stitutes, have a commercial orientation. While these are gen- 
eral problems, certain areas — pharmacology and toxicology 
being two examples — are conspicuous by the absence of 
people. It is not easy to get a toxicologist or a pharmacologist. 
Experience is another issue. _ IN 

— Drug discovery programmes began in India only 10 years 
ago, and have picked up momentum only in the last few years. 
How then does the industry get people with adequate experi- 
ence? This is not a trivial problem because the drug discovery 
programmes are expanding rapidly. The only institution 
which has people with more than 10 years experience is the 
Central Drug Research Institute (CDRI) in Lucknow. People do 
not move easily from government institutions and, in any 
case, one institute cannot supply peoplefor an entire industry. 
The only way out is to get experienced people from abroad 
and thenletthem train PhDs in large numbers. One company, 
Aurigene, has tried this route. 

Even in theless complex BPO sphere, the manpower prob- 
lem is rather acute, While there are 3 million fresh graduates to 
choose from, the quality is far from satisfactory. Says Nandita 
Gurjar, vice-president and HR head of Progeon, the Banga- 
lore-based BPO arm of Infosys: “The shortage is not of man- 
power, but of skills. We have to make additional investment to 
get recruits ready for the job.” 

To tide over the problem, it recently started Project Gene- 
| sis. Under this 118 teachers from class B 
and C towns of Karnataka were selected 
from 45-60 colleges to develop a BPO 
curriculum. 

By the end of this year Progeon will 
be visiting colleges in these towns to 
pick trained staff for its needs. It took 
Progeon three months to identify 
towns, sell the concept and convince 
teachers as to how their students would 
benefit. Next they are targeting colleges 
in Maharashtra. 

Hopefully, such innovations will 
have a ripple effect and close the de- 
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On the surface, a business is a business, 
no matter what size or industry. 
You developa product or a serv ice. 
You market it. 

You distribute it. 

You sell it. 

And in between, you strive to do the whole process more 
efficiently and profitably than your competitors. 
It’s not rocket science. In fact, it’s pretty simple — 

until you factor in the not-so-simple things that make 
doing business in your industry so complex. 


These are the things that keep you upat night. 


These are the things that can mean the difference M 
; M, M 


between success and failure. i A 
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you don't want to buy more than you need. So we have modular solutions that enable vou to tackle a probli m wit 


'reciston and within budget 


We recognize you want a system chat will work with what you alread, have. So we have an open plattorm that lets you 
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E academic qualification? 


EE biochemical researchers, chemical engineers, doctorates in 


B Mercer HR Consulting. 


B — sectors that have opened up recently or are booming, like 
B aviation and media; those that need to hire a different set of 
P skillsnow that they are maturing, like IT services and retail; 
| and old economy sectors that are passing through a boom, 

E likeconstructionandsteel. | | 


: : ; : | SaysVeena Manian, operations head at the largest HR consul- 
B tancyinthecountry, Ma Foi: "At senior levels, companies are 
| willing to absorb the [FBT] burden. But at the middle and ju- 


E the company’s liability, as the employees are usually at lower 


B Amongthesectorsthatare experiencing the most frenetic hir- 


E ation. Butlook where itis now,” says Sonal Agrawal, director of 




















| OURjobs, three companies and two cities — Arun 
- Bhatia has seen it all in just 13 months. His journey 
began when he chucked the first job in Delhi for 
another one in Mumbai that offered him double 
the pay. Thenan attractive third offer landed on his 


: lap — from his first employer itself, but with a higher pay. That | 


E — Such demand is there not just for seasoned professionals 2 
B like Bhatia, who has 15 years of experience behind him. | 


E Soumyakant Dash, all of 21 years, is now holidayinginGoaat | 
| a Taj property before starting on his first job as an analyst at |- 
® the US-based Monitor Consulting Group's Mumbai office. | 


B. The company is, of course, paying for this ‘cooling period’ - 
BE before he gets into the thick of things. When he joins, he will - 
E getRs4.5lakhayearalong witha laptop anda credit card. His - 
z ? BA in economics from St Stephen's 
| College, Delhi. mE 2S, X nét 
it Welcome to the other side ofthe great jobs boom: thegreat | 
| salary surge. With a number of sectors opening up or passing. 
through a boom in their business cycle, this seems to be an 


since economic liberalisation in the early 1990s. This time, its 
| not restricted to narrow grooves like IT services, business | 
Bi process outsourcing (BPO), or equity analysis. Today there is - 
large demand for a host of professionals — pilots, cabin crew | 
| members, nurses, hospital administrators, wealth managers, | 


| law and statistics, logistics manager... 
ae “This time, the boom is across the board,” confirms Gan- 
gapriya Chakraverti, head of global information services at 


This growing list can be sorted into three broad categories 


d There is just one common dampener on salaries this year: 
| the fringe benefits tax (FBT) introduced in the latest Budget. 


nior levels compensations are being restructured to reduce 


B taxslabs. The hikes would have been 4-5 per cent higher on an 
| average ifthe FBT hadnt been there.” 

But even that hasn't been able to rob this salary surge of 
volume and noise. 


© Desperately Seeking People 


| ing activity and largest salary hikes are civil aviation, financial 
|= services and media. 

“Last year, no one could've predicted the action in civil avi- 
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| unprecedented season for big salary breaks. And this time, the a 
B. surge is different from all the previous ones we have witnessed 








4] dragged him back to Delhi. A month later, he was actually | % 
f sweating it out at a fourth job. This round trip 

B market value from Rs 12 lakh to Rs 26 lakh ayear. His profes- | 

B. sion? Client servicing at an advertising firm. | "eun S 
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BOOM TIMES This time around, the demand for 


essionals is from several industries 





Accord Group. She is referring to the new airlines that have 
started operations. As a result there is a shortage of pilots. Now, 
the training ofa pilot needs large amounts of time (1.5-2 years) 
and money (Rs 22 lakh-Rs 1 crore). The airlines can hardly af- 
ford to bear the double burden all by themselves. To add to the 
airlines’ woes, new carriers have started poaching from the ex- 
isting players. No wonder, the five private airlines in the coun- 
try are headed by four foreign nationals, who are pulling in 
$20,000-50,000 a month plus perks and hefty variable pays. 

The new players in the sector have to scale up really fast. 
SpiceJet has hired 600 people in all including pilots, engi- 
neers, cabin attendants and airport services personnel. Says 
Sudhakar Nair, head of human resources at SpiceJet: “The 
shortages were for licensed engineers, safety instructors, and 
flight dispatchers. Of course, pilots were not easy to get. The 
ranges of salaries have indeed increased — in some cases by 
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as much as 80-100 per cent." 

Media is another industry that has recently found itself at 
the centre of a poaching spree. Publishers are expected to 
spend about Rs 1,000 crore this year to expand and set up new 
operations. As of May, there were 22 new television channels 
that were readying for launch. And then there are about 20 
new newspapers, new magazines and new editions of older 
publications that are hitting the stands. The result: the earlier 
relatively low salaries are being doubled at the levels of editors, 
bureau chiefs and industry analysts. 

Financial services is another hot sector. A recent study says 
that the number of high net worth individuals in India has 
been rising at twice the global rate (See 'More Indian Million- 
aires on page 72). And a lucrative wealth management indus- 
try is building up around them. There is also a rush to get into 
private banking, with organisations like Société Générale, 
HSBC, Citibank and Barclays rushing into the space in India. 

What sort of people are they looking for? From experi- 
enced relationship managers and wealth managers to re- 
search analysts, operations managers, financial planners and 
portfolio managers. Mahesh Agarwal, partner at head-hunt- 
ing firm Dimensions, has placed five wealth managers in the 
past year, with incomes in the range of Rs 20 lakh-30 lakh a 


Young executives like these are lapping up the opportunities 


thrown up by the job boom. It's no longer just about place- 
ment. Higher salaries are giving them more spending power 
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year and performance bonuses of Rs 10 lakh-15 lakh. 


Along Came People 


Theseare the industries that, as they are maturing, are looking 
at a different set of skills than what they were looking at earlier. 
These sectors are telecom, healthcare, insurance, biotech, re- 
tail, IT and BPO. 

While many HR experts say the telecom hiring spree is over, 
others beg to differ. It's not only the mobile telephony compa- 
nies that are expanding. There is also action in telecom manu- 
facturing. Nokia, which currently has 600 employees in India, 
expects the number to shoot up to 4,000-plus this year. LG and 
Kyocera have also announced plans of setting up a mobile 
handset plant, while Elcoteq's plant is already operational. 

says Dony Kuriakose, director at Edge Executive Search, 
which focuses on telecom: *We are hiring all profiles — from 
electronics engineers and civil engineers to top FMCG mar- 
keters." 

In IT, there is demand for project delivery managers, pro- 
ject architects and those with proficiency in .Net technology. 
Says Gautam Sinha, CEO of IT recruitment firm TVA Infotech: 
"If youre a specialist in, say, ERP implementation or case tools 
and systems software, you're in for good times. If you have do- 
main knowledge in engineering design, banking and financial 
services and telecom, then your skill will be at a premium.” 

In BPO, as the industry tries to move up the value chain to 
knowledge process outsourcing, the demand for fresh gradu- 
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- ates is being replaced by a demand for more qualified MBAs, 
 chartered accountants and PhDs in economics, mathematics 
~ and statistics. JP Morgan and Goldman Sachs have started hir- 
ing technical helpdesk people and data analysts for their India 
. offices. Says Ajit Isaac, managing director of Adecco Peo- 
pleOne: “Entry-level salaries have gone up three times. The 
| next 12 months will see demand and salaries rise for financial 
| researchers with a knowledge of accounts receivables and 
payables, and balance sheet analysis for overseas clients." 
In the fast-growing retail industry, the share of organised 
retail is a mere 3 per cent of the total. This segment is likely to 
grow at a compounded rate of over 25-30 per cent till 2010. But 
industry observers say that real growth would happen once 
foreign direct investment is allowed in the sector. 

Toral Patel, director at executive search firm Accord Group 
India, says: "Retailing — both organised and unorganised — is 
expected to add 8,000-10,000 jobs directly over the next year, 
and provide employment to around 50,000 in allied sectors like 
agriculture, transportation & warehousing, textiles, furniture, 
mall management, real estate and entertainment. The ex- 
pected annual growth in employment till 2009 is 30 per cent. : 


Hikes across levels 


Senior 












* Higher for marketing. ** Partly fixed, partly performance-based. PB 


# Variable pay 


The demand is in senior management, supply chain & 
merchandising, procurement, visual merchandising and mall 
management. Companies in the sector are evaluating even 
expatriates and NRIs. Salaries are rising commensurately. For 
instance, a professional CEO ofa big retailer, a position which 
didn't exist outside the RPG group and Shopper's Stop till a few 
years back, would be getting Rs 60 lakh-1 crore. And this all is 
happening before any global giant (except cash-and-carry gi- 
ant Metro AG) has stepped into the country. | 

- Biotech and healthcare, too, are seeing a lot of action. Em- 
ployment in the sector has almost doubled in the last three 
years to 11,400 people. Career openings centre around posi- 
tions in organic and medicinal chemistry, and bio- and 
chemo-informatics, among others. | 

The healthcare industry is growing at 13 per cent every 
year. Big players like Apollo, Wockhardt, Max, Fortis, Tatas and 


just for doctors, nurses and medical technicians, but for hos- 
pital managers and administrators as well. 


B = perforrnance-based. Figures in 96. 
. Source: Ma Foi Management Consultants 


| Duncans have set up new hospitals and clinics across the | 
country. The action translates into growing opportunities not 





. JOBS 


Says John Moncure, head of human resource development 
at Apollo, which has hired 824 people last year: “There has been 
a continuous upswing in the compensations and benefits 
across categories." The future seems to be especially bright for 
super-specialised junior doctors, supervisory nursing staff, 
biomedical engineers, service-line administrators, and quality 
assurance experts. Clinical research organisations are facing a 
shortage of chemists conversant in good clinical practices. 


Old Economy Strikes Back 


According to a recent survey of over 630 manufacturing firms, 
there has been an average increase of around 10 per cent in 
salary costs in 2004-05. In manufacturing, that growth is defi- 
nitely worth noticing. Salaries are rising fastest — at 15-22 per 
cent — in auto, auto ancillaries, engineering design, textiles, 
capital equipment manufacturing and steel. In these spaces, 
demand is high for functional domain experts — in lean man- 
ufacturing, total quality management and quality assurance. 

"While salaries in manufacturing are not yet on par with 
senior management from telecom or investment banking, 
most manufacturing companies are adopting pay-for-perfor- - 
mance models that have enabled 
seven-figure salaries for the senior 
management,” says Accord’s Patel. 

Salaries have risen across the 
board, but the greatest impact has 
been at the leadership level. For ex- 
ample, the head of manufacturing 
at an auto major would now draw 
about Rs 50 lakh plus stock options, 
up from approximately Rs 40 lakh- 
45lakha year about 18 months ago. 

The major car makers —Maruti, 
Hyundai, General Motors, Honda 
and Toyota — have recently in- 
creased capacity or have an- 
nounced plans to do so. European 
giant Volkswagen is setting up a new 
l plant. Component makers are fol- 
lowing suit, with major investments by Bosch {Rs 1,000 crore), 
Bharat Forge (Rs 350 crore), Goetze India (Rs 200 crore) and 
Sona Koyo Steering Systems (Rs 125 crore). | 

The story is repeated in metals. Domestic steel produc- 
tion, which was stuck at about 30 million tonnes a year about 
five years back, is expected to grow to 65 million tonnes by 
2011. That expansion will surely need more hands. 

India is also witnessing an unprecedented growth in con- 
struction. And that's raising the demand for techno-commer- 
cial professionals. Says Kundan Varma, head of HR at the 
Ansal group: "The focus is not only on structural engineers, 
but also on suitable talent from the hospitality industry. That's 
because the malls and big townships need an understanding 
of the hospitality aspect of these projects at the leader level." 
Salaries have risen 15-25 per centin the lastyear. — 

The variety of examples shows that the triggers for the job 
booms in different industries vary vastly. One would do well to 
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SHELLEY SINGH 


ECENTLY, temporary 
staffing company Team- 
Lease Services received of- 
fers from its clients to fill 
up 2,800-3,000 temporary 
staff positions in embedded systems, 
applications software and other infor- 
mation technology services. The temp 
company, which has 17,849 persons on 
its rolls, could meet none of this de- 
mand. The problem isn't just in IT. It's 


| there even in sales. With over 100,000 


new jobs likely to be created in sales in 
the next few years, the attrition rate 
among temp salespeople with experi- 
ence of two years or more is at a never- 
before 40 per cent. 

It's a similar tale at Adecco People- 
One, part of the world's largest temping 
company, the $20-billion Adecco. The 
company, which counts 14,500 temps 


| onitsrollsin India, has about 1,000 posi- 


tions in the wireless telecom space go- 


| ing unfilled for a long while now. For 


every three positions available for 
temping, only two are getting filled. 
There is a common reason for these 


| shortages. When permanent jobs are 
easy to get, why should workers opt for 


| nentemployment after a year. 


| are fewer temps coming into 


temporary ones? Says TeamLease chair- 
man Manish Sabharwal: "Temping is 
not yet a lifestyle option in In- 
dia." Here, about half the tem- 
porary workers opt for perma- 


This doesn't mean that there 


| the market. From about 55,000 


in January 2005, the number of temps 


! has swelled to more than 70,000 in June 


on the back of a strong demand surge. | 
| companies are better off farming out 


That's apparent in the recent expansion 
of the temp companies themselves. 
TeamLease has increased. presence 
from seven offices early this year to 14 
now, while Adecco has grown from 14 
branches in January to 26 now. 

Says Purnima Das, director of Kelly 
Services: "Companies see temp firms as 
partners in meeting manpower require- 


| ments.The market is maturing, but it re- 


mains skewed towards sectors like IT- 
enabled services, retail and telecom." 


| Kelly, which claims to work with only 


| white-collar temps, has doubled its 


strength to 2,000 in the past six months. 
A lot of the new demand is from 








Temping is catching on, but is still far from 
becoming a permanent choice for most 
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_ Ajit Isaac of Adecco PeopleOne: 


At any time, there’s a shortage 


of 1,000 temps in telecom. And 
utilities are hiring more temps 


business process outsourcing (BPO) 
companies. With an attrition rate of 50 


HEMANT MISH 


per cent in voice-based processes, these | 


manpower headaches to the temping 


| firms, which are bound by clearly speci- 


fied service levels. TeamLease has 700 
temps working with seven BPO outfits 
that include Progeon, 24x7 Customer 
and Transworks. Adecco supplies 'ready 
to work BPO employees to Wipro Spec- 
tramind and Progeon, among others. 


BPO outfits hire temps at two levels: | 


junior positions for tasks like data entry, 
| where companies cannot promise long- 


term career prospects; and senior posi- 
tions, where temp consultants oversee 
operations, HR or strategy. The first 


| group could be drawing Rs 6,000-8,000 a 





Purnima Das of Kelly Services: | 
-Temping remains skewed — 

towards the BPO, call centre 

and retail industries | 


month, while the second, comprising 
professionals with 5-8 years experience, 
would take home at least Rs 50,000. 

Despite the number of permanent 
jobs available for IT professionals, there 
are some who actually opt to be temps. 
Adecco has 100 such IT professionals 
working on projects ranging from net- 
work maintenance to implementing 
enterprise applications. The company 
charges its clients Rs 50,000 a month 
and pays the temps about Rs 40,000. 

A majority of its temps are in sectors 
like telecom (3,000), banking and finan- 
cial services (3,000), and utilities (1,000). 
The demand from utilities is growing 
fast, mostly from power companies loo- 
king for people in the customer contact 
and collection jobs. 


SANJIT KUNDU 








J 


>> Temping is on the 
rise, but 





There is also another new trend. The | 
fresh demand is coming not just from 
players with turnovers of Rs 250 crore or | 


more, but also from small and medium 


there are more companies seeking 


as 360 are companies of sizes varying 
between Rs 20 crore and Rs 100 crore. 
While the temp companies are try- 
ing to service new segments and bridge 
the demand-supply gap, they have to 
contend with regulatory problems too. 
Labour laws are a big constraint to the 
development of this fledgling industry. 


For one, a temp company needs to seek | 
a new licence from the state labour | 


commissioner for each new client. This 











isnt aligned to the mar- 
ket realities. Allowing 
seasonal employment 
could boost sectors like 
textiles, where compa- 
nies prefer to hire addi- 
tional manpower only 
when there is work, 

The 65-member Ex- 


eral representations to 


. thelabour ministry suggesting reforms 
. that would encourage temporary 
Staffing. These companies 
< changes to Sections 7 and 10 of the Con- | 
tract Labour Regulation Act, which 


want 


recognise the company where the temp 
is placed as the principal employer. That 
blurs responsibility and creates a prob- 
lem for both the temp company and its 
client. Section 10 discourages contract 
staffing or temping in businesses that 
are perennial (and not core) in nature. 
section 15 of the Minimum Wages Act 





states that if an employee — temp or | 


permanent — works for half a day, he 
hasto be paid a full day's wages. And it 
does not recognise hourly wages. 

Some of laws, like provident funds 
for temporary workers, are necessary in 
theabsence of any other social security 
net. And some labour and industrial re- 
lations laws have been redesigned to ac- 
commodate temping. But the industry 
is waiting for amendments that would 
‘encourage’ temping. "The wait is frus- 
trating,” says one temping company of- 
ficial. And it features high on the list of 
factors that are denying the temping in- 
dustry in India its maturity. 


What would maturity beget? Well, a _ 


look at the scope can provide some an- 


| swers: the global staffing industry pro- 
enterprises. At 5-20 temps per outift, the | 
demand from this segment is low. But | 
| excess of $200 billion. In this market, 90 
temps. Of Adecco 400 clients, as many | 


vides work to an estimated 7 million 
people every day and earns revenues in 


per cent ofthe business comes from Eu- 


rope, North America and Japan. 


A TeamLease white paper on India's 


_ labour markets says that reforms to the 


Contract Labour Regulation Act could 


| create an additional 12 million temp 


jobs in five years. Says Sabharwal: "If 


| policy is judged by its ability to create 


jobs, our case would be a no-brainer." 
But as long as policy-makers look the 
other way, temping will be a mere 
bridge to a permanent job. BR 


ecutive Recruiters’ As- _ 
sociation has made sev- | 
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| on 1 the e second TeamLlease- : 
| Gallup Em ployment Outlook 


Survey expect to hire more 





25 in the next six months - 


. 4 NE thing Corporate India doesn't seem to 
lack at the moment is business confidence. 
Almost three out of every four respondents 
| to the latest half-yearly TeamLease Gallup 
| Employment Outlook survey say their busi- 
~ nesses are likely to grow over the next half. 


| year. r Among dem. those from Mumbai, Pune and Hyderabad 


are the most optimistic. Kolkata has seen a significant resur- 


-gence in business optimism (69 per cent are optimistic, 
against just 39 per cent six months back), but the levels in 


Delhi have dropped markedly (B4 per cent to 71 per cent). 


Across the country, companies that have 100-250 employees 
2 appen to be the most optimistic < about business. . 


- Overall; only about 3 percent of the respondents are say- 


| ; | ingt that their businesses are likely to decrease in the coming 
| months. Butacloser look at the data reveals a paradox. Hyder- 


abad comes at the top ofthe group! whose business outlook is 


- | buoyant, with 82 per cent of the 52 companies polled there 
| saying they ica business to grow. But the city also reports 
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Í the largest share — 5 per cent — of those who are gloomy | 
| about the next six months. (Only Delhi matches this pes- 
-simism, with 5 per cent ofthe 88 companies polledintheCap- | 
ital saying that their businesses would decrease. ) This can 
possibly be explained by the fact that 76 per centofthe com- | 
panies polled in Hyderabad are from the manufacturing sec- | 
tor, and more than half of them have revenues oflessthan Rs 5 
crore. Only 5 per cent are from the eee IT and I-en- : 
abled service sectors. 

Ofall the companies surveyed, 57 percent are in. the manu- 
facturing sector and 68 per cent have less than 100 employees. | 
But riding on the higher overall confidence, there is a 
significant improvement in employment outlook. Overall, 
more than half the 530 companies polled expect an increase in 
hiring in the next six months. The average increase in the 
employment outlook index, which is computed as the differ- 
ence in the proportions of respondents who report an 
increase in hiring needs and those who report a decline, is at - 
55 —a good 10 points higher than the previous measurement, 
which was done in October 2004 on a sample size of 436. . | 
| After analysing the responses to a new question: added i in. 
this second survey, which was conducted in April-May 2005, | 
regarding actual hiring in the past six months, theTeamLease- | 
Gallup team says the projected optimism in hiringi isstableand | 
may even be conservative. Larger companies, especially seem - 
| to have been more aggressive in their hiring than hadbeenes- |. 
- timated in the iaa survey. In the latest survey, companies | 
with more than 1,000 employees, which make up3 per cent of | 
the sample, say they are likely to hire the largest numbers. " 
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Central 
Industrial 
Security 
Force has 
made a 
difference 
to airport 
security — 
and how 








HE most disgusting experience I 
have ever had with a policeman 
was at the Calcutta airport in 1988. 
After checking in, I was at the secu- 
rity area where the policeman fris- 
ked me, and then grinned at me with his 
stained teeth. “It is festival time, saar,” he said. 1 
cringed at his subliminal suggestion. "So?" I 
asked in a curt manner. In Bengali, he whined: 
"Well, you know, no food has been eaten since 
morning." The language lent itself to poetic 
handling of an otherwise base intent. I glared at 
the man and just walked past him. 

Having been a frequent traveller, I have 
come across straightforward to circumspect 
begging by the police at Indian airports. 
Though the poetic policeman of Calcutta was 
my only direct experience, I have been a wit- 
ness to other similar cases. In Delhi and Chen- 
nai, I have seen how Indian workers going 
abroad are often asked by frisking policemen to 
“leave some of their Indian currency behind”. 

Everything changed when the Central In- 
dustrial Security Force (CISF) took over airport 
security. From the time one enters the passen- 
ger terminal to the frisking zone, one now looks 
forward to the experience. These are men and 
women who look good in their uniform and 
seem to like their work. They greet you profes- 
sionally, thank you for cooperating and wish 
you a good flight, all the while doing their task 
with precision and speed. I have seen them in 
Bangalore, Mumbai, Delhi and Chennai. 

I feel more secure because they are at work 
and each time I see them, I thank God for with- 
drawing a bunch of state policemen, who were 
putting people at risk with their unprofessional 
behaviour. They were not only soliciting tips, 
but were exposing the underbelly of aviation se- 
curity. While one cannot condone the complic- 
ity of Pan Parag tin-yielding businessmen and 
small-time khadi brigade who obliged the beg- 
ging cop, the bhaiya headed for the Middle East 
for a trucking job and the lungi-clad anna of 
Chennai going to Singapore to seek work were 
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victims ofpetty extortion. So when the CISF per- 
sonnel changed all that, I felt relieved that there 
is one less moment of truth in a society where 
pervasive corruption affects ordinary citizens. 

Lastmonth, Iwas takinga flight from Hyder- 
abad. After a long day, I looked forward to the 
return flight to Bangalore and walked into the 
security area. A CISF poster engaged my atten- 
tion for a brief moment. It seemed to promise 
prizes for something, but! didn't care much and 
continued pushing my bag into the X-ray ma- 
chine. I just wanted to board the plane and 
reach Bangalore. Then something happened. 

A smartly-attired, pretty constable walked 
up to me and handed me an inland letter form. 
For a moment, I was foxed. "Sir, if you can take 
two minutes to fill this customer satisfaction 
form, please," she said. Coming from the pri- 
vate sector, I did not take time to realise what 
the form was all about. The poster announcing 
the prizes now made sense. But this was the 
first time I had come across any security per- 
son, anywhere in the world, asking me to fill up 
a satisfaction survey form! Now, I was awake. 
Having learnt about quality and having done 
some work in that area, I am trained to make 
out a customer satisfaction survey which is a 
sham and one which has been thought thro- 
ugh. A quick look at the form told me that these 
people know what they are doing and that they 
are serious in their intent. But an airport cop 
and a customer satisfaction form? I clung onto 
the form and promised her that I would mail it 
because my flight was getting to board. Rather 
than mail the form, here is my report to her: 

Professionalism, the way you present your- 
selves, courtesy, and attitude: 5 on 5. Stay the 
way you are. We know you do a tough job. Ex- 
cept in times of avoidable excitement, much of 
itis routine for you. Your name-tags tell me that 
most of you live far away from home. You run a 
24X7 operation. Yet, when I see a CISF man or 
woman in uniform at 2 a.m. in an Indian air- 
port, I feel safe. I also feel good that the poetic 
cop of Bengal has now become a memory. ü 
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ANUP JAYARAM & RADHIKA DHAWAN _ 

LL along, it was expected 
that three of the four big 
mobile telephony compa- 
nies running on GSM 

: (global system for mobile 
communications) — Bharti, Hutch 
and Idea — would systematically ac- 
quire the smaller players. The other 
major player, the state-run Bharat San- 
char Nigam (BSNL), has never shown 
such interest. But now, the game is 
seemingly changing. 

Three smaller companies in the 
GSM space — Spice Communications, 
Dishnet Wireless and Essar Spacetel — 
have recently announced plans to ex- 
pand their coverage. And remarkably, all 
these players are trying to get into the 
dozen circles that cover all of northern 
andeastern India, barring just the Delhi, 
Punjab and Kolkata circles. It's common 
knowledge that the average revenues 
per user (ARPU) in these circles are 
much lower than the national average 
(See infographic). So the returns from 
these markets are likely to be lower. 


Mind you, this is happening at a _ 
time when the growth of the whole In- ` 
dian mobile telephony market has | 


slowed. In May 2005, we had 12.15 per 
cent more GSM subscribers in the 
country than in January 2005. Compa- 
rably, the growth over the correspond- 
ing months of 2004 was a much faster 
20.6 per cent. Then what is driving the 
operators to expand into these areas? 
The answer is visible when one looks 
closer at the prospects. Spice, Dishnet 
and Essar Spacetel are trying to cover a 
contiguous slice of the northern and 


eastern markets. This region, which is 


home to 500 million people, has a very 
low telecom penetration - at 1-5 per 
cent, compared to the national average 
of 9.5 per cent. 

The absolute figures look even 
starker. As of May 2005, there were only 


. 2.74 million mobile subscribers in the 


six so-called C circles, which figure 
among the dozen that the smaller play- 
ers are gunning. Each of the metros and 
the five A circles has more subscribers 
than that. So there is quite some scope 
for growth. It is this potential that the 
three operators are targeting. 

Some of that potential has already 
started translating into subscription 


| numbers. And though thegrowthisona - 
relatively smaller base, the rate is much 
higher than that in the rest of the coun- 
try. During the first five months of 2005, 
the subscriber base in the C circles has 
grown by 24.2 per cent, which is almost 
double the national average. The met- 
ros, in contrast, grew by just 8.7 per cent. 

"These under-covered markets have 
other grounds of attraction too. In seven 
ofthe 12 circles that these operators are 
targeting, there are only three mobile 
telephony providers, as against four op- 
erators in the bigger circles. Jammu & 
Kashmir, in fact, is now served by only 
two players. So there is definitely a win- 
dow of opportunity in these circles. 


Gunning For Growth | 


The expansion started towards the mid- 
dle of 2004, when DishnetWireless, pro- 
moted by C. Sivasankarans Aircel 
(which has 1.78 million subscribers in 
Tamil Nadu and Chennai), applied 
for mobile licences in seven circles. 
Later, he sought licences for three more 


circles. In effect, Sivasankaran has ap- 
plied for licences in Himachal Pradesh, 
West Bengal, Bihar, Orissa, Jammu & 
Kashmir, Assam, North-East, Uttar 
Pradesh West, Uttar Pradesh Bast, and 
Madhya Pradesh.  - 

Of these, he has already been allo. 


“cated spectrum for five circles. Says 


Sivasankaran: “Within 90 days of; getting 


the go-ahead from the D Department of 


Telecommunications on interconnec-. 
tion, we will start the services.” He has 
also placed a $300-million order with 
Ericsson to set up the networks across 
these circles. For Sivasankaran, that 
marks a substantial change of heart 
from the end of last year, when he was 
negotiating hard to sell off Aircel to Hut- 
chison. (The deal finally fell through.) 
Spice Communications, which now 
services 1.46 million subscribers in Pun- 
jab and Karnataka, has perennially been 
on the list of mobile operators that were 
supposedly up for sale. Today, Spice is 
planning to beef up its network around 
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Punjab. It has applied for licences in Ut- 
tar Pradesh East, Uttar Pradesh West, 
Haryana, Jammu & Kashmir, Himachal 
Pradesh and Rajasthan. 

Essar Spacetel, which is owned by 
the Ruias, plans to start services in seven 
new circles — Jammu & Kashmir, Hi- 
machal Pradesh, Assam, North-East, Bi- 
har, Orissa and Madhya Pradesh. Its de- 
cision to get into these circles on its own 
is a tad surprising because it has a rela- 
tionship with Hutchison-Whampoa. It 
is not yet clear whether Essar will take an 
interest in managing these circles or 
hive them offto Hutch at a later date. For 
now, the plan isto convert the untapped 
potential of these circles. Says Vikas 
Saraf, CEO of Essar Teleholdings: “Their 
(these circles’) business viability may 
take longer... but the potential is there.” 

But to ensure that the growth results 
in higher returns, costs will have to 
be cut. Spice, for one, is looking closely 
at this issue while setting up these 
networks, One way of controlling costs 
would be to share infrastructure with 





mobile e telephony 
companies are 
rushing into 12 
minor telecom 
circles. What can 
they expect there? 


the existing operators. There is one - 
speed-breaker on this road. BSNL, the | 
operator which has the widest coverage 


in the Indian hinterland and owns the 


biggest infrastructure, has steadfastly 
refused to share its infrastructure. 

The second way of keeping costs 
low would be to buy cheaper network 
equipment, possibly from Chinese - 
manufacturers like Huawei. These two 
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decisions themselves can shave 30-40 
per cent off the costs. 

Costs would be all the more impor- 
tant in the C circles because their ARPUs 
are among the lowest. Barring the 
Jammu & Kashmir, Assam and North- 
East circles, the ARPUs in the other 
states where the smaller players are 
going are below the national average of 
Rs 400. For example, Bihar posted a 
measly ARPU of Rs 237 during January- 
March 2005. 

But the biggest worry for those who 
are seeking new licences isn't ARPU — 
it's spectrum. And that could take any 
time between six months and two years. 
In some circles, the new players can be 
provided spectrum only when the pre- 
sent allocation is cleaned up. 

But even if they get off the ground, 
can these operators become big? 

The operators themselves are of 
course confident of growth. Says 
Umang Das, managing director, Spice 
Communications: “Mobile growth has 
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been flattening over the past few 
months. The entry of new players like us 
will boost the market. That's what hap- 
pened when Reliance and Mahanagar 
Telephone Nigam entered the market." 
True, but the same could also mean 
even lower ARPUS. 


A Different Game 


Industry observers say this round 
of expansion is significant for two 
key trends. One, a wider coverage 
ensures a higher valuation for the 
mobile telephony company. That would 
help if and when they want to sell out. 
Spices Das dismisses it as too simplistic 
an analysis, but the thought is undeni- 
ably on the mind of all operators. Even 
Das admits that his company is "open to 
partnerships". 

Essar's Saraf says: "The group's am- 
bitions are value-led and not necessarily 
operational." Also, the Ruias' confi- 
dence has been bolstered by the fact 
that some of their other businesses like 
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steel and shipping, which were lan- 
guishing even a few years back, are do- 
ing well now. 

Sivasankaran, for himself, is a past 
master at the game of building up and 
then selling out. In 1999, he sold his 
stake in Sterling Cellular (Delhi) to 
Hutchison for Rs 200 crore. It is unlikely 
that he will hold onto the current li- 
cences forever — it's a matter ofthe right 
price at the right time. 

The second noteworthy trend is the 
newfound interest of some interna- 
tional players in the Indian market. That 
may increase the options before 
the smaller players. Already, Vodafone 
of the UK, Orascom of Egypt, and Vim- 
pelcom and Systema of Russia are look- 
ingat getting a foothold here. By acquir- 
ing smaller companies with decent 
coverage, these global players could 
mount a serious challenge to the Big 
Four in India. 

Even if the next set of international 
alliances seems a long throw from this 
point, the latest moves by the smaller 
players will surely make the larger oper- 
ators rework their strategies for the cir- 
cles mentioned above. And that will 
only mean better service for consumers 
in these circles. w 
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N 2001, Mumbai-based business- 
man Taroon Waswani had given up 
his Net dreams. His gaming web- 
site, housiejeeto.com, had not 
worked out. 

One year later, he turned to the Inter- 
net again. This time, he wanted to dis- 
play the inventory from his failing digital 
camera business on eBay (formerly 
Baazee) as advertisements. To his sur- 
prise, Waswani saw the digicams flying 
offthe shelves. He got about 100 orders 
in the first month itself. 

Waswani's career as an online entre- 
preneur has really taken off since. Last 
year, he sold more than 9,000 imported 
digital cameras (up from 3,000 in 2003) 
on online portals, making him the lar- 
gest online seller of digital cameras 
in the country. His annual revenue: Rs 
2.5 crore, 60 per cent of which comes 
from online transactions. 

Most traditional businessmen in In- 
dia, particularly those unacquainted 


with technology, would tend to be as ap- 
prehensive as Waswani was in 2002. But 
over the last three years, a growing num- 
ber of them are seeing sense in not 
changing their entire business model, 
but by merely changing the front-end — 
of selling in the Internet marketplace. 
Consumer retailing on the Internet is 
rising, spawning all sorts of unlikely en- 
trepreneurs. 

The model in India is fairly unique. It 
isone wherein businessmen are turning 
more to auction websites (C2C) as shop 
fronts than the traditional, true blue on- 
line stores like Amazon. The upsurge 
has much to do with the popularity of 
web portals like Indiatimes, eBay and 
Rediff in India. Their success, as brands, 
not only provides a sense of security for 
entrepreneurs, but also helps minimise 
upfront costs. 

For starters, entry costs to sell on a 
Web platform are relatively low. The 
entry cost of selling through retail 
chains is high. On the other hand, a 
Web portal like Rediff would charge Rs 
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Taroon Waswani resurrected his impor- 
ted digital camera business in 2002 by 
taking it online 


12,000 annually to display products on- 
line, besides a 8-25 per cent commis- 
sion, depending on the product cate- 
gory. Even sellers with low risk appetites 
have begun to sell online on an experi- 
mental basis. 

In the present setup, online traders 
are responsible for sourcing products, 
while portals handle the marketing of 
thesites. Sharad Kasture, another Mum- 
bai businessman and currently Rediff's 
second biggest vendor, says: "Theres no 
point for me to even have my own web- 
site since I don't have the marketing 
budgets to promote it anyway." His an- 
nual turnover grosses Rs 2 crore, selling 





Businessmen In 
India are slowly 
realising the 
benefits 

of using the 
Internet to 

sell across 

the country — 
and beyond 
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items like apparels and 
home appliances. In In- 
dia, the online-transac- 
tion activity has gone up 
too — from 207,000 in 
2003-04 to between 
250,000 and 440,000 in 
2004-05, according to 
the Internet & Online 
Association (IOA). A ma- 
jority of this is on ac- 
count of ticket and 
travel, though, which 
constitutes 62 per cent of 
all online transactions. 

Its early days yet in 
India, given the infra- 
structure and poor Inter- 
net penetration. But the 
businessman's transition to the Internet 
has produced some dos and don'ts. 
Traders don't always find a ready market 
for all products. Rajesh Sheth, a trader 
who sells music, books and gift items, 
asserts: "The products must be Inter- 
net-friendly." By this, he is referring to 
products whose value or ‘ticket price’ 
arent very high and the shipping cost 
(determined by weight) don't nullify 
their price advantage. "For instance, a 
bed mattress isn't Internet-friendly 
since the cost of shipping might out- 
weigh the price itself," he notes. In India, 
as in the West, products like apparels, 
electronics and books generate maxi- 
mum volumes for the same reason. The 
average ticket price for products bought 
by Indians is Rs 300-500. 

Meanwhile, businessmen like Rajiv 
Mehta are leveraging the 
Internet to reach out to 





The product's value and 
shipping cost must not 
nullify the price advantage 
on the Internet, according 
to trader Rajesh Sheth 


Jeweller Rajiv Mehta, who- 


value items like jew- 
ellery online," he says. 
The low Internet pene- 
tration in India has not 
been a problem for him. 
Only a tenth of his clien- 
tele are Indians and his 
revenues exceed Rs 10 
crore. He, however, ad- 
mits that it is difficult to 


2-lakh price point. Cus- 
tomers would rather 
physically see the prod- 
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he says. 

Having said that, In- 
dian consumers are in- 
creasingly seeing the In- 
ternet as a destination for good deals. 
Products prices on the Internet are gen- 
erally lower than MRP rates. The Web 
entrepreneur can greatly minimise — if 
not eliminate — costs like holding in- 
ventory and marketing, along with 
wholesaler and retailer margins. These 
benefits can be passed on to the con- 
sumer. 

Waswani points to how the Internet 
provides more scope for good deals — 
not necessarily just brand names — 
when compared with retail outlets. 
"When consumers walk into retail 
stores, they come looking for a brand. 
That's why our lesser-known brands 
didn't sell. However, online consumers 
are looking for the best deals, regardless 
ofthe brand,” he adds. 

In India, e-commerce has picked up 
in areas where the ineffi- 
ciencies in the supply 


uct if it is very expensive, | 


buyers beyond India—a 
luxury that the Internet 
affords at far lower costs. 
Mehta, a third-genera- 
tion jeweller, has been 
using the Internet for a 
pan-global coverage 
since 1999. His website, 
suratdiamond.com, is 
among the sponsored 
links on Google. Just doa 
search for ‘diamond’ or 
‘jewelry’ on Google, and 
you'll see. “Most of my 
customers are in coun- 
tries like the US and UK 
where people are com- 
fortable buying high- 


se clientele is largely in 
the US, UK and Australia, 
is unperturbed about low 
Net penetration in India 
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chain are apparent. 
Cities like Siliguri and 
Jamnagar account fora 
high percentage of or- 
ders since they don't 
have a strong retail pres- 
ence. In Waswani's case, 
these cities account for 
40 percent of his rev- 
enues. Still, e-commerce 
in India, excluding travel 
& ticketing, accounts for 
only about Rs 225 crore, 
according to IOA. 
Though progress has 
been made on infra- 
Structure issues like 
broadband penetration, 
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... ONLINE RETAILING 


payment gateways and logistics, the 
biggest problem is consumers' percep- 
tion. According to Nasscom's Strategic 
Review 2005, less than 10 per cent of the 
Internet users in India buy products on- 
line. "Most users in India currently use 
the Internet for accessing email and/or 
in some cases for academic pursuits in 
schools and universities," it says. The 
current online purchases are made 
from offices — a reason why online sales 
plummet on weekends. 

The Internet space is also a play- 
ground for pranksters, leading to a high 
rejection rate. Says a trader who 
stopped selling his products on an auc- 
tion website: "Half the bidders aren't se- 
rious buyers, thus the rejection rate of 
products that consumers ‘click to buy’ is 


Mumbai businessman Sharad Kasture 
has leveraged Rediff's brand name, 
saved on marketing costs, to become 
its second biggest vendor 





very high." In the US, where the rejec- 
tion rate is just 2 per cent, the conve- 
nience of the Internet has produced a 
relatively more mature class of shop- 
ping consumers. 

On the seller front, the number of 
online sellers is too less to acknowledge 
an alternative to the existing retail sup- 
ply chain. Gautam Thakar, eBay India's 
head of marketing, feels it's a matter of 
awareness. "Our biggest focus this year is 
to educate sellers on the online market- 
place. We have been conducting educa- 
tion camps to make them aware of how 
to sell online. In China, where a similar 
exercise was done by us three years ago, 
the number of online sellers has in- 
creased by almost 50 times,” he says. 

China's retail e-commerce revenue 
was valued at $1.2 billion last year. While 
India has a lot of catching up to do, there 
is money to be made for Indian entre- 
preneurs in the early part of the e-com- 
merce wave. il 
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Job Title: Hardware Engineering Director (HEADED-05 
Job Description: 


Overall Lead of the hardware engineering development of RF, 
digital, analog, and power designs on CDMA handsets. Directs 
and controls the activities of a broad functional area through 
several department managers within the company. Has overall 
control of planning, staffing, budgeting, managing expense 
priorities, and recommending and implementing changes to 
methods. 


REQUIREMENTS: 
e Masters degree in Electronics or equivalent experience 
@10+ years of experience with 6 years in mobile device design 


e Proven technical leadership record in transceiver design and 
integration with good understanding of digital and audio design 
requirements for high volume handsets 


eKnowledge of either: CDMA, AMPS, G.M. or G.PS. RF circuits, 
subsystems, and test equipment 


e Ability to work in a cross-functional environment 


e Strong RF subsystem, circuit analysis, and optimization skills 
and a commitment to driving all design details/issues to closure 


e Excellent troubleshooting skills and strong knowledge of test 
equipment 


KEY RESPONSIBILITIES: 


e Effectively communicates the plans, schedules, and status to P 
project Executive and other team members 


e Anticipates, identifies and solves hardware engineering issues 
e Oversees board layout and placement 
e Mentors and coaches junior hardware team members 


e Manages each phase of CDMA mobile hardware development 
from conceptthrough delivery 





Interested persons may apply to 
careers.bir@kyocera-wireless.com. 

Please apply against specific job code in the 
subject matter. 





Kyocera Wireless (India) Pvt. Limited - 


or, Phase |, Divyasree Towers, #55, Guruppana 






















@ Writes and/or implements tests and simulation plans. Develops 
test procedures and design documentation 


e Independently debugs and integrates analog and digital circuits 


e Coordinates with other engineering groups including CAD, 
Configuration Management, Manufacturing, Test Engineering, 
Software and Systems 


ePerforms tradeoff studies involved with modifying/optimizing 
current products and/or manufacturing processes 


e Performs qualification and integration testing of recently 
redesigned circuit cards, modules, and/or components; and 
evaluates performance against predicted results and documents 
the test results 


e Write designs and/or manufacturing documentation and 
presents at design and/or product reviews | 


e Responsible for layout reviews 


e Develops and/or supports high-efficiency power supply circuits 
including battery charging, power regulation, and power 
management circuits 


e Select components and develop schematics and responsible 
for schematic captures 


e Responsible for other duties as assigned 


SCOPE OR IMPACT: (financial or other quantitative 
measures): 


e Works on issues of diverse scope where analysis of situation or 
data requires evaluation of a variety of factors, including an 
understanding of current business trends 


e Follows processes and operational policies in selecting 
methods and techniques for obtaining solutions 


e Develops and administers schedules, performance 
requirements; budget responsibilities 
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The futures and 
options basket 
has grown 
bigger. How you 
can join in the 
derivatives game. 
By Rachna Monga 


Personal finance 


MILETUS, Greece, BC 585: A poor philosopher, Thales, developed a financial device 
which involved a principle of universal application. But the people of Miletus 
scoffed at his idea and said that his lack of wealth was proof that philosophy was a 
useless occupation. Thales decided to prove them wrong. He had a great skill in 
forecasting; and predicted an exceptionally good olive harvest the next autumn. He 
entered into agreements with olive-press owners to deposit what little money he 
had with him in return for exclusive use of their olive presses when the harvest was 
ready. Since the olive-press owners were not so sure of a good harvest, they were 
willing to hedge against the possibility of a poor yield. When harvest time came, it 
turned out to be a good crop and the demand for presses increased tremendously. 
Thales let them out at any rate he wanted, making big money in the process. 

— From Aristotle's Politics, translated by Benjamin Jowett 


HALES’ method of making | 


money nearly 2,500 years ago 

is a rage in the global financial 

markets today. The man 

widely regarded as the founder 

of Greek philosophy was prob- 
ably the first to use the options contract 
— one among the many derivatives in- 
struments being traded today. In India, 
the tryst with derivatives is just five 
years old. 

How about you? Have you joined the 
derivatives market yet? Or, are you fight- 
ing shy thinking that trading in futures 
and options (F&O) is a highly specula- 





tive game, to be played only by savvy in- 
stitutional investors? 

Well, here are some myth busters. 
No doubt speculators have dominated 
the derivatives market, but there are 
many who regard this as a risk manage- 
ment tool. Indeed, veteran traders de- 
scribe it as taking insurance for your in- 
vestments just as you do for your life, 
home or durables. And, if you look 
through the records at the National 
Stock Exchange, which controls almost 
90 per cent of the total trading volumes 
in derivatives, you will find it's retail in- 
vestors who are driving up the volumes. 


e? 
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NSE reports show that retail investors 
accounted for more than 50 per cent of 
its business, while institutions’ contri- 
bution has been below 10 per cent. 

One such retail investor is econo- 
mist Dr Ravi Munjal. He bought Nifty fu- 
tures on 17 May, the historical black 
Monday last year. As the markets re- 
couped, Munjal sold the futures and 
pocketed a neat gain of 10 per cent. Or 
take the case of Amit Kochchar (see ‘In- 
vest Only What You Can Spare’), who 
claims to have mastered the art of trad- 
ing in derivatives by reading basics and 
taking tips from his broker. By actively 
trading in options, he manages to make 
the most of his Rs 60,000 investment, 
dedicated to trading in stock calls and 
Nifty futures. Not surprisingly, NSE has 
the maximum number of single stock 
futures being traded in the world. And 
brokerage houses like Refco Sify, Motilal 
Oswal, Kotak Securities maintain that 
their retail/high networth (HNI) seg- 
ment has grown faster than the institu- 
tional clients. 

Munjal and Kochchar are excited 
that the basket of stocks derivatives in 
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India has grown bigger recently. There's 
been a more than two-fold rise in the 
number of stocks where futures and Op- 
tions will be allowed. In 2001, when 
stock futures trading began in India, it 
was introduced in only 32 stocks, which 
were largely in the large-cap category. In 
2002, 12 more were added. But since 
April 2005, 70 new stocks have been 
added, taking the total to 126. Most of 
the new entrants are mid-cap stocks in 
banking, pharma, auto-ancillary and 
textile sectors. For instance, you can 
now do a futures trade in Alok Textiles, 
Titan, ABB, Matrix Labs, Bilt, IVRCL In- 
frastructure, Divi's laboratories. 
Analysts say the move to increase 
the stocks in F&O will lead to an im- 
provement in liquidity in the mid-cap 
stocks. "As arbitrageurs will now be able 
to take leveraged positions in these 
stocks, liquidity is likely to improve in 
the cash market," says the head of deriv- 
atives trading at a brokerage. "The addi- 
tion of new securities gives a cushion to 
retail investors as it reduces the impact 
cost. The seller also has some kind of 
cushion in a stock with F&O," points out 
Rohit Seksaria of Enam Securities. 
Impact cost, an indicator of liquidity, 





Amit Kochchar, a 26-year old team leader 
in a software firm, has made good calls 
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is the cost, which determines the ease 
with which the stock can be bought or 
sold at its fair price. Higher the impact 
cost, it means the stock is not very liquid 
and you will not realise the actual price 
while buying or selling. Mid-cap stocks 
tend to have a higher impact cost, as the 
number of shares traded in the market is 
not very high. 

In fact, there has been a significant 
fall in the impact cost in the large cap 
stocks where futures and options were 
introduced in 2001. Also, these stocks 
are less volatile now. Take for instance, 
Nifty, where the average impact cost has 
come down from 0.15 per cent then to 
0.07 per cent now. The volatility in these 
stocks too has come down. For instance, 
ACC and BPCL had a volatility of 46.11 
and 49.44 in 2002. Today, as per NSE fig- 
ures, it stands at 24 and 27, respectively. 

Its expected that the new lot of F&O 
stocks will echo this trend. Already trad- 
ing interest has picked up in the one- 
month futures contract of these stocks. 

Barely two months into it, the one- 
month futures of stocks like Reliance 
Capital, Century textiles, IDBI, Video- 
con International are clocking volumes 
in excess of Rs 30 crore-40 crore. 











Invest only what 
you can spare’ 


OCHCHAR has been investing in the 

Stock markets for the last three years. 
His investment horizon doesn't go beyond 
6-12 months. Being familiar with the 
stockmarkets, Kochchar started learning 
derivatives on his own. 

He read textbooks, took tips from 
brokers and followed the market closely. 
Today almost 60 per cent of his Rs 1 lakh 
portfolio is in stock calls, options and Nifty 
futures, while the rest is invested in 
Stocks. He short-sells stock call and put 
options to earn a premium and reverses 
the position by buying them later on. 

In his one and half years of investing 
in derivatives, he hasn't yet suffered a big 
jolt. He attributes his success to two 
principles — when in doubt exit quickly 
and invest only as much as you can afford 
to lose. Li 





Using Derivatives To Manage Risk 

The stock markets today are on a roller 
coaster drive. In April, Infosys' results 
and the global commodity meltdown 
were casting dark clouds. The Sensex 
dipped to 6100. Two months on, it's 
touching a level of 6900. In this kind ofa 
market, derivatives help manage risk. 
Its almost like having a short-term in- 
surance cover for your stock portfolio, 
which comes at a cost of a premium or 
margin. You could either enter into a fu- 
tures contract, which is an agreement to 
buy or sell a specific stock/index at a 
specific price on a future date or an Op- 
tions contract, which gives a right to buy 
and sell stock/index at a pre-fixed price. 
Butunlike futures, which are bindingon 
both the parties, in options, at the time 
of its expiry, you may or may not exer- 
cise this right. An options contract gives 
you the right to buy at a pre-fixed price, 
if it's a call option, and a right to sell if it's 
a put option. 

There are some rules governing de- 
rivatives trading, though. For instance, 
market regulator Sebi has put Rs 2 lakh 
as the minimum transaction size for any 
derivatives contract. But that doesn't 
necessarily mean that one needs to 
have at least Rs 2 lakh to begin investi ng. 
The minimum transaction size deter- 
mines the number of shares in a deriva- 
tive contract. Based on this value and 
the price of the stock/index, the mini- 
mum number of shares per contract has 
been fixed. Let's say the Arvind Mills 
stock trades at Rs 250, so its market lot is 
fixed at 800 shares. Buying or selling one 
futures/options contract in the Arvind 
Mills stock would imply that you are 


buying/selling 800 shares. 


But in the case of a futures contract, 


| instead of paying the full value, you pay 


a certain percentage as a margin as 
specified by the exchange. And at the 
time of the expiry of the futures con- 
tract, the difference between the futures 
and cash price is settled in cash. Op- 
tions, however, work differently. Here, 
one pays a premium (price paid to buy 
the right to buy or sell), which is based 
on a complex formula arrived at by the 
exchange. Take, for instance, Tisco, 


_ which is trading at Rs 334. If you buy a 


one-month call option at a strike price 
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of Rs 330 (this is the right to buy the min- 
imum lot of 675 shares at Rs 330 per 
share), your cash outgo will be Rs 10. So 
it’s the buyer who pays the premium. 

For the moment, however, it’s fu- 
tures trading that has really caught the 
fancy of investors. The volumes in index 
and stock futures are almost eight times 
that of stock options. Futures allow ex- 
posure in a stock/index at just 20-25 per 
cent of the contract value, which is con- 
sidered as good as the old badla system. 
“Futures are easy to understand as in- 
vestors equate it with badla. They can 
hold the position in the stock by rolling 
over the futures contract to next month. 
However options, due to its pricing 
complexities, hasn't been understood 
easily," explains Jeetendra Panda, head 
of derivatives, Motilal Oswal Securities. 

The most common way that futures 
are used is cash-futures arbitrage or 
pure hedging. In cash-futures arbitrage, 
if the futures contract of a stock is at a 
discount to its market price in the cash 
market, then you can buy the futures 
contract and sell the stock. It could also 
be the other way around. If the futures 
are at premium to the stock, then you 
buy the stock and sell the futures. The 
resulting difference is what you will 
pocket as a profit. Two derivatives- 
based funds from JM Mutual and Pru- 
dential ICICI Mutual Fund plan to gen- 
erate returns this way. JM Equity & 
Derivatives and Prudential ICICI 
Blended Fund, take exposure in fu- 
tures/options of only those stocks, 
which they hold and which provide ar- 
bitrage opportunity. Derivatives expo- 
sure is capped at 50 per cent as per the 
Sebi rules, so the rest of the portfolio 
may be invested in fixed-income instru- 
ments, depending on the opportunities 
available. In this way, the funds will aim 
to generate returns higher than cash 
funds, albeit with little more risk. 

In the case of pure hedging, you can 
cover your stock portfolio by simply sell- 
ing the stock futures contracts of equiv- 
alent value. So that if the markets fall at a 
later date, the loss in the stock portfolio 
is compensated by the gains in the fu- 
tures portfolio. This strategy can be used 
to protect against any short-term down- 
side in the stockmarket. 








Government employee Subhash 
Bhardwaj tends to hold his stocks 


Where returns are concerned, the 
risk involved in futures is higher than in 
options, because the margin payments 
are readjusted to the daily market price 
of the stock/index and the margin rate 
may also be revised by the exchange. 
Take the case of Arvind Mills again. If 
you feel the stock has a great future and 
will go up to Rs 300, you buy a future 
contract at Rs 270. For the contract value 
of Rs 2.16 lakh you pay just Rs 43,200, as- 
suming a 20 per cent margin. This mar- 
gin will be reset on the basis of the daily 
market price. So if the stock rises to Rs 
350, the new margin requirement will 
be Rs 56,000 and you pay the difference 
of Rs 12,800. Or if the stock tanks to Rs 
200, you get back the excess above the 
margin requirement. Also, if the ex- 
changes decide to increase the margin 
from, let's say, 20 per cent to 35 per cent, 
the blow will be much more severe, es- 
pecially in a falling market. 

In contrast, for the buyer of an op- 
tion, the risk is limited to the premium 
paid, while the maximum gain is unlim- 
ited. For the seller of an option, the re- 
turns are limited to the premium re- 
ceived, but the risk is unlimited. 

To take the Tisco example, if you 
think the stock has an upward potential, 
you buy a one-month call option at 
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TRIBHUWAN SHARMA 


‘Not my cup 
of tea’ 


ITH 15 years of experience as a 

stockmarket investor, Bhardwaj 
now realises that he should book profits 
quicker. His first experience with deriva- 
tives hasn't been sweet. Almost 4-5 
months back, he invested more than Rs 1 
lakh in one-month futures contract of a 
stock, which was quoting at a discount to 
its public offer price. 

The stock fell after the public issue 
and he incurred losses. Since then he has 
been trying to recoup losses by selling call 
options on the stock. But in doing all this, 
he realised that he needs to keep a close 
watch on the markets regularly. 

Now Bhardwaj plans not to touch de- 
rivatives. He feels long-term investors 


shouldn't venture into this territory. a 





strike price of Rs 330. If the stock 
reached Rs 350 at the time of the expiry, 
you exercise the option. Your net gain 
would be Rs 10 (price difference of Rs 20 
minus the premium outgo of Rs 10). 
However, if the stock price falls below 
the strike price of Rs 330, it will be un- 
profitable to exercise the option, as you 
will end up paying a higher price for the 
shares. So your loss and the seller's profit 
will be restricted to the premium paid. 
These are just some of the simple 
ways in which derivatives can help you 
manage risk in your stock portfolio and 
take advantage of short-term move- 
ments. But there are some extremely so- 
phisticated strategies being used in the 
derivatives market. Theories and tech- 
nical books abound, which may not 
guarantee instant success in investing, 
but here are some tips from experienced 
investors 
W Tread into derivatives only if you un- 
derstand the underlying stock markets 
W Take exposure only up to that 
amount, which you can afford to lose. 
ll Invest time in finding a good, profes- 
sional stockbroker, who is an old hand 
at the game. 
W Long-term investors should stay 
away if the short-term swings and losses 
upset their stomach. Li 
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One of the most important feature is Grouping. With 
I have been using Tally for the past 10 years. Tally, I can classify and segregate the data according to the 
Groups. For example, since I am into greeting cards, I can 


re group my products into birthday cards, anniversary cards 
Apart from being VAT compliant, Tally 7.2 is a windows- 


based package with many useful features and a very 
affordable price tag. 


etc. and maintain the inventory and accounts on an 
individual basis. This feature is not available in other 


accounting packages. 
8 8 


Tally is a user friendly software package and it is very easy 


to familiarize yourself with it. Jis we l ; 
s Yes, automation saves a lot of time. As I mentioned earlier, 


sorting and segregation, which are very vital to my 

business are very time consuming, but this is made easy by 
| am a chartered accountant, but even if I weren't an automation. With the implementation of VAT, it's now 
accountant, I would find Tally very easy to understand critical for businesses to automate. 
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Go the holistic way 





EARS ago, I had dinner with 
the portfolio manager of a 
large, well-known US mutual 
fund (unit trust) company. I 
had been recommending his 
fund to my clients for many 
years. I told him about my brother, a 
minister, who had asked me for a rec- 
ommendation for his retirement funds. 
"My brother is married, has two chil- 
dren and does not make much money,” 
I told the manager. “He is not sophisti- 
cated when it comes to money. He is go- 
ing to need some money in about five 
years to put his children through col- 
lege, and he is going to need to use his 
investments to supplement his retire- 
ment income in about 15 years. With his 
lack of investment experience, I felt a 
low-volatility fund like yours was just 
perfect for him." The manager dropped 
his diner fork, stood up and slammed 
his hands down on the table. "Oh," he 
said, “I wish you hadn't told me that! 
Now you've put a face to the money." 

At first, I was puzzled by his re- 
sponse. Later, it occurred to me 
that this is the difference between 
an investment manager and a fi- 
nancial planner. While investment 
managers focus on portfolio, fi- 
nancial planners focus on people. 

The concept and process of fi- 
nancial planning started in the US 
about 35 years ago. Today, it has ex- 
panded to about 25 countries, in- 
cluding India. Financial planning 











is the process of determining how an in- 
dividual can accomplish his or her life's 
goals through proper management of 
financial resources. Planners provide a 
‘holistic’ approach by preparing a plan 
to determine goals and action plans on 
how to achieve those goals. They are fu- 
turists who make projections on your fi- 
nancial life. The financial planning 
process distinguishes planning practi- 
tioners from other professional advisers 
who focus only in one area ofan individ- 
ual'5 financial life. 

In the US, professional planners are 
generally certified financial planners 
who have completed a series of courses 
on personal financial planning, com- 
pleted a practice knowledge exam in 
personal planning, and have work expe- 
rience. India, too, has adopted this edu- 
cational standard. 

The planning process usually begins 
with a data-gathering and goal-setting 
meeting, where the planner will ask you 
about your income, expenses and re- 
sources. He will ask you to set specific 
and quantifiable goals such as "I want to 
retire at age 65 and maintain my current 
standard of living.” Your planner should 
talk with you about insurance planning, 
estate planning, taxes and any other is- 
sues that may affect your goals. 

Most importantly, you should be 
able to communicate easily with your 
planner. He should also be able to listen 
effectively, explain complex concepts 
and engender trust and confidence. In 
most countries, planners have pro- 
gressed from being ‘trusted advisers’ to 


It’s a financial planner’s job 


to help you seek the best 
long-term investment 


choices and stay with it, 
even when the markets 
are volatile 
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being ‘client advocates. 

Your planner will also help you pri- 
oritise your goals. You may want to 
throw a fancy wedding for your daugh- 
ter, send your son to college, provide ad- 
equately for your parents, or enjoy an 
early retirement. It's your planner’s job 
to analyse these objectives, determine 
whether your resources are appropriate, 
and help you decide which ones you 
can accomplish and how you can man- 
age your lifestyle to help you get there. 

Planning is event-driven. In the US, 
many people seek an adviser as they 
plan for their children’s education or 
prepare for retirement. They also seek 
advice when markets are volatile or 
when they have seen substantial loss in 
their investments. In the 1990s, invest- 
ing looked easy in the US. The technol- 


ogy markets were roaring and most in- 


vestors were chasing the hot stock of the 
last 10 minutes. By 2000, the technology 
bubble broke and many investors, 
frightened by the precipitous drop in 
their portfolio values, ran to planners to 
salvage what was left of their assets. One 
new client told me: “I’ve lost my shirt, 
just keep me from losing my pants." It's a 
planner's job to help you seek the best 
long-term investment choices even 
when the markets are volatile. 

Be prepared to pay your adviser just 
as you would your chartered accoun- 
tant or solicitor. Globally, planning is be- 
coming a profession, so paying fees for 
professional advice is not uncommon. 
Your planner may use investment or in- 
surance products, but these help you 
reach your goals. In the US, we 
have come to value financial plan- 
ning as an important part of our 
diagnostic tools for living well and 
we rely on our professional finan- 
cial planners to help us use these 
tools to get us where we want to go. 





The author is president, Evensky 
Brown & Katz, a private wealth man- 
agement firm based in Florida 
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Your tax guide 





OW that Parliament has fi- 
nally passed the Finance Bill 
2005-06, with several amend- 
ments made to finance min- 
ister P Chidambaram’s Bud- 
get 2005 proposals, heres a 
quick guide to understand the changes 
made relating to taxation. 





Changes In Direct Taxation 
Taxpayers should be happy with the 
changes in direct taxation brought 
about by Budget 2005. Among the in- 
vestor-friendly decisions that they can 
now look forward to are: lower tax, the 
freedom to invest anywhere and yet be 
eligible for the same tax benefits, con- 
tinuing tax exemptions on dividends, 
and widening scope for derivative 
transactions. However, the bad news is 
abolition of Section 80L and the levy of 
the banking cash transaction tax. 

The basic exemption limit for indivi- 
duals, Hindu Undivided Family (HUF), 
Association of Persons (AOP) and Body 
of Individuals (BOI) has been raised 
from Rs 50,000 to Rs 1 lakh. To offset any 
loss on account of abolition of addi- 
tional rebates available to women and 
senior citizens, the basic exemption 
limit for women has now been fixed at 
Rs 1.35 lakh instead of Rs 1 lakh, while 
the basic exemption limit for a senior 
citizen has been fixed at Rs 1.85 lakh in- 
stead of Rs 1 lakh. 

The threshold limit for the levy of 10 
per cent surcharge has been raised from 








Rs 8.5 lakh to Rs 10 lakh, while an educa- 
tion cess of 2 per cent continues to be 
levied on all categories of assessees. 


Standard Deduction Abolished 

Ask an ordinary taxpayer whether he or 
she incurs any additional expenditure 
on the way to work. The answer would 
be yes. There are many hidden expenses 
incurred everyday by every employee to 
maintain his/her job. For instance, 
commuting to work, knowledge and 
skill upgradation, and even presentable 
clothes to wear to office. 

Standard deduction, which was in- 
troduced in 1975, was a way to help 
employees meet the day-to day expen- 
diture necessarily incurred while per- 
forming their duties. This has now been 
withdrawn. The reason extended by the 
finance minister is the proposed in- 
crease in the general exemption limit 
and the substantial broadening of 
the income slabs. But, how are these 
correlated? Salary is the only head of 
income where gross earnings are sought 
to be taxed, and there are no allowances 
made for expenditure incurred on 
earning such income. 


Rebates Replaced By Deductions 

A major policy shift in this Budget is the 
decision to free investors from artificial 
boundaries on obtaining tax benefits. 
Now, there is no discrimination be- 
tween government-controlled invest- 
ments like Public Provident Fund/ 
National Savings Certificate, etc., on 
the one hand and mutual funds on 
the other. 

Rebates under Sections 
88, 88B, 88C and 88D have 
been abolished along with 
deduction under Section 
80L. These have been re- 
placed with Section 80C, a 
scheme of deduction from 
taxable income. Section 80C 
offers deduction from gross 
total income for investments 





in eligible instruments as per the follow- 
ing scheme: 

W Overall deduction under Sections 
80C, 80CCC and 80 CCD has been lim- 
ited to Rs 1 lakh. 

li Eligible investments under Section 
80 C continue to be the same as in the 
the old Section 88. Thus, there is no 
need to panic. 

ll There is complete freedom on where 
one can invest now as sectoral caps 
within overall limits of Rs 70,000 and 
Rs 1 lakh under erstwhile Section 88 
have been abolished. Earlier, one could 
invest only up to Rs 70,000 in PPF/ LIC/ 
NSC/repayment of housing loan/chil- 
dren's education, etc., while additional 
investment in mutual funds was limited 
to Rs 10,000. For bonds, one could how- 
ever invest up to Rs 1 lakh. 

W Within the limit of Rs 70,000 there 
was another sectoral cap on children's 
education up to Rs 1,000 per month per 
child for a maximum of two children 
and maximum of Rs 24,000 per an- 
num.Now all these sectoral caps have 
been abolished within an overall limit of 
Rs 1 lakh. This means that one can claim 
a deduction of up to Rs 1 lakh on ac- 
count of expenditure towards educa- 
tion of children. 

ll Deduction under Section 80C will be 
available even if gross total income ex- 
ceeds Rs 5 lakh, though rebates under 
Section 88 were earlier denied to those 
with gross total income above Rs 5 lakh. 
ll Deduction under Section 80C would 
lapse ifinvestments are disposed before 
the prescribed period. 


There is com- 
plete freedom 
on where one 


can invest now 
as sectoral caps 
are removed 
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Section 80L Abolished 
Income by way of interest is now subject 
to tax without any threshold limit. Be- 


sides. hurting the older generation, | 


which is dependent on interest earning, 


abolition of Section 80L has far wider - 


ramifications. Banks are supposed to 
deduct TDS on interest paid on fixed de- 
posits and savings accounts if the inter- 
est crosses Rs 5,000 per annum. 

Earlier, income by way ofinterest up 
to Rs 12,000 was exempt from tax under 
Section 80L. Also, investors could bifur- 
cate the fixed deposit receipts and place 
smaller sums with various branches to 
duck the provisions. Now banks, com- 
panies, cooperative societies or public 


firms responsible for paying interest to - 


residents have been asked to furnish 
quarterly returns to the tax department. 
This will generate a trail, which can be 
linked to individuals with the help ofthe 
PAN and customer identification 
number. 


Tax Sops On Educational Loan 
Redefined 

Section 80E now allows deduction 
of interest without any limit on the 
loan taken from any financial in- 
stitution or any approved charita- 
ble institution for pursuing higher 
education. Deduction would be 
available for eight consecutive 


years in which interest is paid, starting | 


from the year when interest was paid 
first till the year it is paid in full. 

Please note that repayment of prin- 
cipal is no longer eligible for tax sops, as 
was the case till last year, wherein de- 
ductions on repayment of principal and 
interest up to Rs 40,000 per year was al- 
lowed. 


Derivative Transactions: No Longer | 


Speculative In Nature 


The Budget gives a major boost to deriv- 


ative transactions by eliminating ambi- 
guity and laying down a scheme of taxa- 
tion. From now on, a derivative 


transaction would not be termed asa | 


speculative transaction. 
Under the existing provisions, à 


transaction for the purchase and sale of | 
any commodity, including stocks and | 
| coupon bonds will be subject to tax at 10 


shares, is deemed speculative if it is set- 
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tled otherwise than by actual delivery. 
The profits/loss from speculative trans- 


actions was not allowed to be adjusted | 


against normal business loss/profits. 
This had led to some ambiguity in the 
taxation of such transactions. 

Given the transparency in screen- 
based computerised trading, itis easy to 
track derivative transactions. Hence, 
these have been taken out of the specu- 
lative net, provided they have been car- 
ried out in a recognised stock exchange 
electronically on a screen-based system 
through a stock broker/sub broker 


banks Or mutual funds. 


Income. of Non-Resident Indians 
From Deposits 


The revival of exemption of interest in 
non- -resident (external) accounts- and 


exemption of iere on Mind cur- 


The Budget gives a major 
boost to derivative- 
transactions by 


eliminating ambiguity and 
laying down a scheme 
of taxation 


rency deposits, which had b been abol- 
ished last year, is a right step. This would 
help NRIs place more s with 
Indian banks. 


Income From Zero coupon Bonds 
Income from zero coupon bonds (not 


being stock-in-trade) would be now - 


treated as a capital gain, provided: 
li These bonds are issued by an infra- 


structure capital company or infra- : 


structure capital fund, or public sector 
company on or after 1 June 2005 at a 
discount. | 
W No payment or benefit is received or 
receivable on such bonds before matu- 
rity or redemption. 

BI No tax shall be deducted at source on 
income at the time of maturity or re- 
demption. 

Wi Long-term capital gain on zero 


7h 


other than registered intermediaries or 








vidual oe 


per cent («surcharge «education cess) - 
without indexation. ; 
ll Long-term capital gain on transfer of 

such bonds will be eligible for exemp- 
tion from long-term capital gains under 
section 54ED. 


Banking Cash Transaction Tax (BCTT) 
The use of the banking channel has 
helped in the proliferation of black 
money. Now, cash withdrawals from 


- banks would be subject to a new tax 


called banking cash transaction tax 
(BCTT) if they fall under the category of 
taxable banking transaction. 

BCTT at the rate of 0.1 per cent 
would be levied.on the value of each 


- such taxable banking transaction from 1 


June 2005. This novel scheme mooted 


by the finance minister, although it is 


fraught with lots of administrative prob- 


Jems, may succeed in putting some 


check on the movement of black 
money. 

Taxable banking transactions 
can either be cash withdrawals 
from bank accounts or encash- 

 mentofterm deposits beyond pre- 
scribed limits as follows: 
W Cash withdrawals by whatever 
mode — be it cheque, withdrawal 
forms or ATM — from bank 
accounts on any single day, ex- 
ceeding Rs 25,000, in the case of in- 
dividuals and Hindu Undivided Family 


and Rs 1 lakh in case of others, such as 


companies. 


W Encashment of term deposit, i.e. 


receipt of cash from bank on any single 


dayon encashment ofone or more term 
deposit exceeding Rs 25,000 in case of. 
term deposits held in the name of indi- 


viduals and HUF and Rs 1 lakh in the . 
case of term deposits held by others like : 
companies. - | 
Thankfully, withdrawals from sav- 
ings accounts have been kept outside - 


_ the purview of BC TT, otherwise it would | 


have unnecessarily hassled small, m 


Tax expert Sudhir Malik is a practising y 
chartered accountant and partner at — 
MSN &Co., achartered accountancy 
firm. Send your queries to 
tax@bworldmail.com. 
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EALTH managers and private 
W banking head honchos in India 

have a reason to celebrate. A 
World Wealth report of Merrill Lynch 
Capgemini shows that in India, individ- 
uals with net worth of more than $1mil- 
lion have risen from 61,000 to 70,000 in 
2004. And, the pace at which the number 
of such individuals has grown is far 
above the world average of 7 per cent. 
Across the world, there are 8.3 million 
members who are part of the million 
dollar club. If they pool their assets, their 





More Indian millionaires 


combined wealth of $30.8 tril- 
lion can buy a country. 

One would imagine that 
with so much wealth at their 
disposal, this club would fit in 
the high risk and high return 
matrix. But as the report says, 
high networth individuals 
(HND allocation strategies be- 
came more conservative in 
2004. Since global stockmarkets 
were volatile last year, their eq- 
uity exposure was trimmed marginally. 
Even hedge funds, which performed 
miserably in 2004, are being seen only as 
a tool for portfolio diversification. Also, 
the allocation in real estate has gone 
down from 17 to 13 per cent. Instead, 
they increased their allocation to private 
equity, and emerging markets. 

Clearly wealth managers will need to 
beon their toes and become more inno- 
vative while serving their discerning mil- 
lion dollar clients. z 
RACHNA MONGA 


DILEEP PRAKASH 





SCB fined for strong-arm tactics 


HE State Consumer 
T Disputes Redressal 

Commission of 
Chennai has recently di- 
rected Standard Char- 
tered Bank to compen- 
sate Rs 20 lakh to one of 
its customers. The rea- 
son: the bank engaged 
middlemen to recover 
credit card dues from a 
Chennai-based couple, 
whose cheque for 
Rs 27,000 allegedly 
bounced. Pointing out 
that such high compensation should 
serve as an eyeopener for banks that em- 
ploy such means, the commission said 
that RBI should not hesitate to cancel 
their licences. 

This case just adds to the growing list 
of judgements against banks erring in 
customer service, but there's no end to 





the woes. After receiving 
several complaints on 
credit cards from con- 
sumer organisations, 
the RBI constituted a 
working group to look 
into it. The group has 
submitted its recom- 
mendations. RBI has 
also proposed setting up 
an independent body — 
Banking Codes and 
Standards Board of In- 
dia (BCSBD, which will 
act as a banking watch- 
dog. Consumer activists laud RBI's step 
but are cautious. “It needs to be seen how 
much BCSBI will have and whether its 
standards will be enforceable at the con- 
sumer level,” says Bharat Jairaj, legal co- 
ordinator for Citizen Consumer & Civic 
Action Group. v 

RACHNA MONGA 
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ALL IN THE NAME 

"Hurry, last three days!" Sounds 
like a hoarding annoucing a 
sale at Shoppers' Stop, or the 
Oxford Bookshop? No, it's not. 
This is an advertisement for a 
new mid-cap fund from Tata As- 
set Management's stable, which 
closed its IPO last week. Even 
though the AMC called it a “New 
Fund Offer" in line with a Sebi 
suggestion, the flashy manner 
in which the phrase has been 
highlighted will give a lay in- 
vestor the impression that it's 
probably the last chance to in- 
vest in the fund. 

Recently, 
alarmed by the 
way investors 
were rushing for 
mutual fund 
IPOs, Sebi had 
asked the Asso- 
ciation of Mu- 
tual Funds in 
India to 
change the 
nomenclature of fund IPOs. 

The lobbying body has come up 
with suggestions like “New Fund 
Offer" and fund houses have 
voluntarily changed the name. 
But if practices like these con- 
tinue, changing the name from 
mutual fund IPOs to “New Fund 
Offer" will be a mere lip service 
towards investor education. 

If the regulator is seriously 
concerned about investors' in- 
terest, it should initiate a probe 
into the selling and distribu- 
tions practices. According to 
market sources, the distribu- 
tors/ agents of Tata Mid-cap 
Fund have earned a commission 
in the range of 3.5-4 per cent. W 








NOT FOR PLEDGING 

Here is a bad news for senior 
citizens in the country who have 
invested in the Senior Citizens 
Savings Scheme, 2004. Accord- 
ing to a recent RBI clarification, 
the scheme, unlike other saving 
schemes, doesn't permit the fa- 
cility of pledging. 

“As the subscriber of a 
pledged account will not be able 
to withdraw the interest amount 
periodically, this defeats the 
very purpose of the scheme,” 
says RBI. 
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year history since private 
players were allowed in, a life 
J insurance joint venture has gone 
' sour. The Australia-based AMP 
. Life and Chennai-based Sanmar 
J— Group have decided to part ways 
in the 74:26 JV in AMP Sanmar 
Life Insurance Company. Indus- 
try insiders are surprised. "To avoid 
panic, such announcements arent 
. made public until the company finds out 
a new partner or a buyer,” says a chief in- 
vestment officer of a life insurance firm. 
However, a policy holder who takes a 
life insurance policy expects the insurer 
to be present during the term of the pol- 
icy. So do the policyholders of AMP San- 
mar need to worry? Experts point out 
that an insurance policy is a legal con- 
tract, which has to be honoured as per 
the original terms and conditions. So 
even if a new player acquires the firm, 
there is likelihood that the existing poli- 


| a Fre the first time in its five- 


Catch in the cash back 


back offers again. But before you get 
carried away, take a careful look at 
the conditions that apply. 

ICICI Bank is offering a 5 per cent 
cash back, which is valid across all ICICI 
Bank merchant establishments in India. 
It is valid on purchases above Rs 2,000, 
subject to maximum cash back of Rs 
2,500. But here's the catch: to be eli- 
gible for the scheme, a card- 
holder should have cumu- 
lative spends of 
Rs 10,000 during the 
promo period (1 June- 

31 August). And mind 
you, while the cumulative 
spend can be done any- 
where, the cash back will 
apply to only those trans- 
actions done through 
ICICI Bank's merchant es- 
tablishments (ME). So if 
you spend lets say 


F OR credit card users it is raining cash 
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cyholders interests will not be diluted. 
IRDA, the regulator is apprehensive 
about the first shake-up in the industry, 
but a senior official was reassuring. 
Policyholders will need to wait a few 
months before they know the actual sta- 
tus. But as a pro-active step, policyhold- 
ers should do a financial health before 
zeroing in on an insurer. If a foreign part- 
ner is having troubled times in its home- 
land, it's likely to have repercussions 
elsewhere too. In this case, AMP has had 
a tough time in the UK and this has re- 
| portedly affected its Indian venture. g 
RACHNA MONGA 


Rs 15,000 during the period, but only 
Rs 5,000 is spent on the bank's ME, then 
only this amount will be eligible for the 
cash back. 

Again, on the Standard Chartered 
five per cent cash back offer on purchase 
of fuel, the details lie in the fine print. 
Only 2.5 per cent is the actual cash back 
whilethe remaining 2.5 per cent is the re- 
versal of surcharge. The 

maximum purchase per 
swipe is Rs 3,000 and 
overseas fuel transactions 
will not qualify. However, 
. this offer is valid across 
all petrol pumps only in 
the 30 cities that StanChart 
has operations in. 

In both the cases — 
StanChart and ICICI — if 
you avail the cash back of- 
fer, you will not be eligible 
for rewards points. E 

NEELIMA MAHAJAN 


TA 





Leadership Celebration Subscription Offer 


270605 


Yes, | would like to subscribe for Rs. 520/- for the 2-year subscription scheme. 

| am enclosing my cheque/DD No. s dated... sessi. fOr Rs 520/- for 2 years on BOK Soot EAA AEA N 
branch... rtc drawn in favour of “ABP Private imite enaa aa Ee ss S 
or please charge the total amount of Rs 520/- to my Credit Card mm NE IN 

Card No. DIDO DODD OOOO OOOD Card. Members Names. APERIRE UPON sits 
Cty us ——— weSitedac rumen E nance des tech sawed cae x mE aulis ii 
Card expiry dte OD OO OOM | CVV No. OC (last 3 digits on the signature panel of Card) 

My Persona! Details: (Write in BLOCK Letters) 

Name: uii "rr" qi HTC" 
State coss vamenn PIN danda RD rennan Teltandiney: munnen Mobile Los sad ves. E-«iailimandatorgt ies TT 
Signature I CRRRRRRRRRRRREEOT Subscription no. üt an e E A PA AE AEE A, 


4 EASY WAYS TO CONTACT US: TP 062220 217079 GESE 011-2370 2061 p" businessiworldsubscriptionsDabpmiailLcom 


D3Piease fill order form and mul alongwith chegue/DD to: The Subscription Dept, c/o. Businesswocld, Express Building, 9-10 Bahador Shah Falar Marg New Delhi 110 0602 


post as soon as.the issue i released in the market place. However AGP will not be responsible for postal delays. Avoid giving post box of APO addresses The putlisner reserves the right tocancel, modi extend ar discontinue the offer or any part 
thereof without giving any reason or prior notice. information regarding such cancellation/extention/discontinuance will however, be published subsequently in the magazine. Offer valid tib. 3ist july. 2005. Conditions. apply. 


CONTACT NOS; Delhi: Sangeeta Biowas, Tet 011-23702 170.79; Mumbai: Arvind Patil Tei:022-24962587; Kofkata: Ashis Dax Gapta, Tek 033-2260 45: Chennai: R. Sudhakar- Ph 044.2813 7278, 
28131286; Bangalore: R Katia Ph 08025588127, 25588928. Hyderabad: Shanker Dasgupta Ph 040.2331 7147 businessworidsubscriptionsdPabpmati. com 
** Conditions Apply 


BATESD/BRW/AQA 





ITI Inte rr irr i fr T ri thr e AT 











SEEDING 





HEN Henry Ford came 
out with Americas 
beloved Model T automo- 
bile, he expected to run it 





type engine on peanut oil. And when 


John D. Rockefeller founded Standard | 
Oil in 1870, he changed the world | 


forever. Fossil oil came to dominate the 
world economy, literally fuelling inter- 
national commerce. 


Today, diesel is mainly used for | 


transport. Road transport consumes al- 
most 75 per cent of it, while the railways 
account for the rest. The demand for 
diesel is expected to grow from 39.815 
million metric tonnes (mmt) in 2001-02 
to 52.324 mmt in 2006-07, and just over 
66 mmt in 2011-12. The use of non- 


renewable fossil fuels on such a scale | 
has its flip side. Air pollution, green- | 


house gases and global warming are 
some of the offshoots. 

Meanwhile, rising oil prices and 
uncertainties caused by geo-political 
instability are a threat to import-depen- 
dent nations like India, with the possi- 
bilities of an economic collapse. 


on ethanol. Rudolf Diesel, | 
too, designed his proto- | 
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A eucalyptus plantation in Nashik. The 


“Eucalyptus Growers’ Co-operative Society in 
this part of Maharashtra has been.campaigning 


In such a backdrop, the issue of en- 
ergy security has been accorded top- 
most priority. Every effort needs to be 
made to enhance the indigenous con- 
tent of energy in a time-bound and 


planned manner. Perhaps, the time is | 
now ripe to turn the clock back by going | 


back to nature for our energy needs. 


Bio-diesel: A Sustainable Solution 
In 1895, Rudolf Diesel developed the 


‘diesel’ engine with the intention ofrun- | 
| great utility for setting up generation fa- 


ning it on a variety of fuels, including 
vegetable oil. When he demonstrated 
his engine at the World Exposition in 
Paris in 1900, he used peanut oil as the 
fuel. Since then, the diesel engine has 
been modified to run on petrodiesel 
because, historically, it was the least 
expensive fuel available. 

The government recently announ- 
ced the National Mission on Bio-diesel, 
which aims to increase the share of 


indigenously-produced bio-diesel to 20 | 


per cent by 2011-12. Even before this an- 
nouncement, there have been sporadic 


success stories of renewable biomass- | 


based oils being used for energy or in 


the industries. The need ofthe houristo | 
emulate those success stories on a ! 











; for the cultivation of Jatropha Curcas 
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much larger scale to reach a stage where 
perceptible change could be seen in the 
energy basket of the country. 

While deciding future strategies, the 
following success stories would be 
worth taking note of. The strategies 
would, in turn, help in the actualisation 
of goals set up for achieving bio-diesel 
production levels. While the current 
emphasis has been on using bio-diesel 
only as a transportation fuel, the follow- 
ing examples show that the oils have 


cilities in a very simple way. 


| The Nashik Experience 


The concept of co-operative agro- 
forestry was conceived in Maharastra 
in 1993 with the formation of the Nashik 
District Eucalyptus Growers’ Co-opera- 


| tive Society. The movement grew and 


took the shape of the Co-operative 

Agroforestry Federation, which was for- 

med in November 1990. This is the first 

state-level federation of its kind in India. 
The chief objectives of the Maharas- 

tra agro-forestry federation are: 

W To organise supply of requisite prop- 

agation material 

lll To guide farmers on cultivation prac- 
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The issue of energy security has come to 
the fore as top priority, and every effort 
needs to be made to enhance the 
indigenous content of energy in a 


time-bound and planned manner. 
By Ajit Kapadia and K.N. Naik 


tices of agroforestry crops 
Bi To help farmers procure loans, and 
to stand guarantee for repayment of 
loans 
@ To organise harvesting and market- 
ing of the agroforestry produce, and 
help set up suitable processing units. 
The Eucalyptus Growers' Co-opera- 
tive Society of Nashik had been cam- 
paigning for the cultivation of Jatropha 
Curcas, which offers handsome remu- 
nerative returns to the grower. Since 
some of the soap manufacturing units 
showed interest in buying the Jatropha 
seeds for extraction of oil, the agro- 
forestry co-operative at Nashik has mo- 
tivated 1,450 farmers. Under the Jat- 
ropha plantation, 3,000 hectares of land 
were covered in 1988-89 and 1990-91, 
and 4,000 hectares in1991-92. 
Replacing fossil fuel energy with 
bioenergy will typically reduce net car- 
bon dioxide emissions by over 90 per 
cent. The use of organically-derived 
fuels does not contribute any additional 





carbon dioxide into the atmosphere, as 
the carbon released is the same as the 
carbon absorbed by plants as they grow. 

This pioneering effort to introduce a 
systematic plantation programme of 
Jatropha Curcas in Maharashtra will 
prove to be a trendsetter. 


The Chalbardi Model 


When the natives at Chalbardi, a tribal 
hamlet in Andhra Pradesh's Adilabad 
forest, were told that they could pay for 
electricity with the abundant Pongamia 
[Karanji] seeds strewn on the forest 
floor, they gazed in disbelief. 

Two off-the-shelf gensets of 7.5 KVA 
each were installed in a hut. The hamlet 
was wired. Karanji oil engines powered 
a decorticator and an oil mill. In June 
2001, darkness made way to light, right 
in the middle of a for- 
est with no pylons, no 
pollution, no down- 
time and no bills to 


pay. Thisself-sustain- ^ produce biofuel 


y 





In 1991-92, about 4,000 
hectares of land were used to 
develop Jatropha plantations 
like this one. These herbs 


ing miracle cost just Rs 5 lakh. 

In the months since mid-2001, 10 
forest villages in Adilabad have followed 
the Chalbardi model: converting veg- 
etable oil to diesel power. In less than 
five years, the idea has begun to deliver 
results and make economic sense. It is 
an idea that has probably had the fastest 
run from lab to land in India. 

States like Andhra Pradesh and 
Tamil Nadu are taking up large-scale 
plantation of the Karanji seeds. Andhra 
Pradesh has formulated an ambitious 
plan of bringing 15 lakh acres under 
these two crops by giving nearly 90 per 
cent subsidy for drip irrigation equip- 
ment on 5 acres per farmer. It is also 
planning to put wasteland into use and 
provide employment opportunities for 
thousands of local youth by leasing the 
land to individuals and companies. 


The Kagganahalli Oil 


One evening in early 1999, Dr Udupi 
Shrinivasa from the Indian Institute of 
Science, Bangalore, was having tea with 
some locals in Kagganahalli village. For 
some years, he had been investigating 
various strategies that would sustain 
continuous economic development of 
this semi-arid area. 

"There is nothing much here," a vil- 
lager told him. “No 
river, no wells, no elec- 
tricity. Just hundreds 
of Honge trees and 
tonnes of seeds. Not 
much use now. Our 
grandparents used the unedible oil 
for lamps!" Dr Shrinivasa perked up! 
Useless? If it can burn in lamps, it can 
surely run diesel engines. After all, 
Rudolf Diesel used peanut oil to run the 
first-ever diesel engine. 

Back at the institute, he quickly ex- 
tracted some oil, poured it into an en- 
gine and started it. Of course, it ran! And 
ran well too. Twenty bore-wells were 
drilled in the project area spread over 
40 sqkm. Submersible pumps were let 
into the wells and a project-level 440- 
volt grid was created to power the 
pumps. At the power station, two 63 kVA 
generators stood waiting for Honge oil. 
A20-km network of3 inch pipelines was 
buried underground with outlets at var- 
ious farm-heads. 

Honge seeds were collected from 
the project area, and taken to a miller at 





a nearby town. The only processing that 
was done on the oil was filtering the de- 
tritus which could clog the fuel pump. 
Ramanna, a local mechanic recruited 
for the project, poured the oil into the 
engine and pressed a button. 

Energy flowed through the project 
grids, the pumps were charged and wa- 
ter sprayed as ifout ofarain gun. For the 
first time ever in history, Kagganahalli 
witnessed a source of water other than 
rain. That too, brought out by the pro- 
duce of that very land! 

In Warangal, Andhra Pradesh, the 
Azamshahi Textile Mills, set up by the 
Nizam of Hyderabad in 1940, generated 
all the power needs of the factory using 
non-edible oils until its recent closure; 
and it had surplus power left over for the 
city's needs! 

"About 25,000-30,000 MW electricity 
is generated by captive power produc- 
ers, half of which is by diesel generating 
sets. We are planning to offer non-edible 
vegetable oils to these industries for pro- 
ducing electricity," said A.M. Gokhale, 
secretary, Ministry of Non-conventional 
Energy Sources, at a seminar on Clean 
Development Mechanism. 

The additional benefit of bioenergy 
development is creation of new em- 
ployment opportunities in manufactur- 
ing, construction, plant operation and 
servicing, and fuel supply. Rural jobs are 
created in fuel harvesting, transport and 
maintenance of processing areas. 

The entry of agriculture into the re- 
newable energy sector is an exciting 
prospect offering farmers and foresters 





Oil seed bearing Jatropha 
plants are worth a serious 
thought because they 
grow easily on marginal 
land. The plant does not 
require many resources, 
and is productive for 
30-40 years 


asustainable market that is 
growing and likely to ex- 
pand for decades to come 
with long-term price sta- 
bility. Oil seed bearing 
plants like Jatropha are 
worth a serious thought 
since they grow easily on 
marginal land, which 
would otherwise lie waste. 
Jatropha is a perennial 
plant, which does not 
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The road 
to bio-diesel 


F ROM the experience — both Indian and 
foreign — the following strategy must be 
adopted to increase the share of bio-diesel: 


e Like the European Union, the government 
needs to declare a mandatory time bound 
quota/target for adoption of bio-diesel. 


e The responsibility of achieving the targets 
should be put squarely on the oil companies 
— both public and private — who should carry 
out necessary coordination with farmers/ 
farmers' cooperatives, oil mills, transesteri- 
fiers and research organisations. 


€ As far as plantation of Jatropha and/or 
Honge, seed collection, oil extraction and 
transesterification are concerned, they could 
be done by farmers' cooperatives as already 
demonstrated in the state of Maharashtra. 


e Till the cost of production of vegetable oils 
become competitive, a suitable system of 
compensation to the oil companies may be 
worked out. This could be funded by levying a 
pollution tax from users of transportation fuel. 


€ The government can assume the omnibus . 


supportive role with suitable policy measures, 
research & development, and funding from 
time to time. To start with, the bio-diesel in- 
dustry could be granted tax exemption (infra- 
structure status) and there should be no du- 
ties on vegetable oil used in bio-diesel. *u 
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require much care and is productive for 
30 to 40 years. 

Seed yields of 2-5 tonnes per hectare 
have been routinely achieved with an oil 
content of 30-40 per cent. The oil serves 
as fuel for diesel engines, indicating its 
potential as a source of renewable en- 
ergy. With biotechnology being used to 
develop high-yielding varieties of 
plants, the economics of bio-diesel 
could improve further. In fact, bio- 
diesel production can burgeon into a 
(yellow) revolution, matching the Green 
Revolution and White Revolution. 

Organised bio-diesel production for 
blending is possible only if plantation of 
selected species is taken up in compact 
areas and backed by infrastructure for 
procurement, primary processing and 
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production at the plant duly equipped 
to produce quality bio-diesel for the oil 
industry. Since demand for diesel will 
continue to rise steadily with economic 
growth, the processing facilities as well 
as plantation areas have to expand. This 
willserve two important purposes. First, 
blending will result in part-oil substitu- 
tion and, thereby, reduce crude oil im- 
port. Second, it will save foreign ex- 
change and help us move towards 
stricter emission norms. 

The development of bio-diesel facil- 
ities will also go a long way in rural de- 
velopment — the goal promoted by all. 


(Ajit Kapadia is vice-chairman, and K.N. 
Naik is director at the Centre for Fuel 
Studies And Research, Baroda). a 
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Diwan Rahul Nanda 
Chairman & MD, 
Topsgrup 


Iam reading LESSONS FROM THE 
TOP by Thomas J. Neff & James M. 
Citrin. It delves into the secrets and 
strategies of the most successful busi- 
ness leaders in America — Jack 
Welch, Bill Gates, Lou Gerstner, et al. I 
have learnt a lot from the book and 
have started implementing some of 
the teachings in my corporate life. I 
would recommend the book and also 
another one I read recently by Don- 
ald Trump, titled How To Get Rich! 

I usually read business and man- 
agement-related books because that 
is where my core interest lies. I gener- 
ally frequent bookstores, and keep 
track of the latest business bestsellers 
on the Internet. Besides this, I scan 
bookshops whenever I am abroad. I 
read when I am travelling abroad or 
within the country on business, and 
when I am at home. ge 
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ALERT 
WHITEOUT 


By KEN FOLLETT 
(Pan Macmillan) 





f 
t 
Follett’s latest, which is | 
about bioterrorism — j 
the deadly Madoba-2 1 
virus has been stolen — i 
is a pale shadow of his | 
former works. Yet, there — | 
ą_ are redeemable features | 
— the characters, | 
especially the children, are finely | 
etched. And the chase scenes are 
so descriptive, you almost feel H 
it’s a movie. But why is a thriller 
writer getting so mushy? 
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HIS book is compulsory read- 

ing for the white-collar class. It 

may have lessons for them. 

They work long hours, as did 

the despairing workers of 

Mumbai's textile mills. When 
released late in the night by dictatorial 
bosses, they rush to bars, as the mill- 
workers did. Over drinks, they abuse 
their bosses, as the millworkers did. In 
Mumbai, this daily ‘happening event is 
called Corporate Happy Hour. 

The millworkers were an important 
social group of Mumbai. The city's econ- 
omy depended on them. They were 
Mumbai's first globalised class, other 
than opium traders. They produced 
goods for a global market. The textile 
mills of Mumbai can be described as In- 
dia's first call centres. Of the 
blue-collar class, of 
course. The world was 
mainly a blue-collar envi- 
ronment then. 

The workers were rec- 
ruited from Mumbai's 
impoverished hinter- 
land. They pioneered 
hinterland dual-income 
survival — meagre earn- 
ings from the land sup- 
plemented by cash arriv- 
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ing by postal money-orders from Mum- 
bai. The hinterland postman was the 
first mobile ATM. 

The mill hours were long and the 
work environment harsh, especially for 
women. The cotton fibres they inhaled 
were a greater health hazard than sitting 
for ten hours in front of a computer 
screen. There was no maternity leave, 
and they had to be back at work the day 
after delivery. Ifthe workers made a mis- 
take, the cost of the mistake was de- 
ducted from their wages. 

Such conditions produced angry 
and tough women, who evolved poison- 
dart Marathi. One woman bluntly asked 
Maharashtra chief minister Vasantdada 
Patil why he kept visiting Delhi instead of 
solving their problems. Did he go there 
to wash Indira Gandhi's underwear? 
Politicians have since surrounded them- 

selves with high security 
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Advocating selective 


tion, India has gone from a situation 

where our foreign exchange reserves 
($5.8 billion) were barely enough to 
cover a few weeks’ imports to a sce- 
nario where we have reserves of $141 
billion, the fifth largest in the world. 
We've gone from worrying about having 
enough dollars to worrying about having 
too much. It is fair to surmise that had 
this book been written in the mid- 
1990s, it would have been very differ- 
ent in its concerns. 


| N the 14-odd years since liberalisa- 
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India's approach to capital account 
liberalisation has been far more cau- 
tious than most — in retrospect, given 
the crises in Mexico and East Asia, this 
was perhaps a wise decision. Kohli doc- 
uments this slow process, in the first 
part of her book, LIBERALIZING CAPI- 
TAL FLOWS. She argues that part of the 
reason for the slow pace is the lack of 
speed in fiscal reform. 

It's the last part of the book which is 
most interesting. Almost all Asian coun- 
tries have seen a huge rise in reserves 

















and another barrier of sycophants. 

The millworkers lived in one-room 
tenements (chawls) which had com- 
mon corridors, common toilets and 
common water taps. Every family not 
only knew every other family, it also 
knew everything about all other fami- 
lies. This led to quarrels as well as cama- 
raderie. Out of this sharing emerged a 
working class with class. The people of 
Girangaon were patrons of music, dra- 
ma and dance, cinema, literature and 
circulating libraries, painting and ran- 
goli, wit and humour. They were keen 
readers of newspaper editorials. Reli- 
gious festivals and the arts helped them 
to occasionally forget their hardships 
and convert Girangaon into a fun place. 
Many artistes emerged from this milieu. 

The hardships produced aspirations 
of a better lifestyle. Savings became im- 
portant, and gold was the most secure 
investment and insurance against 


Capital controls 


as they have sought to prevent an ap- 
preciation in their exchange rates to 
maintain export competitiveness. 

In India, as in other countries, this 
has led to costs — not least those from 
the RBI's attempts to ‘sterilise’ the for- 
eign inflows. Kohli, who is on deputation 
to the International Monetary Fund 
(IMF) from the Reserve Bank of India, 
discusses the various options open to 
the central bank, and finally argues that 
sterilisation is reaching its limits. She 
calls for selective capital controls which 
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calamity. Jewellery shops and money- | 
lender Pathans mushroomed. The mill- | 


workers provoked the immigration of 


the merchant class. The mass migration | 
to Mumbai resulted in many khichdi | 


languages. Communication was more 
important than correctness. The lin- 


guistic orgy and aspirations found ex- | 


pression in Hindi cinema, which carried 
Mumbainess to the rest of the country 
with missionary zeal. Mumbai deserves 
special etymological dictionaries that 
would attract world attention. 

Mumbai’ aspirations nourished the 


real estate business and provoked inno- | 


vations in architecture, engineering, 
transport and communications. The 





height of comfort was the private bath- | 
room with commode. Mumbai's middle | 


class now sits; it doesn't squat. 

These and many more unintended 
consequences of the hardships and as- 
pirations of Girangaon are not the sub- 
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ject ofthe book; they have to be deduced 
by reading between the lines. The book is 
about the millworkers' economic and 
political struggles. Angry masses attract 
liberators. The first liberators to promise 
dictatorship ofthe proletariat to the mill- 
workers were communists. They failed, 
and were replaced by others, including 
the Shiv Sena and the final executioner 
Datta Samant. The millworkers became 
vote banks who were manipulated by 
politicians with the help of ganglords. 
The millworkers lost. Mill lands be- 
came real estate assets. The closure of 
mills defeated men, but women became 
entrepreneurs. Bank loans given to Gi- 
rangaon women and their savings ac- 
counts would tell a very interesting story. 
One Hundred Years tells the story of 


_ the struggle objectively, interspersing it 


with interviews of Girangaon people 
who relive those times. The interviews 
are timeless. The exploited across the 
globe in the past and the future cannot 
say anything that is very different from 
what those in Girangaon have said. 

One unintended consequence of 
reading this book was that my desk got 
piled up with books on urban history 
and urban passions by such writers as 
Lewis Mumford, Patrick Geddes, Jane Ja- 
cobs and Theodore Zeldin. The history 
of the millworkers of Mumbai provokes 
thoughts in many directions. Li 
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posits. 

This is unlikely to be a message that 
is received with any great favour. After 
all, the Indian stockmarket is now more 
addicted to FII flows than ever. No fi- 
nance minister wants to be seen to be 
spoiling the party by applying capital 
controls. It is only when the collapse 
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it took the col- 


lapse of the East Asian economies in 
1997-98 for the IMF to realise that their 
argument for free and unfettered 
capital flows was built on fairly shaky 
foundations. 
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Small-scale sickness? _ 





HERE seems to be an extension to Benjamin 
Disraeli's quote about lies, damned lies and 
statistics — the weaker the data, the more pre- 
cision one should claim for it. Nothing illus- 
trates this better than the figures produced by 
the Third Census on Small-Scale Industries (SSI). One 
hundred ninety thousand people working for eight 
months should have done better. Not only are data for the 
Third Census (2001-02) not comparable with those for the 
First (1972-73) and Second (1987-88), they can't even be 
compared with data from the indirect tax system. 

To compound matters, unlike the first two censuses, 
the third one has an unregistered category and for this, 
figures have been collected through sample survey rather 
than census. We thus learn that 
there are 2.26 million regis- 
tered units and 9.15 million 
unregistered ones. Since regis- 
tration brings benefits from 
the state, the government co- 
uld perhaps explain why more 
than four times the number of 
registered units choose to stay 
unregistered. Presumably, the 
costs of registration outweigh 
the benefits. If one has any illu- 
sions about the government 
knowing what goes on in the 
SSI sector, figures on the un- 
registered units will dispel the 
myth. Before the Third Census, 
the government believed, 
through the Economic Survey, 
that there were 2.61 million 
registered units and 0.7 million unregistered ones. 

It gets worse. The Census says 60.8 per cent of the reg- 
istered units are working units, but no such figure is avail- 
able for the unregistered lot. Is one to presume that all un- 
registered units are working ones? In the First and Second 
Censuses, 60.2 per cent and 61.8 per cent of the units, re- 
spectively, were working ones. This non-working figure of 
40 per cent seems remarkably stable. 

The Third Census also tells us that 14.26 per cent of the 
units are sick. That amounts to 322,618 registered units 
and may well be an underestimation of the overall picture 
as it doesn't count the unregistered units. Further, the defi- 
nition of sickness is one associated with institutional lend- 
ing, and if one divides by the number of registered units 
that obtained institutional finance, rather than the total 
number ofunits, the sickness ratio comes to 23.7 per cent. 

The first point that emerges is a complete lack of reli- 
able data. The pharmaceutical sector is a case in point. 
Not very long ago, the country was told there were 25,000 
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The Third Census on 
Small-Scale Industries has 
thrown up incompatible figures 
with several other sets of data 





pharmaceutical manufacturers. Later, the figure was 
scaled down to 20,000, and thanks to one of the several 
Mashelkar committees, we now know the figure is 6,000. 
What happened to the others? Didn't they exist in the first 
place, or did they close down because of competition? It is 
logically possible that because of competition — includ- 
ing that from imports and de-reservation — some SSI 
units closed shop. It is also true that reservation con- 
strains SSI units from handling competition. 

The point is not to artificially prevent exits, but facili- 
tate it, so that capital, labour and entrepreneurial re- 
sources move to more productive ventures. Unfortu- 
nately, the antiquated insolvency laws prevent this and 
brand entrepreneurs as criminals. This is known. But pre- 
cious little is done to change 
the laws because exit is re- 
garded as an anathema. Con- 
sequently, one hears of an exit 
policy for large-scale units, but 
not for the SSI. The much- 
touted Small Enterprise Devel- 
opment Bill doesn't even men- 
tion the four-letter word. No 
doubt, the UPA government's 
National Commission for En- 
terprises in Unorganised and 
Informal Sectors will go along 
with this mindset of preventing 
exit at all costs. 

What causes exit and sick- 
ness? Despite the focus on 
sickness, the Third Census isn't 
particularly illuminating — 66 
per cent of respondents blame 
it on lack of demand, 36 per cent on marketing problems, 
46 per cent on inadequate access to finance, 12 per cent 
cite non-availability of raw materials, and 11 per cent 
mention equipment problems. The importance of this 
standard litany of woes can't be denied. But why werent 
these anticipated when capacity was set up? If constraints 
didn’t worsen, or if there wasn't an exogenous shock, there 
is no explanation for sickness. 

Marketing, technology, credit, skill upgradation and 
transaction costs associated with inspector raj are stan- 
dard problems for the SSI and need easing. And many of 
these reforms can't occur with reservation. Compliance 
costs, including those for indirect taxes, have economies 
of scale and are linked to reservation and cluster develop- 
ment. Barring some physical infrastructure, it is not even 
apparent that the goods and services the SSI sector wants 
are public goods. The sector must learn to provide the col- 
lective private goods itself. State intervention, after all, 
fails to alleviate sickness and often causes it. ‘a 
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